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APPENDIX A.
Definitions of Terms

This appendix provides explanations and definitions useful to understanding the Indiana disparity
study report. These definitions are only relevant in the context of this report.

Anecdotal evidence. Includes personal accounts and perceptions of incidents, including of
discrimination, told from an individual’s perspective.

Availability analysis. Examination of the relative number of minority- and women-owned firms
ready, willing and able to perform work for the Indiana Department of Administration (IDOA),
Indiana Department of Transportation (INDOT) or state educational institutions (SEIs).

Business. A for-profit company, including all of its establishments (equivalent to “firm”).

Business listing. A record in the Dun & Bradstreet database of businesses (or other database). A
D&B record is just a “listing” until the study team determines it to actually be a business
establishment with a working phone number.

Business establishment. A place of business with an address and working phone number. One
firm can have many business establishments (same as “establishment”).

Certified MBE/WBE. A firm certified with the State of Indiana as a minority- or women-owned
firm. To become certified, a firm must be owned and controlled by one or more people who are
members of a minority group (as defined by 13 CFR 124.103) or who are women. Those individuals
must be U.S. citizens. There are no personal net worth or gross receipt limits.

The State of Indiana’s MBE/WBE certification program is governed by Indiana State regulations
25 IAC 8 5 et seq. and administered by IDOA’s Division of Minority and Women’s Business
Enterprises. Other entities also provide MBE/WBE certification, including the City of Indianapolis.

Contract. A legally binding relationship between the seller of goods or services and a buyer.
Contractor. A firm performing a contract. Also used to refer to a construction firm.

Controlled. Exercising management and executive authority for a company, per federal regulations,
including 49 CFR Section 26.71.

BBC RESEARCH & CONSULTING APPENDIX A, PAGE 1



Disadvantaged Business Enterprise (DBE). A small business owned and controlled by one or
more individuals who are both socially and economically disadvantaged according to the guidelines in
the Federal DBE Program (49 CFR Part 26). Membership in certain race and ethnic groups
identified under “minority-owned business enterprise” in this appendix may meet the presumption of
socially and economically disadvantaged. Women are also presumed to be socially and economically
disadvantaged. Examination of economic disadvantage also includes investigating the gross revenues
and the firm owner’s personal net worth (maximum of $750,000 excluding equity in a home and in
the business). Some minority- and women-owned firms do not qualify as DBEs because of the gross
revenue or the net worth requirements. A firm owned by a non-minority male can be certified as a
DBE if the enterprise meets the requirements in 49 CFR Part 26.

Disparity. A difference or gap between an actual outcome and a reference point. For example, a
difference between an outcome for one race/ethnic group and an outcome for non-Hispanic whites
may constitute a disparity.

Disparity analysis. Comparisons of actual outcomes with what might be expected based on other
data. Analysis of whether there is a “disparity” between minority- and women-owned business
utilization and availability is one tool in examining whether there is evidence consistent with
discrimination against minority- and women-owned businesses.

Disparity index. Computed by dividing percentage utilization by percentage availability and then
multiplying the result by 100. A disparity index of 100 indicates “parity.” Smaller disparity indices
indicated larger disparities.

Dun & Bradstreet. The leading firm in the United States and abroad that provides lists of business
establishments and other business information (see www.dnb.com).

Employer firms. Firms with paid employees other than the business owner and family members.

Enterprise. An economic unit that could be a for-profit firm or establishment, not-for-profit
organization or public sector organization.

Establishment. See “business establishment.”

Federal DBE Program. Unless otherwise specified, “Federal DBE Program” refers to the
Disadvantaged Business Enterprise program established by the U.S. Department of Transportation
(USDOT) after enactment of the Transportation Equity Act for the 21" Century (TEA-21) as
amended in 1998. The regulations promulgated for the Program are set forth in 49 CFR Part 26.

Federal Highway Administration (FHWA). An agency of the USDOT that works with state
and local governments to construct, preserve and improve the National Highway System, other roads
eligible for federal aid, and certain roads on federal and tribal lands.

'A USDOT Notice of Proposed Rulemaking published on May 10, 2010 proposes adjusting the personal net worth
threshold for inflation.
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Federal Transit Administration (FTA). An agency of the USDOT that administers federal
funding to support local public transportation systems including buses, subways, light rail, passenger
ferry boats and other forms of transportation.

Firm. See “business.”

Federally-funded contract. Any contract or project funded in whole or in part with FHWA or
FTA financial assistance, including loans. As used in this study, it is synonymous with “federally-
assisted contract.”

Industry. A broad grouping of firms providing related goods or services.

Majority-owned businesses. For-profit firms not owned and controlled by minorities or women
(see definition of “minorities” below).

Minorities. Racial and ethnic groups identified in the federal regulations in 49 CFR Part 26:

®m  Black Americans (or “African Americans” in this study), which includes persons having origins
in any of the black racial groups of Africa;

m  Hispanic Americans, which includes persons of Mexican, Puerto Rican, Cuban, Dominican,
Central or South American, or other Spanish or Portuguese culture or origin, regardless of race;

®m  Native Americans, which includes persons who are American Indians, Eskimos, Aleuts or Native
Hawaiians;

®  Asian-Pacific Americans, which includes persons whose origins are from Japan, China, Taiwan,
Korea, Burma (Myanmar), Vietnam, Laos, Cambodia (Kampuchea), Thailand, Malaysia,
Indonesia, the Philippines, Brunei, Samoa, Guam, Hong Kong, and other countries and
territories in the Pacific set forth in 49 CFR Section 26.5; and

m  Subcontinent Asian Americans, which includes persons whose origins are from India, Pakistan,
Bangladesh, Bhutan, the Maldives Islands, Nepal or Sri Lanka.

Minority-owned business (MBE). A firm with at least 51 percent ownership and control by
minorities. Minority groups are defined according to federal regulations, as outlined above. For
purposes of this study, a firm need not be certified to be counted as a minority-owned firm. Firms
owned by minority women are counted as MBEs in this study (where that information is available).

NAICS code. North American Industry Classification System code that identifies the primary line of
business of an enterprise. See http://www.census.gov/epcd/www/naics.html.

Non-DBEs. Firms not certified as DBE:s.

Non-response bias. Occurs when the observed value to a survey question differs from what would
be obtained if all individuals in a population, including non-respondents, answered the question.
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Owned. Ownership of at least 51 percent of a company. For example, a “minority-owned” firm is at
least 51 percent owned by one or more minorities. (For DBE certification, additional regulations are

set forth in 49 CFR Section 26.69.)

Prime consultant. The professional services firm performing a contract for an end user, such as the
State of Indiana.

Prime contract. The contract between the seller and end user, such as the State of Indiana.

Prime contractor. The firm performing a prime contract for an end user, such as the State of
Indiana.

Race-and gender-based measures. Remedies or measures that apply to individuals or firms that
include some races and ethnicities and not others, or includes women and not men. This term is
equivalent to “race- and gender-conscious.” A DBE contract goal is one example of a race- and
gender-based measure. Note that this term is more accurately “race-,” “ethnicity-" and “gender-”
based. For ease of communication, the study team has shortened this to “race- and gender-conscious”
or “race- and gender-based” measures.

Race- and gender-neutral measures. Remedies or measures that apply to individuals or firms
that are not classified based on race, ethnicity or gender. Note that this term is more accurately “race-
»

) “ethnicity-" and “gender-" neutral. For ease of communication, the study team has shortened this
to “race- and gender-neutral.”

Race- and gender-neutral measures may include assistance in overcoming bonding and financing
obstacles, simplifying bidding procedures, providing technical assistance, establishing programs to
assist start-up firms, and other methods open to all firms or any disadvantaged firm regardless of race

or gender. (A broader list of examples can be found in 49 CFR Section 26.51(b).)

Relevant geographic market area. The geographic area that contains most establishments
receiving IDOA, INDOT or SEI work, based on dollars. It is also referred to as the “local
marketplace.” Case law related to MBE/WBE programs requires disparity analyses to focus on the
“relevant geographic market area.””

Remedy. A program element designed to address barriers to full participation for a particular group.

Small business. In general, a firm with low revenues or employment size relative to other firms in
the industry. “Small business” does not necessarily mean that the firm is certified as such.

Small Business Administration (SBA). The U.S. Small Business Administration, which is an
independent agency of the United States government.

State-funded contract. Any contract or project funded in whole or in part with State of Indiana
funds and is administered through the State of Indiana. Those contracts do not include federal funds.

: See, e.g., Croson, 448 U.S. at 509; 49 C.E.R. § 26.35; Rothe, 545 F.3d at 1041-1042; N. Contracting, 473 F.3d at 718,
722-23; Western States Paving, 407 F.3d at 995.
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Statistically significant difference. A difference in which chance in the sampling process can be
eliminated as a reasonable explanation at the 95 percent confidence level (meaning that chance in the
sampling process could still explain the difference in no more than 5 out of 100 cases).

Subconsultant. A professional services firm performing a service for the prime consultant as part of
a larger contract.

Subcontract. The contract between a prime contractor and another firm selling goods or services to
the prime contractor.

Subcontractor. A firm performing a service for a prime contractor as part of a larger project.
Subrecipient. Local agency receiving USDOT financial assistance directly from INDOT.
Supplier. A firm selling supplies to a firm as part of a larger project.

Uniform Certification Program (UCP) database. The statewide electronic directory of firms
certified as DBEs in Indiana under the guidelines in 49 CFR Part 26.

USDOT. U.S. Department of Transportation, which includes the Federal Highway Administration,
the Federal Transit Administration and the Federal Aviation Administration.

Utilization. Percentage of total dollars of a type of work going to DBEs or MBE/WBE:s (or another
group).

Women-owned business (WBE). A firm with at least 51 percent ownership and control by
women. For this study, a firm need not be certified as a WBE or DBE to be counted as a woman-
owned firm. In addition, firms owned and controlled by minority women are counted as minority-
owned firms. Therefore, WBEs principally refer to firms owned by white women.
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APPENDIX B.
Legal Framework and Analysis

Appendix B provides the legal framework and analysis for the Indiana disparity study. A table of
contents for Appendix B is provided on the following pages.
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APPENDIX B.
Legal Framework and Analysis

A. Introduction

In this section Holland & Knight LLP analyzes recent cases and materials regarding state and local
Minority and Women Business Enterprise (‘MBE/WBE”)" and Disadvantaged Business Enterprise
(“DBE”) programs to provide a summary of the legal framework for the disparity study as applicable
to the Indiana agencies and universities (“Indiana”) contracting and procurement. This section begins
with a brief review of the landmark United States Supreme Court decision in City of Richmond v.

J.A. Croson.” Croson sets forth the strict scrutiny legal analysis applicable in conducting a disparity
study and in evaluating the Indiana agencies’ contracting and procurement practices: whether there is
strong evidence of discrimination that establishes a compelling interest for remedial relief and certain
criteria and factors appropriate to narrowly tailor any remedial relief.

. . . .. . 3
This section notes the United States Supreme Court decision in Adarand Constructors, Inc. v. Pena,
(“Adarand I”) which applied the strict scrutiny analysis set forth in Croson to federal programs that

impact state government recipients of federal financial assistance.

The legal framework then analyzes and applies significant recent court decisions that have followed,
interpreted, and applied Croson and Adarand I to the present and are applicable to Indiana’s

disparity study and the strict scrutiny analysis. In particular, the legal framework analyzes and focuses
upon recent federal cases in the Seventh Circuit Court of Appeals, which is the federal appellate court
controlling on Indiana, and recent decisions from other federal courts in this area of the law. In
addition, the framework analyzes recent cases that consider and rule on the validity of the United
States Department of Transportation Regulations promulgated to implement the Transportation
Equity Act for the 21" Century, known as the Federal Disadvantaged Business Enterprise (‘DBE”)
Program’ and its implementation by local and state government recipients of federal funds from the
United States Department of Transportation, which are instructive to state and locally-enacted DBE
or MBE/WBE programs (independent from the Federal DBE Program).

The analyses of these recent court decisions are instructive to the Indiana agencies and the disparity
study because they include the most recent and significant decisions by courts construing the validity
of government programs involving MBE/WBEs and DBEs and applying the compelling interest and

" Some of the case law and materials included herein also utilize the term Minority- and Female-Owned Business
Enterprise, or MBE/FBE. The terms MBE/WBE and MBE/FBE are used interchangeably throughout this section.

? 488 U.S. 469 (1989).
?515 U.S. 200 (1995).

‘ Pub L. 109-59, Tite I, § 1101(b), August 10, 2005, 119 Stat. 1156; preceded by Pub L. 105-178, Tite I, § 1101(b),
June 9, 1998, 112 Stat. 107.

> 49 C.F.R. Part 26 (Participation by Disadvantaged Business Enterprises in Department of Transportation Financial
Assistance Programs ("Federal DBE Program").
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narrow tailoring tests. They also are instructive in terms of the preparation of any legislation or
programs by the Indiana agencies and universities in this area concerning contracting and
procurement and providing a non-discriminatory equal business opportunity for contractors,
vendors, and suppliers.

The analyses of recent cases involving the Federal DBE Program are instructive to the Indiana
agencies and universities and the disparity study because they are the most recent and significant
decisions by federal courts setting forth the legal framework applied to the strict scrutiny analysis, in
particular focusing on the Federal DBE Program and its implementation by recipients of federal
financial assistance governed by 49 C.F.R. Part 26." They also are instructive in terms of the
preparation of DBE programs by the members of the Indiana DOT submitted in compliance with
the Federal DBE regulations.

¢ See Northern Contracting, Inc. v. Illinois DOT, 473 F.3d 715 (7th Cir. 2007); Western States Paving Co. v. Washington
State DOT, 407 F.3d 983 (9 Cir. 2005); Sherbrooke Turf, Inc. v. Minn. DOT, 345 F.3d 964 (8th Cir. 2003), cert.
denied, 541 U.S. 1041 (2004); Adarand Constructors, Inc. v. Slater, 228 F.3d 1147 (10th Cir. 2000) ("Adarand VII").
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B. U.S. Supreme Court Cases

1. City of Richmond V. ]J.A. Croson Co., 488 U.S. 469 (1989)

In Croson, the U.S. Supreme Court struck down the City of Richmond’s “set-aside” program as
unconstitutional because it did not satisfy the strict scrutiny analysis applied to “race-based”
governmental programs. J.A. Croson Co. (“Croson”) challenged the City of Richmond’s minority
contracting preference plan, which required prime contractors to subcontract at least 30 percent of
the dollar amount of contracts to one or more Minority Business Enterprises (“MBE”). In enacting
the plan, the City cited past discrimination and an intent to increase minority business participation
in construction projects as motivating factors.

The Supreme Court held the City of Richmond’s “set-aside” action plan violated the Equal
Protection Clause of the Fourteenth Amendment. The Court applied the “strict scrutiny” standard,
generally applicable to any race-based classification, which requires a governmental entity to have a
“compelling governmental interest” in remedying past identified discrimination and that any
program adopted by a local or state government must be “narrowly tailored” to achieve the goal of
remedying the identified discrimination.

The Court determined that the plan neither served a “compelling governmental interest” nor offered
a “narrowly tailored” remedy to past discrimination. The Court found no “compelling governmental
interest” because the City had not provided “a strong basis in evidence for its conclusion that [race-
based] remedial action was necessary.” The Court held the City presented no direct evidence of any
race discrimination on its part in awarding construction contracts or any evidence that the City’s
prime contractors had discriminated against minority-owned subcontractors. The Court also found
there were only generalized allegations of societal and industry discrimination coupled with positive
legislative motives. The Court concluded that this was insufficient evidence to demonstrate a
compelling interest in awarding public contracts on the basis of race.

Similarly, the Court held the City failed to demonstrate that the plan was “narrowly tailored” for
several reasons, including because there did not appear to have been any consideration of race-neutral
means to increase minority business participation in city contracting, and because of the over
inclusiveness of certain minorities in the “preference” program (for example, Aleuts) without any
evidence they suffered discrimination in Richmond.

The Court further found “if the City could show that it had essentially become a ‘passive participant’
in a system of racial exclusion practiced by elements of the local construction industry ... [i]t could
take affirmative steps to dismantle such a system.” The Court held that “[w]here there is a significant
statistical disparity between the number of qualified minority contractors willing and able to perform
a particular service and the number of such contractors actually engaged by the locality or the
locality’s prime contractors, an inference of discriminatory exclusion could arise.” The Supreme
Court noted that it did not intend its decision to preclude a state or local government from “taking
action to rectify the effects of identified discrimination within its jurisdiction.”
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2. Adarand Constructors, Inc. V. Pena (“Adarand 1”), 515 U.S. 200 (1995)
In Adarand 1, the U.S. Supreme Court extended the holding in Croson and ruled that all federal

government programs that use racial or ethnic criteria as factors in procurement decisions must pass a

test of strict scrutiny in order to survive constitutional muster. The cases interpreting Adarand I are
the most recent and significant decisions by federal courts setting forth the legal framework for
disparity studies as well as the predicate constitutional strict scrutiny standard of review, which
applies to the Indiana agencies’ implementation of the Federal DBE Program.
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C. The Legal Framework Applied to State and Local Government
MBE/WBE Programs and the Federal DBE Program

The following provides an analysis for the legal framework focusing on recent key cases regarding
state and local MBE/WBE programs and the Federal DBE Program, and their implications for a
disparity study. The recent decisions involving the Federal DBE Program are instructive to the
Indiana DOT, Indiana agencies and universities and the disparity study because they concern the
strict scrutiny analysis and legal framework in this area, and implementation of the DBE Program by
recipients of federal financial assistance (like Indiana DOT) based on 49 C.F.R. Part 26.

After the Adarand decision, the U.S. Department of Justice in 1996 conducted a study of evidence
on the issue of discrimination in government construction procurement contracts, which Congress
relied upon as documenting a compelling governmental interest to have a federal program to remedy
the effects of current and past discrimination in the transportation contracting industry for federally
funded contracts.” Subsequently, in 1998, Congress passed the Transportation Equity Act for the
21st Century (“TEA-217), which authorized the United States Department of Transportation to
expend funds for federal highway programs for 1998 - 2003. Pub.L. 105-178, Tide I, § 1101(b), 112
Stat. 107, 113 (1998). The USDOT promulgated new regulations in 1999 contained at 49 C.F.R.
Part 26 to establish the current Federal DBE Program. The TEA-21 was subsequently extended in
both 2003 and 2005. The reauthorization of TEA-21 in 2005 was for a five year period from 2005 to
2009. Pub.L. 109-59, Title I, § 1101(b), August 10, 2005, 119 Stat. 1153-57 (“SAFETEA”).

The Federal DBE Program as amended changed certain requirements for federal aid recipients and
accordingly changed how recipients of federal funds implemented the Federal DBE Program for
federally-assisted contracts. The federal government determined that there is a compelling
governmental interest for race- and gender-based programs at the national level, and that the program
is narrowly tailored because of the federal regulations, including the flexibility in implementation
provided to individual federal aid recipients by the regulations. State and local governments are not
required to implement race- and gender-based measures where they are not necessary to achieve DBE
goals and those goals may be achieved by race- and gender-neutral measures. 49 C.F.R. § 26.51.

The Federal DBE Program established responsibility for implementing the DBE Program to state
and local government recipients of federal funds. A recipient of federal financial assistance must set an
annual DBE goal specific to conditions in the relevant marketplace. Even though an overall annual
10 percent aspirational goal applies at the federal level, it does not affect the goals established by
individual state or local governmental recipients. The new Federal DBE Program outlines certain
steps a state or local government recipient can follow in establishing a goal, and USDOT considers
and must approve the goal and the recipient’s DBE program. The implementation of the Federal
DBE Program is substantially in the hands of the state or local government recipient and is set forth
in detail in the federal regulations, including 49 C.F.R. § 26.45.

7 Appendix-The Compelling Interest for Affirmative Action in Federal Procurement, 61 Fed. Reg. 26,050, 26,051-63 & nn.
1-136 (May 23, 1996) (hereinafter “The Compelling Interest”); see Adarand VII, 228 F.3d at 1167-1176, citing The

Compelling Interest.
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Provided in 49 C.F.R. § 26.45 are instructions as to how recipients of federal funds should set the
overall goals for their DBE programs. In summary, the recipient establishes a base figure for relative
availability of DBEs. 49 C.E.R. § 26.45(a), (b), (c). This is accomplished by determining the relative
number of ready, willing, and able DBEs in the recipient’s market. Id. Second, the recipient must
determine an appropriate adjustment, if any, to the base figure to arrive at the overall goal. Id. at §
26.45(d). There are many types of evidence considered when determining if an adjustment is
appropriate, according to 49 C.F.R. § 26.45(d). These include, among other types, the current
capacity of DBEs to perform work on the recipient’s contracts as measured by the volume of work
DBEs have performed in recent years. If available, recipients consider evidence from related fields
that affect the opportunities for DBEs to form, grow, and compete, such as statistical disparities
between the ability of DBEs to obtain financing, bonding, and insurance, as well as data on
employment, education, and training. Id. This process, based on the federal regulations, aims to
establish a goal that reflects a determination of the level of DBE participation one would expect

absent the effects of discrimination. 49 C.F.R. § 26.45(b)-(d).

Further, the Federal DBE Program requires state and local government recipients of federal funds to
assess how much of the DBE goal can be met through race- and gender-neutral efforts and what
percentage, if any, should be met through race- and gender-based efforts. 49 C.F.R. § 26.51.

A state or local government recipient is responsible for seriously considering and determining race-
and gender-neutral measures that can be implemented. 49 C.F.R. § 26.51(b). A recipient of federal
funds must establish a contract clause requiring prime contractors to promptly pay subcontractors in
the Federal DBE Program (42 C.E.R. § 26.29). The Federal DBE Program also established certain
record-keeping requirements, including maintaining a bidders list containing data on contractors and
subcontractors seeking federally-assisted contracts from the agency (42 C.F.R. § 26.11). There are
multiple administrative requirements that recipients must comply with in accordance with the

regulations. 49 C.F.R. §§ 26.21-26.37.

Federal aid recipients are to certify DBEs according to their race/gender, size, net worth and other
factors related to defining an economically and socially disadvantaged business as outlined in 49

C.F.R. §§ 26.61-26.73.

1. Strict Scrutiny Analysis

A race- and ethnicity-based program implemented by a state or local government is subject to the

. . . .8 , . . .
strict scrutiny constitutional analysis.” IDOT’s implementation of the Federal DBE Program also is
subject to the strict scrutiny analysis. The strict scrutiny analysis is comprised of two prongs:

®  The program must serve an established compelling governmental interest; and

. . . . 9
®  The program must be narrowly tailored to achieve that compelling government interest.

§ Croson, 448 U.S. at 493.

N Contracting, 473 F.3d at 721; Western States Paving, 407 F.3d at 991; Sherbrooke Turf, 345 F.3d at 969; Adarand
VII, 228 F.3d at 1176.; Associated Gen. Contractors of Ohio, Inc. v. Drabik ("Drabik I1"), 214 F.3d 730 (6th Cir. 2000);
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a. The Compelling Governmental Interest Requirement

The first prong of the strict scrutiny analysis requires a governmental entity to have a “compelling
governmental interest” in remedying past identified discrimination in order to implement a race-
and ethnicity-based program. State and local governments cannot rely on national statistics of
discrimination in an industry to draw conclusions about the prevailing market conditions in their
own regions.10 Rather, state and local governments must measure discrimination in their state or local
market, however, that is not necessarily confined by the jurisdiction’s boundaries.''

The federal courts have held that, with respect to the Federal DBE Program, recipients of federal
funds do not need to independently satisfy this prong because Congress has satisfied the compelling
interest test of the strict scrutiny analysis.”” The federal courts have held that Congress had ample
evidence of discrimination in the transportation contracting industry to justify the Federal DBE
Program (TEA-21), and the federal regulations implementing the program (49 C.F.R. Part 26)."
Specifically, the federal courts found Congress “spent decades compiling evidence of race
discrimination in government highway contracting, of barriers to the formation of minority-owned
construction businesses, and of barriers to entry.”"" The evidence found to satisfy the compelling
interest standard included numerous congressional investigations and hearings, and outside studies of
statistical and anecdotal evidence (e.g., disparity studies).”’

Eng’g Constractors Ass’n of South Florida, Inc. v. Metropolitan Dade County, 122 F.3d 895 (11th Cir. 1997); Contractors
Ass’n of E. Pa. v. City of Philadelphia ("CAEP I"), 6 F.3d 990 (3d Cir. 1993).

10 See e.g., Concrete Works, Inc. v. City and County of Denver ("Concrete Works I"), 36 F.3d 1513, 1520 (10th Cir.
1994).

11

Id.

2 N. Contracting, 473 F.3d at 721; Western States Paving, 407 F.3d at 991; Sherbrooke Turf, 345 F.3d at 969; Adarand
VII, 228 F.3d at 1176.

" Id. In the case of Rothe Dev. Corp. v. U.S. Dept. of Defense, 545 F.3d 1023 (Fed. Cir. 2008), the Federal Circuit Court
of Appeals pointed out it had questioned in its earlier decision whether the evidence of discrimination before Congress was
in fact so "outdated" so as to provide an insufficient basis in evidence for the Department of Defense program (i.e., whether
a compelling interest was satisfied). 413 F.3d 1327 (Fed. Cir. 2005). The Federal Circuit Court of Appeals after its 2005
decision remanded the case to the district court to rule on this issue. Rothe considered the validity of race- and gender-
conscious Department of Defense (“DOD”) regulations (2006 Reauthorization of the 1207 Program). The decisions in N.
Contracting, Sherbrooke Turf, Adarand VII, and Western States Paving held the evidence of discrimination nationwide in
transportation contracting was sufficient to find the Federal DBE Program on its face was constitutional. On remand, the
district court in Rothe on August 10, 2007 issued its order denying plaintiff Rothe’s Motion for Summary Judgment and
granting Defendant United States Department of Defense’s Cross-Motion for Summary Judgment, holding the 2006
Reauthorization of the 1207 DOD Program constitutional. Rothe Devel. Corp. v. U.S. Dept. of Defense, 499 F.Supp.2d
775 (W.D.Tex. Aug 10, 2007). The district court found the data contained in the Appendix (The Compelling Interest, 61
Fed. Reg. 26050 (1996)), the Urban Institute Report, and the Benchmark Study — relied upon in part by the courts in
Sherbrooke Turf, Adarand VII, and Western States Paving in upholding the constitutionality of the Federal DBE Program
— was "stale" as applied to and for purposes of the 2006 Reauthorization of the 1207 DOD Program. This district court
finding was not appealed or considered by the Federal Circuit Court of Appeals. 545 F.3d 1023, 1037. See the discussion of
the recent 2008 Federal Circuit Court of Appeals decision in Rothe below in Section VLI

" Sherbrooke Turf, 345 F.3d at 970, (citing Adarand VII, 228 F.3d at 1167-76); Western States Paving, 407 F.3d at 992-
93.

" See, e.g., Adarand VII, 228 F.3d at 1167~76; see also Western States Paving, 407 F.3d at 992 (Congtress "explicitly relied
upon" the Department of Justice study that "documented the discriminatory hurdles that minorities must overcome to
secure federally funded contracts").
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The evidentiary basis on which Congress relied to support its finding of discrimination includes:

m  Barriers to minority business formation. Congress found that discrimination by prime
contractors, unions, and lenders has woefully impeded the formation of qualified minority
business enterprises in the subcontracting market nationwide, noting the existence of “old boy”
networks, from which minority firms have traditionally been excluded, and the race-based denial
of access to capital, which affects the formation of minority subcontracting enterprise.'*

m  Barriers to competition for existing minority enterprises. Congress found evidence showing
systematic exclusion and discrimination by prime contractors, private sector customers, business
networks, suppliers, and bonding companies precluding minority enterprises from opportunities
to bid. When minority firms are permitted to bid on subcontracts, prime contractors often resist
working with them. Congress found evidence of the same prime contractor using a minority
business enterprise on a government contract not using that minority business enterprise on a
private contract, despite being satisfied with that subcontractor’s work. Congress found that
informal, racially exclusionary business networks dominate the subcontracting construction
industry.”

®  Local disparity studies. Congress found that local studies throughout the country tend to show
a disparity between utilization and availability of minority-owned firms, raising an inference of

. . . . 18
discrimination.

®  Results of removing affirmative action programs. Congress found evidence that when race-
conscious public contracting programs are struck down or discontinue, minority business
participation in the relevant market drops sharply or even disappears, which courts have found
strongly supports the government’s claim that there are significant barriers to minority
competition, raising the specter of discrimination.”

Burden of proof. Under the strict scrutiny analysis, and to the extent a state or local governmental
entity has implemented a race- and gender-conscious program, the governmental entity has the initial
burden of showing a strong basis in evidence (including statistical and anecdotal evidence) to support
its remedial action.” If the government makes its initial showing, the burden shifts to the challenger
to rebut that showing.” The challenger bears the ultimate burden of showing that the governmental
entity’s evidence “did not support an inference of prior discrimination.””

10 Adarand VII, 228 F.3d. at 1168-70; Western States Paving, 407 F.3d at 992.
" Adarand VIL. at 1170-72.

P 1d. ac 1172-74.

"V 1d. at 1174-75.

0 See Rothe Development Corp. v. Department of Defense, 545 F.3d 1023, 1036 (Fed. Cir. 2008); N. Contracting, Inc.
Ilinois, 473 F.3d at 715, 721 (7th Cir. 2007) (Federal DBE Program); Western States Paving Co. v. Washington State
DOT, 407 F.3d 983, 991 (9th Cir. 2005) (Federal DBE Program); Sherbrooke Turf, Inc. v. Minnesota DOT, 345 F.3d
964, 969 (8th Cir. 2003) (Federal DBE Program); Adarand Constructors Inc. v. Slater ("Adarand VII"), 228 F.3d 1147,
1166 (10th Cir. 2000) (Federal DBE Program); Eng’g Contractors Ass’'n, 122 F.3d at 916; Hershell Gill Consulting
Engineers, Inc. v. Miami-Dade County, 333 F. Supp. 2d 1305, 1316 (S.D. Fla. 2004).

! Adarand VII, 228 F.3d at 1166; Eng’g Contractors Ass’n, 122 F.3d at 916.

2 See, e.g., Adarand VII, 228 F.3d at 1166; Eng’g Contractors Ass'n, 122 F.3d at 916; see also Sherbrooke Turf, 345 F.3d
at 971; N. Contracting, 473 F.3d at 721.
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Statistical evidence. Statistical evidence of discrimination is a primary method used to determine
whether or not a strong basis in evidence exists to develop, adopt and support a remedial program
(i.e., to prove a compelling governmental interest), or in the case of a recipient complying with the
Federal DBE Program, to prove narrow tailoring of program implementation at the state recipient
level.” “Where gross statistical disparities can be shown, they alone in a proper case may constitute
prima facie proof of a pattern or practice of discrimination.””

One form of statistical evidence is the comparison of a government’s utilization of MBE/WBEs
compared to the relative availability of qualified, willing and able MBE/WBEs.” The federal courts
have held that a disparity between utilization and availability of minority- and women-owned firms
may raise an inference of discriminatory exclusion.” However, a small statistical disparity, standing
alone, may be insufficient to establish discrimination.”

Other considerations regarding statistical evidence include:

®  Availability analysis. A disparity index requires an availability analysis. MBE/WBE and DBE
availability measures the relative number of MBE/WBEs and DBEs among all firms ready,
willing and able to perform a certain type of work within a particular geographic market area.”
There is authority that measures of availability may be approached with different levels of
specificity and the practicality of various approaches must be considered.” “An analysis is not
devoid of probative value simply because it may theoretically be possible to adopt a more refined

»30

approach.

m  Utilization analysis. Courts have accepted measuring utilization based on the proportion of an
agency’s contract dollars going to MBE/WBEs and DBEs.”

m  Disparity index. An important component of statistical evidence is the “disparity index.” A
disparity index is defined as the ratio of the percentage utilization to the percentage availability

3 See, e.g., Croson, 488 U.S. at 509; N. Contracting, 473 F.3d at 718-19, 723-24; Western States Paving, 407 F.3d at
991; Adarand VII, 228 F.3d at 1166.

24 Croson, 488 U.S. at 501, quoting Hazelwood School Dist. v. United States, 433 U.S. 299, 307-08 (1977).

» Croson, 448 U.S. at 509; see Rothe, 545 F.3d at 1041-1042; Concrete Works of Colo., Inc. v. City and County of
Denver ("Concrete Works I1"), 321 F.3d 950, 959 (10th Cir. 2003); Drabik II, 214 F.3d 730, 734-736.

6 See, e.g., Croson, 488 U.S. at 509; Rothe, 545 F.3d at 1041; Concrete Works II, 321 F.3d at 970; see Western States
Paving, 407 F.3d at 1001.

7 Western States Paving, 407 F.3d at 1001.

* See, e.g., Croson, 448 U.S. at 509; 49 C.F.R. § 26.35; Rothe, 545 F.3d at 1041-1042; N. Contracting, 473 F.3d at 718,
722-23; Western States Paving, 407 F.3d at 995.

» Contractors Ass’n of Easton Pennsvlvania, Inc. v. City of Philadelphia ("CAEP II"), 91 F.3d 586, 603 (3d Cir. 1996).
30 1.
o See Eng’g Contractors Ass’n, 122 F.3d at 912; N. Contracting, 473 F.3d at 717-720; Sherbrooke Turf, 345 F. 3d at 973.

32

Eng’g Contractors Ass'n, 122 F.3d at 914; W.H. Scott Constr. Co. v. City of Jackson, 199 F.3d 206, 218 (5th Cir.
1999);Contractors Ass’n of Fastern Pennsylvania, Inc. v. City of Philadelphia, 6 F.3d 990 at 1005 (3rd Cir. 1993).
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times 100. A disparity index below 80 has been accepted as evidence of adverse impact. This has
been referred to as “The Rule of Thumb” or “The 80 Percent Rule.””

®m  Two standard deviation test. The standard deviation figure describes the probability that the
measured disparity is the result of mere chance. Some courts have held that a statistical disparity
corresponding to a standard deviation of less than two is not considered statistically significant.’

Anecdotal evidence. Anecdotal evidence includes personal accounts of incidents, including of
discrimination, told from the witness’ perspective. Anecdotal evidence of discrimination, standing
alone, generally is insufficient to show a systematic pattern of discrimination.” But personal accounts
of actual discrimination may complement empirical evidence and play an important role in bolstering
statistical evidence.” It has been held that anecdotal evidence of a local or state government’s
institutional practices that exacerbate discriminatory market conditions are often particularly
probative.”

Examples of anecdotal evidence may include:
m  Testimony of MBE/WBE or DBE owners regarding whether they face difficulties or barriers;

®  Descriptions of instances in which MBE/WBE or DBE owners believe they were treated unfairly
or were discriminated against based on their race, ethnicity, or gender or believe they were treated
fairly without regard to race, ethnicity, or gender;

m  Statements regarding whether firms solicit, or fail to solicit, bids or price quotes from
MBE/WBE’s or DBEs on non-goal projects; and

m  Statements regarding whether there are instances of discrimination in bidding on specific
. . . 38
contracts and in the financing and insurance markets.

* See, e.g., Ricciv. DeStefano, __ U.S.__,___S.Cr.___,2009 WL 1835138 at 18, 77 USLW 4639 (June 29, 2009);
Rothe, 545 F.3d at 1041; Eng’g Contractors Ass’n, 122 F.3d at 914, 923; Concrete Works I, 36 F.3d at 1524.

34 Eng’g Contractors Ass’n, 122 F.3d at 914, 917, 923. The Eleventh Circuit found that a disparity greater than two or
three standard deviations has been held to be statistically significant and may create a presumption of discriminatory
conduct.; Peightal v. Metropolitan Eng’g Contractors Ass’n, 26 F.3d 1545, 1556 (11th Cir. 1994). The Seventh Circuit
Court of Appeals in Kadas v. MCI Systemhouse Corp., 255 F.3d 359 (7" Cir. 2001), raised questions as to the use of the
standard deviation test alone as a controlling factor in determining the admissibility of statistical evidence to show
discrimination. Rather, the Court concluded it is for the judge to say, on the basis of the statistical evidence, whether a
particular significance level, in the context of a particular study in a particular case, is too low to make the study worth the
consideration of judge or jury. 255 F.3d at 363.

? Eng’g Contractors Ass’'n, 122 F.3d at 924-25; Coral Constr. Co. v. King County, 941 F.2d 910, 919 (9th Cir. 1991);

O’Donnel Constr. Co. v. District of Columbia, 963 F.2d 420, 427 (D.C. Cir. 1992).

. See, e.g., Eng’g Contractors Ass’n, 122 F.3d at 925-26; Concrete Works, 36 F.3d at 1520; Contractors Ass’n, 6 F.3d at
1003; Coral Constr. Co. v. King County, 941 F.2d 910, 919 (9th Cir. 1991).

7 Concrete Works I, 36 F.3d at 1520.

** See, Northern Contracting, 2005 WL 2230195, at 13-15 (N.D. IIL. 2005), affirmed, 473 F.3d 715 (7" Cir. 2007); e.g.,
Concrete Works, 321 F.3d at 989; Adarand VII, 228 F.3d at 1166-76. For additional examples of anecdotal evidence, see
Eng’g Contractors Ass’n, 122 F.3d at 924; Florida A.G.C. Council, Inc. v. State of Florida, 303 F. Supp. 2d 1307, 1325

(N.D. Fla. 2004); Webster v. Fulton County, Georgia, 51 F. Supp. 2d 1354, 1379 (N.D. Ga. 1999), affd per curiam 218
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Courts have accepted and recognize that anecdotal evidence is the witness’ narrative of incidents told
from his or her perspective, including the witness’ thoughts, feelings, and perceptions, and thus

. . 39
anecdotal evidence need not be verified.

b. The Narrow Tailoring Requirement

The second prong of the strict scrutiny analysis requires that a race- or ethnicity-based program or
legislation implemented to remedy past identified discrimination in the relevant market be “narrowly
tailored” to reach that objective.

The narrow tailoring requirement has several components and the courts analyze several criteria or
factors in determining whether a program or legislation satisfies this requirement including:

®  The necessity for the relief and the efficacy of alternative race-, ethnicity-, and gender-neutral
remedies;

m  The flexibility and duration of the relief, including the availability of waiver provisions;
®  The relationship of numerical goals to the relevant labor market; and

. . . . . . . 40
m  The impact of a race-, ethnicity-, or gender-conscious remedy on the rights of third parties.

The second prong of the strict scrutiny analysis requires the implementation of the Federal DBE
Program by recipients of federal funds be “narrowly tailored” to remedy identified discrimination in
the particular recipient’s contracting and procurement market."' The narrow tailoring requirement
has several components.

It should be pointed out that in the Northern Contracting decision (2007), the Seventh Circuit
Court of Appeals cited its earlier precedent in Milwaukee County Pavers v. Fielder to hold “that a

state is insulated from [a narrow tailoring] constitutional attack, absent a showing that the state
exceeded its federal authority. IDOT [Illinois DOT] here is acting as an instrument of federal policy
and Northern Contracting (NCI) cannot collaterally attack the federal regulations through a
challenge to IDOT’s program.”42 The Seventh Circuit Court of Appeals distinguished both the
Ninth Circuit Court of Appeals decision in Western States Paving and the Eighth Circuit Court of

Appeals decision in Sherbrooke Turf, relating to an as-applied narrow tailoring analysis.

F.3d 1267 (11th Cir. 2000); Concrete Works, 36 F.3d at 1520; Cone Corp. v. Hillsborough County, 908 F.2d 908, 915
(11th Cir. 1990).

¥ See, e.g., Concrete Works 11, 321 F.3d at 989; Eng’g Contractors Ass’'n, 122 F.3d at 924-26; Cone Corp., 908 F.2d at
915; Northern Contracting, Inc. v. Illinois, 2005 WL 2230195 at *21, N. 32 (N.D. IIL. Sept. 8, 2005), affd 473 F.3d 715
(7¢h Cir. 2007).

“ See, e.g., Rothe, 545 F.3d at 1036; Eng’g Contractors Ass’n, 122 F.3d at 927 (internal quotations and citations omitted).

“ Western States Paving, 407 F3d at 995-998; Sherbrooke Turf, 345 F.3d at 970-71.
? 473 F.3d at 722
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The Seventh Circuit Court of Appeals held that the state DOT’s [Illinois DOT] application of a
federally mandated program is limited to the question of whether the state exceeded its grant of
federal authority under the Federal DBE Program.” The Seventh Circuit Court of Appeals analyzed
IDOT’s compliance with the federal regulations regarding calculation of the availability of DBEs,
adjustment of its goal based on local market conditions and its use of race-neutral methods set forth
in the federal regulations.” The court held NCI failed to demonstrate that IDOT did not satisfy
compliance with the federal regulations (49 C.F.R. Part 26).” Accordingly, the Seventh Circuit
Court of Appeals affirmed the district court’s decision upholding the validity of IDOT’s DBE
program. See the discussion of the Northern Contracting decision below in Section D.

According to Western States Paving, the recipient of federal funds must have independent evidence
of discrimination within the recipient’s own transportation contracting and procurement marketplace
in order to determine whether or not there is the need for race-, ethnicity-, or gender-conscious
remedial action.* Thus, the Ninth Circuit held in Western States Paving that mere compliance with
the Federal DBE Program does not satisfy strict scrutiny.”’

In Western States Paving, the court found that even where evidence of discrimination is present in a

recipient’s market, a narrowly tailored program must apply only to those minority groups who have
actually suffered discrimination. Thus, under a race- or ethnicity -conscious program, for each of the
minority groups to be included in any race- or ethnicity-conscious elements in a recipient’s
implementation of the Federal DBE Program, there must be evidence that the minority group
suffered discrimination within the recipient’s marketplace.

To satisfy the narrowly tailored prong of the strict scrutiny analysis in the context of the Federal DBE
Program, the federal courts, which evaluated state DOT DBE Programs and their implementation of
the Federal DBE Program, have held the following factors are pertinent:

m  Evidence of discrimination or its effects in the state transportation contracting industry;

m  Flexibility and duration of a race- or ethnicity-conscious remedy;

m  Relationship of any numerical DBE goals to the relevant market;

m  Effectiveness of alternative race- and ethnicity-neutral remedies;

®  Impact of a race- or ethnicity-conscious remedy on third parties; and

m  Application of any race- or ethnicity-conscious program to only those minority groups who have
. .. . 48
actually suffered discrimination.

©1d. ac 722.
44
1d. at 723-24.
45 I_d
* Western States Paving, 407 F.3d at 997-98, 1002-03.

7 Id. at 995-1003. The Seventh Circuit Court of Appeals stated in a footnote that the court in Western States Paving
"misread" the decision in Milwaukee County Pavers. 473 F.3d at 722, n.5.

48 See, e.g., Western States Paving, 407 F.3d at 998; Sherbrooke Turf, 345 F.3d at 971; Adarand VII, 228 F.3d at 1181.
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The Eleventh Circuit described the “the essence of the ‘narrowly tailored’ inquiry [as] the notion that
explicitly racial preferences ... must only be a ‘last resort’ option.”” Courts have found that “[w]hile
narrow tailoring does not require exhaustion of every conceivable race-neutral alternative, it does
require serious, good faith consideration of whether such alternatives could serve the governmental
interest at stake.””

Similarly, the Sixth Circuit Court of Appeals in Associated Gen. Contractors v. Drabik (“Drabik II”),
stated: “Adarand teaches that a court called upon to address the question of narrow tailoring must
ask, “for example, whether there was ‘any consideration of the use of race-neutral means to increase
minority business participation’ in government contracting ... or whether the program was
appropriately limited such that it ‘will not last longer than the discriminatory effects it is designed to

. . 551
eliminate.

Recently, the Supreme Court in Parents Involved in Community Schools v. Seattle School District,
127 S.Ct. 2738, 2760-61 (2007) also found that race- and ethnicity-based measures should be
employed as a last resort. The majority opinion stated: “Narrow tailoring requires ‘serious, good faith
consideration of workable race-neutral alternatives,” and yet in Seattle several alternative assignment
plans — many of which would not have used express racial classifications — were rejected with little
or no consideration.” 127 S.Ct. at 2760-61; see also Grutter v. Bollinger, 539 U.S. 305 (2003). The
Court found that the District failed to show it seriously considered race-neutral measures.

The “narrowly tailored” analysis is instructive for the Indiana agencies and universities in terms of
developing any potential legislation or programs that involve MBE/WBEs and DBEs implementing
the Federal DBE Program, or in connection with determining appropriate remedial measures to
achieve legislative objectives.

Race-, ethnicity-, and gender-neutral measures. To the extent a “strong basis in evidence”
exists concerning discrimination in a local or state government’s relevant contracting and
procurement market, the courts analyze several criteria or factors to determine whether a state’s
implementation of a race- or ethnicity-conscious program is necessary and thus narrowly tailored to
achieve remedying identified discrimination. One of the key factors discussed above is consideration
of race- , ethnicity- and gender-neutral measures.

The courts require that a local or state government seriously consider race-, ethnicity- and gender-
. . . .. . 52 . .
neutral efforts to remedy identified discrimination.” And the courts have held unconstitutional those

@ Eng’e Contractors Ass’n, 122 F.3d at 926 (internal citations omitted); see also Virdi v. DeKalb County School District,
135 Fed. Appx. 262, 264, 2005 WL 138942 (11th Cir. 2005) (unpublished opinion); Webster v. Fulton County, 51 F.
Supp. 2d 1354, 1380 (N.D. Ga. 1999), affd per curiam 218 F.3d 1267 (11th Cir. 2000).

» See Grutter v. Bollinger, 539 U.S. 306, 339 (2003), and Richmond v. J.A. Croson Co., 488 U.S. 469, 509-10 (1989).
o Associated Gen. Contractors of Ohio, Inc. v. Drabik ("Drabik II"), 214 F.3d 730, 738 (6th Cir. 2000).

2 See, e.g., Western States Paving, 407 F.3d at 993; Sherbrooke Turf, 345 F.3d at 972; Adarand VII, 228 F.3d at 1179;
Eng’g Contractors Ass’n, 122 F.3d at 927; Coral Constr., 941 F.2d at 923.
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race- and ethnicity-conscious programs implemented without consideration of race- and ethnicity-
. . . . . . . . . . 53
neutral alternatives to increase minority business participation in state and local contracting.

The Court in Croson followed by decisions from federal courts of appeal found that local and state

governments have at their disposal a “whole array of race-neutral devices to increase the accessibility

. . . 54
of city contracting opportunities to small entrepreneurs of all races.

The federal regulations and the courts require that recipients of federal financial assistance governed
by 49 C.F.R. Part 26 implement or seriously consider race-, ethnicity-, and gender-neutral remedies
prior to the implementation of race-, ethnicity-, and gender-conscious remedies.”” The courts have
also found “the regulations require a state to ‘meet the maximum feasible portion of [its] overall goal
by using race neutral means.”

Examples of race-, ethnicity-, and gender-neutral alternatives include, but are not limited to, the
following:

®  Providing assistance in overcoming bonding and financing obstacles;
m  Relaxation of bonding requirements;

®  Providing technical, managerial and financial assistance;

m  Establishing programs to assist start-up firms;

m  Simplification of bidding procedures;

®  Training and financial aid for all disadvantaged entrepreneurs;

®  Non-discrimination provisions in contracts and in state law;

®m  Mentor-protégé programs and mentoring;

m  Efforts to address prompt payments to smaller businesses;

> See Croson, 488 U.S. at 507; Drabik I, 214 F.3d at 738 (citations and internal quotations omitted); see also Eng’g
Contractors Ass'n, 122 F.3d at 927; Virdi, 135 Fed. Appx. At 268.

B Croson, 488 U.S. at 509-510.

¥ 49 CF.R. §26.51 (a) requires recipients of federal funds to “meet the maximum feasible portion of your overall goal by
using race-neutral means of facilitating DBE participation.” See, e.g., Adarand VII, 228 F.3d at 1179; Western States
Paving, 407 F.3d at 993; Sherbrooke Turf, 345 F.3d at 972. Additionally, in September of 2005, the United States
Commission on Civil Rights (the “Commission”) issued its report entitled “Federal Procurement After Adarand” setting
forth its findings pertaining to federal agencies’ compliance with the constitutional standard enunciated in Adarand. United
States Commission on Civil Rights: Federal Procurement After Adarand (Sept. 2005), available at http://www.usccr.gov.
The Commission found that 10 years after the Court’s Adarand decision, federal agencies have largely failed to narrowly
tailor their reliance on race-conscious programs and have failed to seriously consider race-neutral measures that would
effectively redress discrimination. See discussion of USCCR Report at Section G. below. See also the discussion of Rothe
below at Section G, which notes the dissenting option by Commissioner Yaki. 499 F.Sup.2d at 864-66.

% See, e.g., Northern Contracting, 473 F.3d at 723~724; Western States Paving, 407 F.3d at 993 (citing 49 C.F.R. §
26.51(a)).
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m  Small contract solicitations to make contracts more accessible to smaller businesses;

m  Expansion of advertisement of business opportunities;

®  Outreach programs and efforts;

m  “How to do business” seminars;

m  Sponsoring networking sessions throughout the state acquaint small firms with large firms;
m  Creation and distribution of MBE/FBE and DBE directories; and

m  Streamlining and improving the accessibility of contracts to increase small business

.. . 57
participation.

49 C.F.R. § 26.51(b) provides examples of race-, ethnicity-, and gender-neutral measures that should
be seriously considered and utilized. The courts have held that while the narrow tailoring analysis
does not require a governmental entity to exhaust every possible race-, ethnicity-, and gender-neutral
alternative, it does “require serious, good faith consideration of workable race-neutral alternatives.”

Additional factors considered under narrow tailoring. In addition to the required
consideration of the necessity for the relief and the efficacy of alternative remedies (race- and
ethnicity-neutral efforts), the courts require evaluation of additional factors as listed above.” For
example, to be considered narrowly tailored, courts have held that a MBE/WBE- or DBE-type
program should include: (1) built-in flexibility;" (2) a good faith efforts provisions;’ (3) waiver

.. 62 . . 63 . .. 64 .
provisions; ~ (4) a rational basis for goals; ~ (5) graduation provisions;  (6) remedies only for groups
for which there were findings of discrimination;” (7) sunset provisions;éG and (8) limitation in its

. . . e e qe s 67
geographical scope to the boundaries of the enacting jurisdiction.

2 See 49 C.F.R. § 26.51(b); see, e.g., Croson, 488 U.S. at 509-510; N. Contracting, 473 F.3d at 724; Adarand VII, 228
F.3d 1179; 49 C.F.R. § 26.51(b); Eng’g Contractors Ass’n, 122 F.3d at 927-29.

* Western States Paving, 407 F.3d at 993.

» Eng’g Contractors Ass’n, 122 F.3d at 927.

o0 CAEP I, 6 F.3d at 1009; Associated Gen. Contractors of Ca., Inc. v. Coalition for Economic Equality ("AGC of Ca."),
950 F.2d 1401, 1417 (9th Cir. 1991); Coral Constr. Co. v. King County, 941 F.2d 910, 923 (9th Cir. 1991); Cone Corp.
v. Hillsborough County, 908 F.2d 908, 917 (11th Cir. 1990).

* CAEP 1, 6 F.3d at 1019; Cone Corp., 908 F.2d at 917.

6 CAEP, 6 F.3d at 1009; AGC of Ca., 950 F.2d at 1417; Cone Corp., 908 F.2d at 917.
63

Id.

“1d.

6 Western States Paving, 407 F.3d at 998; AGC of Ca., 950 F.2d at 1417.
% Peightal, 26 F.3d at 1559.
¢ Coral Constr., 941 F.2d at 925.
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2. Intermediate Scrutiny Analysis

. . . . . 68
Certain Federal Courts of Appeal apply intermediate scrutiny to gender-conscious programs.” The
courts have interpreted this standard to require that gender-based classifications be:

1. Supported by both “sufficient probative” evidence or “exceedingly persuasive justification” in
support of the stated rationale for the program; and

2. Substantially related to the achievement of that underlying objective.”

Under the traditional intermediate scrutiny standard, the court reviews a gender-conscious program
by analyzing whether the state actor has established a sufficient factual predicate for the claim that
female-owned businesses have suffered discrimination, and whether the gender-conscious remedy is
an appropriate response to such discrimination. This standard requires the state actor to present
“sufficient probative” evidence in support of its stated rationale for the program.”

Intermediate scrutiny, as interpreted by certain federal circuit courts of appeal, requires a direct,
substantial relationship between the objective of the gender preference and the means chosen to
accomplish the objective. The measure of evidence required to satisfy intermediate scrutiny is less
than that necessary to satisfy strict scrutiny. Unlike strict scrutiny, the intermediate scrutiny standard
it has been held does not require a showing of government involvement, active or passive, in the
discrimination it seeks to rf:medy.71 And the Eleventh Circuit has held that “[w]hen a gender-
conscious affirmative action program rests on sufficient evidentiary foundation, the government is
not required to implement the program only as a last resort ... Additionally, under intermediate
scrutiny, a gender-conscious program need not closely tie its numerical goals to the proportion of

. . 72
qualified women in the market.”

The Seventh Circuit Court of Appeals, however, in Builders Ass’n of Greater Chicago v. County of

Cook, Chicago,” did not hold there is a different level of scrutiny for gender discrimination or
gender-based programs.” The court in Cook County rejected the distinction applied by the Eleventh

Circuit in Engineering Contractors.

Ongoing review. The above represents a brief summary of the legal framework pertinent to
implementation of MBE/WBE, DBE, or race-, ethnicity-, or gender-neutral programs. Because this is
a dynamic area of the law, the framework is subject to ongoing review as the law continues to evolve.
The following provides more detailed summaries of key recent decisions.

o8 See generally, Western States Paving, 407 F.3d at 990 n. 6; Coral Constr. Co., 941 F.2d at 931-932 (9" Cir. 1991);
Equal. Found. v. City of Cincinnati, 128 F.3d 289 (6th Cir. 1997); Eng’g Contractors Ass’n, 122 F.3d at 905, 908, 910;
Ensley Branch N.A.A.C.P. v. Seibels, 31 F.3d 1548 (11th Cir. 1994); see also U.S. v. Virginia, 518 U.S. 515, 532 and n.6
(1996)("exceedingly persuasive justification.")

69

70

E =

! See Eng’g Contractors Ass’n, 122 F.3d at 910.

2 Id. at 929 (internal citations omitted.)
" 256 F.3d 642 (7" Cir. 2001).
" 256 F.3d at 644-645.
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D. Recent Decisions Involving State or Local Government
MBE/WBE and DBE Programs In The Seventh Circuit

1. Northern Contracting, Inc. v. lllinois, 473 F.3d 715 (7th Cir. 2007)

In Northern Contracting, Inc. v. Illinois, the Seventh Circuit affirmed the district court decision

upholding the validity and constitutionality of the Illinois Department of Transportation’s (“IDOT”)
DBE Program. Plaintiff Northern Contracting Inc. (“NCI”) was a white male-owned construction
company specializing in the construction of guardrails and fences for highway construction projects
in Illinois. 473 F.3d 715, 717 (7th Cir. 2007). Initially, NCI challenged the constitutionality of both
the federal regulations and the Illinois statute implementing these regulations. Id. at 719. The district
court granted the USDOT’s Motion for Summary Judgment, concluding that the federal
government had demonstrated a compelling interest and that TEA-21 was sufficiently narrowly
tailored. NCI did not challenge this ruling and thereby forfeited the opportunity to challenge the
federal regulations. Id. at 720. NCI also forfeited the argument that IDOT’s DBE program did not
serve a compelling government interest. Id. The sole issue on appeal to the Seventh Circuit was
whether IDOT’s program was narrowly tailored. Id.

IDOT typically adopted a new DBE plan each year. Id. at 718. In preparing for Fiscal Year 2005,
IDOT retained a consulting firm to determine DBE availability. Id. The consultant first identified
the relevant geographic market (Illinois) and the relevant product market (transportation
infrastructure construction). Id. The consultant then determined availability of minority- and
women-owned firms through analysis of Dun & Bradstreet’s Marketplace data. Id. This initial list
was corrected for errors in the data by surveying the D&B list. Id. In light of these surveys, the
consultant arrived at a DBE availability of 22.77 percent. Id. The consultant then ran a regression
analysis on earnings and business information and concluded that in the absence of discrimination,
relative DBE availability would be 27.5 percent. Id. IDOT considered this, along with other data,
including DBE utilization on IDOTs “zero goal” experiment conducted in 2002 to 2003, in which
IDOT did not use DBE goals on 5 percent of its contracts (1.5% utilization) and data of DBE
utilization on projects for the Illinois State Toll Highway Authority which does not receive federal
funding and whose goals are completely voluntary (1.6% utilization). Id. at 719. On the basis of all
of this data, IDOT adopted a 22.77 percent goal for 2005. Id.

Despite the fact the NCI forfeited the argument that IDOT’s DBE program did not serve a
compelling state interest, the Seventh Circuit briefly addressed the compelling interest prong of the
strict scrutiny analysis, noting that IDOT had satisfied its burden. Id. at 720. The court noted that,
post-Adarand, two other circuits have held that a state may rely on the federal government’s
compelling interest in implementing a local DBE plan. Id. at 720-21, citing Western States Paving
Co., Inc. v. Washington State DOT, 407 F.3d 983, 987 (9th Cir. 2005), cert. denied, 126 S.Ct. 1332
(Feb. 21, 2006) and Sherbrooke Turf, Inc. v. Minnesota DOT, 345 F.3d 964, 970 (8th Cir. 2003),
cert. denied, 541 U.S. 1041 (2004). The court stated that NCI had not articulated any reason to break
ranks from the other circuits and explained that “[i]nsofar as the state is merely complying with federal

law it is acting as the agent of the federal government .... If the state does exactly what the statute
expects it to do, and the statute is conceded for purposes of litigation to be constitutional, we do not
see how the state can be thought to have violated the Constitution.” Id. at 721, quoting Milwaukee
County Pavers Association v. Fielder, 922 F.2d 419, 423 (7th Cir. 1991). The court did not address
whether IDOT had an independent interest that could have survived constitutional scrutiny.
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In addressing the narrowly tailored prong with respect to IDOT’s DBE program, the court held that
IDOT had complied. Id. The court concluded its holding in Milwaukee that a state is insulated from
a constitutional attack absent a showing that the state exceeded its federal authority remained

applicable. Id. at 721-22. The court noted that the Supreme Court in Adarand Constructors v. Pena,

515 U.S. 200 (1995) did not seize the opportunity to overrule that decision, explaining that the court
did not invalidate its conclusion that a challenge to a state’s application of a federally mandated
program must be limited to the question of whether the state exceeded its authority. Id. at 722.

The court further clarified the Milwaukee opinion in light of the interpretations of the opinions
offered in by the Ninth Circuit in Western States and Eighth Circuit in Sherbrooke. Id. The court
stated that the Ninth Circuit in Western States misread the Milwaukee decision in concluding that
Milwaukee did not address the situation of an as-applied challenge to a DBE program. Id. at 722,
n.5. Relatedly, the court stated that the Eighth Circuit’s opinion in Sherbrooke (that the Milwaukee
decision was compromised by the fact that it was decided under the prior law “when the 10 percent
federal set-aside was more mandatory”) was unconvincing since all recipients of federal transportation
funds are still required to have compliant DBE programs. Id. at 722. Federal law makes more clear
now that the compliance could be achieved even with no DBE utilization if that were the result of a
good faith use of the process. Id. at 722, n.5. The court stated that IDOT in this case was acting as
an instrument of federal policy and NCI’s collateral attack on the federal regulations was
impermissible. Id. at 722.

The remainder of the court’s opinion addressed the question of whether IDOT exceeded its grant of
authority under federal law, and held that all of NCI's arguments failed. Id. First, NCI challenged the
method by which the local base figure was calculated, the first step in the goal-setting process. Id.
NCI argued that the number of registered and prequalified DBEs in Illinois should have simply been
counted. Id. The court stated that while the federal regulations list several examples of methods for
determining the local base figure, Id. at 723, these examples are not intended as an exhaustive list.
The court pointed out that the fifth item in the list is entitled “Alternative Methods,” and states:
“You may use other methods to determine a base figure for your overall goal. Any methodology you
choose must be based on demonstrable evidence of local market conditions and be designated to
ultimately attain a goal that is rationally related to the relative availability of DBEs in your market.”
Id. (citing 49 C.F.R. § 26.45(c)(5)). According to the court, the regulations make clear that “relative
availability” means “the availability of ready, willing and able DBE: relative to all business ready,
willing, and able to participate” on DOT contracts. Id. The court stated NCI pointed to nothing in
the federal regulations that indicated that a recipient must so narrowly define the scope of the ready,
willing, and available firms to a simple count of the number of registered and prequalifed DBEs. Id.
The court agreed with the district court that the remedial nature of the federal scheme militates in
favor of a method of DBE availability calculation that casts a broader net. Id.

Second, NCI argued that the IDOT failed to properly adjust its goal based on local market
conditions. Id. The court noted that the federal regulations do not require any adjustments to the
base figure, but simply provide recipients with authority to make such adjustments if necessary. Id.
According to the court, NCI failed to identify any aspect of the regulations requiring IDOT to
separate prime contractor availability from subcontractor availability, and pointed out that the
regulations require the local goal to be focused on overall DBE participation. Id.
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Third, NCI contended that IDOT violated the federal regulations by failing to meet the maximum
feasible portion of its overall goal through race-neutral means of facilitating DBE participation. Id. at
723-24. NCI argued that IDOT should have considered DBEs who had won subcontracts on goal
projects where the prime contractor did not consider DBE status, instead of only considering DBEs
who won contracts on no-goal projects. Id. at 724. The court held that while the regulations indicate
that where DBEs win subcontracts on goal projects strictly through low bid this can be counted as
race-neutral participation, the regulations did not require IDOT to search for this data, for the
purpose of calculating past levels of race-neutral DBE participation. Id. According to the court, the
record indicated that IDOT used nearly all the methods described in the regulations to maximize the
portion of the goal that will be achieved through race-neutral means. Id.

The court affirmed the decision of the district court upholding the validity of the IDOT DBE
program and found that it was narrowly tailored to further a compelling governmental interest. Id.

2. Northern Contracting, Inc. v. lllinois, 2005 WL 2230195 (N.D. lil. Sept. 8,
2005), aff’d 473 F.3d 715 (7th Cir. 2007)

This decision is the district court’s order that was affirmed by the Seventh Circuit Court of Appeals.
This decision is instructive to the Indiana DOT, and Indiana agencies and universities, in that it is
one of the recent cases to address the validity of the Federal DBE Program and local and state
governments’ implementation of the program as recipients of federal funds. The case also is
instructive in that the court set forth a detailed analysis of race-, ethnicity-, and gender-neutral
measures as well as evidentiary data required to satisfy constitutional scrutiny.

The district court conducted a trial after denying the parties” Motions for Summary Judgment in
Northern Contracting, Inc. v. State of Illinois, Illinois DOT, and USDOT, 2004 WL 422704 (N.D.
Ill. March 3, 2004), discussed infra. The following summarizes the opinion of the district court.

Northern Contracting, Inc. (the “plaintiff”), an Illinois highway contractor, sued the State of Illinois,
the Illinois DOT, the United States DOT, and federal and state officials secking a declaration that
federal statutory provisions, the federal implementing regulations (“TEA-217), the state statute
authorizing the DBE program, and the Illinois DBE program itself were unlawful and
unconstitutional. 2005 WL 2230195 at *1 (N.D. IIL. Sept, 8, 2005).

Under TEA-21, a recipient of federal funds is required to meet the “maximum feasible portion” of its
DBE goal through race-neutral means. Id. at *4 (citing regulations). If a recipient projects that it
cannot meet its overall DBE goal through race-neutral means, it must establish contract goals to the
extent necessary to achieve the overall DBE goal. Id. (citing regulation). [The court provided an
overview of the pertinent regulations including compliance requirements and qualifications for DBE
status. ]

Statistical evidence. To calculate its 2005 DBE participation goals, IDOT followed the two-step
process set forth in TEA-21: (1) calculation of a base figure for the relative availability of DBEs, and
(2) consideration of a possible adjustment of the base figure to reflect the effects of the DBE program
and the level of participation that would be expected but for the effects of past and present
discrimination. Id. at *6. IDOT engaged in a study to calculate its base figure and conduct a custom
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census to determine whether a more reliable method of calculation existed as opposed to IDOT’s
previous method of reviewing a bidder’s list. Id.

In compliance with TEA-21, IDOT used a study to evaluate the base figure using a six-part analysis:
(1) the study identified the appropriate and relevant geographic market for IDOT’s contracting
activity and its prime contractors as the State of Illinois; (2) the study identified the relevant product
markets in which IDOT and its prime contractors contract; (3) the study sought to identify all
available contractors and subcontractors in the relevant industries within Illinois using Dun &
Bradstreet’s Marketplace; (4) the study collected lists of DBEs from IDOT and twenty other public
and private agencies; (5) the study attempted to correct for the possibility that certain businesses
listed as DBEs were no longer qualified or, alternatively, businesses not listed as DBEs but qualified
as such under the federal regulations; and (6) the study attempted to correct for the possibility that
not all DBE businesses were listed in the various directories. Id. at *6-7. The study utilized a standard
statistical sampling procedure to correct for the latter two biases. Id. at *7. The study thus calculated
a weighted average base figure of 22.7 percent. Id.

IDOT then adjusted the base figure based upon two disparity studies and some reports considering
whether the DBE availability figures were artificially low due to the effects of past discrimination. Id.
at *8. One study examined disparities in earnings and business formation rates as between DBEs and
their white male-owned counterparts. Id. Another study included a survey reporting that DBEs are
rarely utilized in non-goals projects. Id.

IDOT considered three reports prepared by expert witnesses. Id. at *9. The first report concluded
that minority- and women-owned businesses were underutilized relative to their capacity and that
such underutilization was due to discrimination. Id. The second report concluded, after controlling
for relevant variables such as credit worthiness, “that minorities and women are less likely to form
businesses, and that when they do form businesses, those businesses achieve lower earnings than did
businesses owned by white males.” Id. The third report, again controlling for relevant variables
(education, age, marital status, industry and wealth), concluded that minority- and female-owned
businesses formation rates are lower than those of their white male counterparts, and that such
businesses engage in a disproportionate amount of government work and contracts as a result of their
inability to obtain private sector work. Id.

IDOT also conducted a series of public hearings in which a number of DBE owners who testified
that they “were rarely, if ever, solicited to bid on projects not subject to disadvantaged-firm hiring
goals.” Id. Additionally, witnesses identified twenty prime contractors in IDOT District 1 alone who
rarely or never solicited bids from DBEs on non-goals projects. Id. The prime contractors did not
respond to IDOT’s requests for information concerning their utilization of DBEs. Id.

Finally, IDOT reviewed unremediated market data from four different markets (the Illinois State
Toll Highway Authority, the Missouri DOT, Cook County’s public construction contracts, and a
“non-goals” experiment conducted by IDOT between 2001 and 2002), and considered past
utilization of DBEs on IDOT projects. Id. at *11. After analyzing all of the data, the study
recommended an upward adjustment to 27.51 percent, however, IDOT decided to maintain its
figure at 22.77 percent. Id.
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IDOT’s representative testified that the DBE program was administered on a “contract-by-contract
basis.” Id. She testified that DBE goals have no effect on the award of prime contracts but that
contracts are awarded exclusively to the “lowest responsible bidder.” IDOT also allowed contractors
to petition for a waiver of individual contract goals in certain situations (e.g., where the contractor
has been unable to meet the goal despite having made reasonable good faith efforts). Id. at *12.
Between 2001 and 2004, IDOT received waiver requests on 8.53 percent of its contracts and granted
three out of four; IDOT also provided an appeal procedure for a denial from a waiver request. Id.

IDOT implemented a number of race- and gender-neutral measures both in its fiscal year 2005 plan
and in response to the district court’s earlier summary judgment order, including:

1. A “prompt payment provision” in its contracts, requiring that subcontractors be paid promptly
after they complete their work, and prohibiting prime contractors from delaying such payments;

2. An extensive outreach program secking to attract and assist DBE and other small firms DBE and
other small firms enter and achieve success in the industry (including retaining a network of
consultants to provide management, technical and financial assistance to small businesses, and
sponsoring networking sessions throughout the state to acquaint small firms with larger
contractors and to encourage the involvement of small firms in major construction projects);

3. Reviewing the criteria for prequalification to reduce any unnecessary burdens;
4. “Unbundling” large contracts; and

5. Allocating some contracts for bidding only by firms meeting the SBA’s definition of small
businesses.

Id. (internal citations omitted). IDOT was also in the process of implementing bonding and
financing initiatives to assist emerging contractors obtain guaranteed bonding and lines of credit, and
establishing a mentor-protégé program. Id.

The court found that IDOT attempted to achieve the “maximum feasible portion” of its overall DBE
goal through race- and gender-neutral measures. Id. at *13. The court found that IDOT determined
that race- and gender-neutral measures would account for 6.43 percent of its DBE goal, leaving
16.34 percent to be reached using race- and gender-conscious measures. Id.

Anecdotal evidence. A number of DBE owners testified to instances of perceived discrimination
and to the barriers they face. Id. The DBE owners also testified to difficulties in obtaining work in
the private sector and “unanimously reported that they were rarely invited to bid on such contracts.”
Id. The DBE owners testified to a reluctance to submit unsolicited bids due to the expense involved
and identified specific firms that solicited bids from DBEs for goals projects but not for non-goals
projects. Id. A number of the witnesses also testified to specific instances of discrimination in
bidding, on specific contracts, and in the financing and insurance markets. Id. at *13-14. One
witness acknowledged that all small firms face difficulties in the financing and insurance markets, but
testified that it is especially burdensome for DBEs who “frequently are forced to pay higher insurance
rates due to racial and gender discrimination.” Id. at *14. The DBE witnesses also testified they have
obstacles in obtaining prompt payment. Id.
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The plaintiff called a number of non-DBE business owners who unanimously testified that they
solicit business equally from DBEs and non-DBEs on non-goals projects. Id. Some non-DBE firm
owners testified that they solicit bids from DBEs on a goals project for work they would otherwise
complete themselves absent the goals; others testified that they “occasionally award work to a DBE
that was not the low bidder in order to avoid scrutiny from IDOT.” Id. A number of non-DBE firm
owners accused of failing to solicit bids from DBEs on non-goals projects, testified and denied the
allegations. Id. at *15.

Strict scrutiny. The court applied strict scrutiny to the program as a whole (including the gender-
based preferences). Id. at *16. The court, however, set forth a different burden of proof, finding that
the government must demonstrate identified discrimination with specificity and must have a ““strong
basis in evidence’ to conclude that remedial action was necessary, before it embarks on an affirmative
action program ... If the government makes such a showing, the party challenging the affirmative
action plan bears the ‘ultimate burden’ of demonstrating the unconstitutionality of the program.” Id.
The court held that challenging party’s burden “can only be met by presenting credible evidence to
rebut the government’s proffered data.” Id. at *17.

To satisfy strict scrutiny, the court found that IDOT did not need to demonstrate an independent
compelling interest; however, as part of the narrowly tailored prong, IDOT needed to show “that
there is a demonstrable need for the implementation of the federal DBE program within its
jurisdiction.” Id. at *16.

The court found that IDOT presented “an abundance” of evidence documenting the disparities
between DBEs and non-DBEs in the construction industry. Id. at *17. The plaintiff argued that the
study was “erroneous because it failed to limit its DBE availability figures to those firms ... registered
and pre-qualified with IDOT.” Id. The plaintiff also alleged the calculations of the DBE utilization
rate were incorrect because the data included IDOT subcontracts and prime contracts, despite the
fact that the latter are awarded to the lowest bidder as a matter of law. Id. Accordingly, the plaintiff
alleged that IDOT’s calculation of DBE availability and utilization rates was incorrect. Id.

The court found that other jurisdictions had utilized the custom census approach without successful
challenge. Id. at *18. Additionally, the court found “that the remedial nature of the federal statutes
counsels for the casting of a broader net when measuring DBE availability.” Id. at *19. The court
found that IDOT presented “an array of statistical studies concluding that DBEs face
disproportionate hurdles in the credit, insurance, and bonding markets.” Id. at *21. The court also
found that the statistical studies were consistent with the anecdotal evidence. Id. The court did find,
however, that “there was no evidence of even a single instance in which a prime contractor failed to
award a job to a DBE that offered the low bid. This ... is [also] supported by the statistical data ...
which shows that at least at the level of subcontracting, DBEs are generally utilized at a rate in line
with their ability.” Id. at *21, n. 31. Additionally, IDOT did not verify the anecdotal testimony of
DBE firm owners who testified to barriers in financing and bonding, however, the court found that
such verification was unnecessary. Id. at *21, n. 32.
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The court further found:

That such discrimination indirectly affects the ability of DBE:s to
compete for prime contracts, despite the fact that they are awarded
solely on the basis of low bid, cannot be doubted: ‘[E]xperience and
size are not race- and gender-neutral variables ... [DBE]
construction firms are generally smaller and less experienced because
of industry discrimination.’

Id. at *21, citing Concrete Works of Colorado, Inc. v. City and County of Denver, 321 F.3d 950
(10th Cir. 2003).

The parties stipulated to the fact that DBE utilization goals exceed DBE availability for 2003 and
2004. Id. at *22. IDOT alleged, and the court so found, that the high utilization on goals projects
was due to the success of the DBE program, and not to an absence of discrimination. Id. The court
found that the statistical disparities coupled with the anecdotal evidence indicated that IDOT’s fiscal
year 2005 goal was a ““plausible lower-bound estimate’ of DBE participation in the absence of
discrimination.” Id. The court found that the plaintiff did not present persuasive evidence to
contradict or explain IDOT’s data. Id.

The plaintiff argued that even if accepted at face value, IDOT’s marketplace data did not support the
imposition of race- and gender-conscious remedies because there was no evidence of direct
discrimination by prime contractors. Id. The court found first that IDOT’s indirect evidence of
discrimination in the bonding, financing, and insurance markets was sufficient to establish a
compelling purpose. Id. Second, the court found:

[M]ore importantly, plaintiff fails to acknowledge that, in enacting
its DBE program, IDOT acted not to remedy its own prior
discriminatory practices, but pursuant to federal law, which both
authorized and required IDOT to remediate the effects of private
discrimination on federally funded highway contracts. This is a
fundamental distinction ... [A] state or local government need not
independently identify a compelling interest when its actions come
in the course of enforcing a federal statute.

Id. at *23. The court distinguished Builders Ass’n of Greater Chicago v. County of Cook, 123 F.
Supp. 2d 1087 (N.D. Ill. 2000), aff'd 256 F.3d 642 (7" Cir. 2001), noting that the program in that
case was not federally-funded. Id. at *23, n. 34.

The court also found that “IDOT has done its best to maximize the portion of its DBE goal”
through race- and gender-neutral measures, including anti-discrimination enforcement and small
business initiatives. Id. at *24. The anti-discrimination efforts included: an internet website where a
DBE can file an administrative complaint if it believes that a prime contractor is discriminating on
the basis of race or gender in the award of sub-contracts; and requiring contractors seeking
prequalification to maintain and produce solicitation records on all projects, both public and private,
with and without goals, as well as records of the bids received and accepted. Id. The small business
initiative included: “unbundling” large contracts; allocating some contracts for bidding only by firms
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meeting the SBA’s definition of small businesses; a “prompt payment provision” in its contracts,
requiring that subcontractors be paid promptly after they complete their work, and prohibiting prime
contractors from delaying such payments; and an extensive outreach program seeking to attract and
assist DBE and other small firms DBE and other small firms enter and achieve success in the industry
(including retaining a network of consultants to provide management, technical and financial
assistance to small businesses, and sponsoring networking sessions throughout the state to acquaint
small firms with larger contractors and to encourage the involvement of small firms in major
construction projects). Id.

The court found “[s]ignificantly, plaintiff did not question the efficacy or sincerity of these race- and
gender-neutral measures.” Id. at *25. Additionally, the court found the DBE program had significant
flexibility in that utilized contract-by-contract goal setting (without a fixed DBE participation
minimum) and contained waiver provisions. Id. The court found that IDOT approved 70 percent of
waiver requests although waivers were requested on only 8 percent of all contracts. Id., citing
Adarand Constructors, Inc. v. Slater “Adarand VII”, 228 F.3d 1147, 1177 (10" Cir. 2000) (citing for
the proposition that flexibility and waiver are critically important).

The court held that IDOT’s DBE plan was narrowly tailored to the goal of remedying the effects of
racial and gender discrimination in the construction industry, and was therefore constitutional.

3. Northern Contracting, Inc. v. State of lllinois, lllinois DOT, and USDOT,
2004 WL 422704 (N.D. lll. March 3, 2004)

This is the earlier decision in Northern Contracting, Inc., 2005 WL 2230195 (N.D. IIL. Sept. 8,
2005), see above, which resulted in the remand of the case to consider the implementation of the
Federal DBE Program by the Illinois DOT. This case involves the challenge to the Federal DBE
Program. The plaintiff contractor sued the Illinois Department of Transportation and the USDOT
challenging the facial constitutionality of the Federal DBE Program (TEA-21 and 49 C.F.R. Part 26)
as well as the implementation of the Federal Program by the Illinois Department of Transportation
(i.e., the IDOT DBE Program). The court held valid the Federal DBE Program, finding there is a

compelling governmental interest and the federal program is narrowly tailored. The court also held

there are issues of fact regarding whether Illinois DOT’s (IDOT”) DBE Program is narrowly
tailored to achieve the federal government’s compelling interest. The court denied the Motions for
Summary Judgment filed by the plaintiff and by IDOT, finding there were issues of material fact
relating to IDOT’s implementation of the Federal DBE Program.

The court in Northern Contracting, held that there is an identified compelling governmental interest
for implementing the Federal DBE Program and that the Federal DBE Program is narrowly tailored
to further that interest. Therefore, the court granted the Federal defendants’ Motion for Summary
Judgment challenging the validity of the Federal DBE Program. In this connection, the district court

followed the decisions and analysis in Sherbrooke Turf, Inc. v. Minnesota Department of
Transportation, 345 F. 3d 964 (8th Cir. 2003) and Adarand Constructors, Inc. v. Slater, 228 F. 3d
1147 (10th Cir. 2000) (“Adarand VII”), cert. granted then dismissed as improvidently granted, 532
U.S. 941, 534 U.S. 103 (2001). The court held, like these two Courts of Appeals that have addressed

this issue, that Congress had a strong basis in evidence to conclude that the DBE Program was

necessary to redress private discrimination in federally-assisted highway subcontracting. The court
agreed with the Adarand VII and Sherbrooke Turf courts that the evidence presented to Congress is
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sufficient to establish a compelling governmental interest, and that the contractors had not met their
burden of introducing credible particularized evidence to rebut the Government’s initial showing of
the existence of a compelling interest in remedying the nationwide effects of past and present
discrimination in the federal construction procurement subcontracting market. 2004 WL422704 at
*34, citing Adarand VII, 228 F. 3d at 1175.

In addition, the court analyzed the second prong of the strict scrutiny test, whether the government
provided sufficient evidence that its program is narrowly tailored. In making this determination, the
court looked at several factors, such as the efficacy of alternative remedies; the flexibility and duration
of the race-conscious remedies, including the availability of waiver provisions; the relationships
between the numerical goals and relevant labor market; the impact of the remedy on third parties;
and whether the program is over-or-under-inclusive. The narrow tailoring analysis with regard to the
as-applied challenge focused on Illinois’ implementation of the Federal DBE Program.

First, the court held that the Federal DBE Program does not mandate the use of race-conscious
measures by recipients of federal dollars, but in fact requires only that the goal reflect the recipient’s
determination of the level of DBE participation it would expect absent the effects of the
discrimination. 49 C.F.R. § 26.45(b). The court recognized, as found in the Sherbrooke Turf and
Adarand VII cases, that the Federal Regulations place strong emphasis on the use of race-neutral
means to increase minority business participation in government contracting, that although narrow
tailoring does not require exhaustion of every conceivable race-neutral alternative, it does require
“serious, good faith consideration of workable race-neutral alternatives.” 2004 W1L422704 at *306,
citing and quoting Sherbooke Turf, 345 F. 3d at 972, quoting Grutter v. Bollinger, 539 U.S. 306
(2003). The court held that the Federal regulations, which prohibit the use of quotas and severely
limit the use of set-asides meet this requirement. The court agreed with the Adarand VII and
Sherbrooke Turf courts that the Federal DBE Program does require recipients to make a serious good
faith consideration of workable race-neutral alternatives before turning to race-conscious measures.

Second, the court found that because the Federal DBE Program is subject to periodic
reauthorization, and requires recipients of Federal dollars to review their programs annually, the
Federal DBE scheme is appropriately limited to last no longer than necessary.

Third, the court held that the Federal DBE Program is flexible for many reasons, including that the
presumption that women and minority are socially disadvantaged is deemed rebutted if an
individual’s personal net worth exceeds $750,000.00, and a firm owned by individual who is not
presumptively disadvantaged may nevertheless qualify for such status if the firm can demonstrate that
its owners are socially and economically disadvantaged. 49 C.F.R. § 26.67(b)(1)(d). The court found
other aspects of the Federal Regulations provide ample flexibility, including recipients may obtain
waivers or exemptions from any requirements. Recipients are not required to set a contract goal on
every USDOT-assisted contract. If a recipient estimates that it can meet its entire overall goals for a
given year through race-neutral means, it must implement the Program without setting contract goals
during the year. If during the course of any year in which it is using contract goals a recipient
determines that it will exceed its overall goals, it must adjust the use of race-conscious contract goals
accordingly. 49 C.F.R. § 26.51(e)(f). Recipients also administering a DBE Program in good faith can
not be penalized for failing to meet their DBE goals, and a recipient may terminate its DBE Program
if it meets its annual overall goal through race-neutral means for two consecutive years. 49 C.F.R. §
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26.51(f). Further, a recipient may award a contract to a bidder/offeror that does not meet the DBE
Participation goals so long as the bidder has made adequate good faith efforts to meet the goals. 49
C.F.R. § 26.53(a)(2). The regulations also prohibit the use of quotas. 49 C.F.R. § 26.43.

Fourth, the court agreed with the Sherbooke Turf court’s assessment that the Federal DBE Program
requires recipients to base DBE goals on the number of ready, willing and able disadvantaged
business in the local market, and that this exercise requires recipients to establish realistic goals for
DBE participation in the relevant labor markets.

Fifth, the court found that the DBE Program does not impose an unreasonable burden on third
parties, including non-DBE subcontractors and taxpayers. The court found that the Federal DBE
Program is a limited and properly tailored remedy to cure the effects of prior discrimination, a
sharing of the burden by parties such as non-DBEs is not impermissible.

Finally, the court found that the Federal DBE Program was not over-inclusive because the regulations
do not provide that every women and every member of a minority group is disadvantaged.
Preferences are limited to small businesses with a specific average annual gross receipts over three
fiscal years of $16.6 million or less (at the time of this decision), and businesses whose owners’
personal net worth exceed $750,000.00 are excluded. 49 C.F.R. § 26.67(b)(1). A firm owned by a
white male may qualify as social and economically disadvantaged. 49 C.E.R. § 26.67(d).

The court analyzed the constitutionality of the Illinois DBE Program. The court adopted the
reasoning of the Eighth Circuit in Sherbrooke Turf, that a recipient’s implementation of the Federal

DBE Program must be analyzed under the narrow tailoring analysis but not the compelling interest
inquiry. Therefore, the court agreed with Sherbrooke Turf that a recipient need not establish a
distinct compelling interest before implementing the Federal DBE Program, but did conclude that a
recipient’s implementation of the Federal DBE Program must be narrowly tailored. The court found
that issues of fact remain in terms of the validity of the Illinois DOT’s DBE Program as implemented
in terms of whether it was narrowly tailored to achieve the Federal Government’s compelling interest.
The court, therefore, denied the contractor plaintiff’'s Motion for Summary Judgment and the Illinois
DOT’s Motion for Summary Judgment.

4. Rapid Test Prods., Inc. v. Durham Sch. Servs., Inc., 460 F.3d 859 (7th Cir.
2006)

In Rapid Test Products, Inc. v. Durham School Services Inc., the Seventh Circuit Court of Appeals
held that 42 U.S.C. § 1981 (the federal anti-discrimination law) did not provide an “entitlement” in

disadvantaged businesses to receive contracts subject to set aside programs; rather, § 1981 provided a
remedy for individuals who were subject to discrimination.

Durham School Services, Inc. (“Durham”), a prime contractor, submitted a bid for and won a
contract with an Illinois school district. The contract was subject to a set-aside program reserving
some of the subcontracts for disadvantaged business enterprises (a race- and gender-conscious
program). Prior to bidding, Durham negotiated with Rapid Test Products, Inc. (“Rapid Test”), made
one payment to Rapid Test as an advance, and included Rapid Test in its final bid. Rapid Test
believed it had received the subcontract. However, after the school district awarded the contract to
Durham, Durham gave the subcontract to one of Rapid Test’s competitor’s, a business owned by an
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Asian male. The school district agreed to the substitution. Rapid Test brought suit against Durham
under 42 U.S.C. § 1981 alleging that Durham discriminated against it because Rapid’s owner was a
black woman.

The district court granted summary judgment in favor of Durham holding the parties” dealing had
been too indefinite to create a contract. On appeal, the Seventh Circuit Court of Appeals stated that
“§ 1981 establishes a rule against discrimination in contracting and does not create any entitlement
to be the beneficiary of a contract reserved for firms owned by specified racial, sexual, ethnic, or
religious groups. Arguments that a particular set-aside program is a lawful remedy for prior
discrimination may or may not prevail if a potential subcontractor claims to have been excluded, but
it is to victims of discrimination rather than frustrated beneficiaries that § 1981 assigns the right to
litigate.”

The court held that if race or sex discrimination is the reason why Durham did not award the
subcontract to Rapid Test, then § 1981 provides relief. Having failed to address this issue, the
Seventh Circuit Court of Appeals remanded the case to the district court to determine whether Rapid
Test had evidence to back up its claim that race and sex discrimination, rather than a
nondiscriminatory reason such as inability to perform the services Durham wanted, accounted for
Durham’s decision to hire Rapid Test’s competitor.

5. Builders Ass’n of Greater Chicago v. County of Cook, Chicago, 256 F.3d
642 (7th Cir. 2001)

This case is instructive to the disparity study because of its analysis of the Cook County MBE/WBE
program and the evidence used to support that program. The decision emphasizes the need for any
race-conscious program to be based upon credible evidence of discrimination by the local
government against MBE/WBEs and to be narrowly tailored to remedy only that identified
discrimination.

In Builders Ass’n of Greater Chicago v. County of Cook, Chicago, 256 F.3d 642 (7th Cir. 2001) the
United States Court of Appeals for the Seventh Circuit held the Cook County, Chicago MBE/WBE

Program was unconstitutional. The court concluded there was insufficient evidence of a compelling

interest. The court held there was no credible evidence that Cook County in the award of
construction contacts discriminated against any of the groups “favored” by the Program. The court
also found that the Program was not “narrowly tailored” to remedy the wrong sought to be redressed,
in part because it was over-inclusive in the definition of minorities. The court noted the list of
minorities included groups that have not been subject to discrimination by Cook County.

The court considered as an unresolved issue whether a different, and specifically a more permissive,
standard than strict scrutiny is applicable to preferential treatment on the basis of sex, rather than race
or ethnicity. 256 F.3d at 644. The court noted that the United States Supreme Court in United
States v. Virginia (“YMI”), 518 U.S. 515, 532 and n.6 (1996), held racial discrimination to a stricter
standard than sex discrimination, although the court in Cook County stated the difference between
the applicable standards has become “vanishingly small.” Id. The court pointed out that the Supreme
Court said in the VMI case, that “parties who seek to defend gender-based government action must
demonstrate an ‘exceedingly persuasive’ justification for that action ...” and, realistically, the law can

ask no more of race-based remedies either.” 256 F.3d at 644, quoting in part VMI, 518 U.S. at 533.
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The court indicated that the Eleventh Circuit Court of Appeals in the Engineering Contract
Association of South Florida, Inc. v. Metropolitan Dade County, 122 F.3d 895, 910 (1 1™ Cir. 1997)
decision created the “paradox that a public agency can provide stronger remedies for sex

discrimination than for race discrimination; it is difficult to see what sense that makes.” 256 F.3d at
644. But, since Cook County did not argue for a different standard for the minority and women’s
“set aside programs,” the women’s program the court determined must clear the same “hurdles” as

the minority program.” 256 F.3d at 644-645.

The court found that since the ordinance requires prime contractors on public projects to reserve a
substantial portion of the subcontracts for minority contractors, which is inapplicable to private
projects, it is “to be expected that there would be more soliciting of these contractors on public than
on private projects.” Id. Therefore, the court did not find persuasive that there was discrimination
based on this difference alone. 256 F.3d at 645. The court pointed out the County “conceded that
[it] had no specific evidence of pre-enactment discrimination to support the ordinance.” 256 F.3d at
645 quoting the district court decision, 123 F.Supp. 2d at 1093. The court held that a “public
agency must have a strong evidentiary basis for thinking a discriminatory remedy appropriate before it
adopts the remedy.” 256 F.3d at 645 (emphasis in original).

The court stated that minority enterprises in the construction industry “tend to be subcontractors,
moreover, because as the district court found not clearly erroneously, 123 F.Supp. 2d at 1115, they
tend to be new and therefore small and relatively untested — factors not shown to be attributable to
discrimination by the County.” 256 F.3d at 645. The court held that there was no basis for
attributing to the County any discrimination that prime contractors may have engaged in. Id. The
court noted that “[i]f prime contractors on County projects were discriminating against minorities
and this was known to the County, whose funding of the contracts thus knowingly perpetuated the
discrimination, the County might be deemed sufficiently complicit ... to be entitled to take remedial
action.” Id. But, the court found “of that there is no evidence either.” Id.

The court stated that if the County had been complicit in discrimination by prime contractors, it
found “puzzling” to try to remedy that discrimination by requiring discrimination in favor of
minority stockholders, as distinct from employees. 256 F.3d at 646. The court held that even if the
record made a case for remedial action of the general sort found in the MWBE ordinance by the
County, it would “flunk the constitutional test” by not being carefully designed to achieve the
ostensible remedial aim and no more. 256 F.3d at 646. The court held that a state and local
government that has discriminated just against blacks may not by way of remedy discriminate in
favor of blacks and Asian Americans and women. Id. Nor, the court stated, may it discriminate more
than is necessary to cure the effects of the earlier discrimination. Id. “Nor may it continue the remedy
in force indefinitely, with no effort to determine whether, the remedial purpose attained, continued
enforcement of the remedy would be a gratuitous discrimination against nonminority persons.” Id.
The court, therefore, held that the ordinance was not “narrowly tailored” to the wrong that it seeks to
correct. Id.

The court thus found that the County both failed to establish the premise for a racial remedy, and
also that the remedy goes further than is necessary to eliminate the evil against which it is directed.
256 F.3d at 647. The court held that the list of “favored minorities” includes groups that have never
been subject to significant discrimination by Cook County. Id. The court found it unreasonable to
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« » e . . . . . . .
presume” discrimination against certain groups merely on the basis of having an ancestor who had
been born in a particular country. Id. Therefore, the court held the ordinance was overinclusive.

The court found that the County did not make any effort to show that, were it not for a history of
discrimination, minorities would have 30 percent, and women 10 percent, of County construction
contracts. 256 F.3d at 647. The court also rejected the proposition advanced by the County in this
case -- “that a comparison of the fraction of minority subcontractors on public and private projects
established discrimination against minorities by prime contractors on the latter type of project.” 256

F.3d at 647-648.

6. The Builders Ass’n of Greater Chicago v. The City of Chicago, 298 F. Supp.
2d 725 (N.D. Ill. 2003)

This case is instructive because of the court’s focus and analysis on whether the City of Chicago’s
MBE/WBE program was narrowly tailored. The basis of the court’s holding that the program was
not narrowly tailored is instructive for any program considered because of the reasons provided as to
why the program did not pass muster.

The plaintiff, the Builders Association of Greater Chicago, brought this suit challenging the
constitutionality of the City of Chicago’s construction Minority- and Women-Owned Business
(“MWBE”) Program. The court held that the City of Chicago’s MWBE Program was
unconstitutional because it did not satisfy the requirement that it be narrowly tailored to achieve a
compelling governmental interest. The court held that it was not narrowly tailored for several
reasons, including because there was no “meaningful individualized review” of MBE/WBEs; it had
no termination date nor did it have any means for determining a termination; the “graduation”
revenue amount for firms to graduate out of the program was very high, $27,500,000 and in fact very
few firms graduated; there was no net worth threshold; and, waivers were rarely or never granted on
construction contracts. The court found that the City program was a “rigid numerical quota,” a
quota related not to the number of available, willing and able firms. Formulistic percentages, the
court held, could not survive the strict scrutiny.

The court held that the goals plan did not address issues raised as to discrimination regarding market
access and credit. The court found that a goals program does not directly impact prime contractor’s
selection of subcontractors on non-goals private projects. The court found that a set-aside or goals
program does not directly impact difficulties in accessing credit, and does not address discriminatory
loan denials or higher interest rates. The court found the City has not sought to attack discrimination
by primes directly, “but it could.” 298 F.2d 725. “T'o monitor possible discriminatory conduct it
could maintain its certification list and require those contracting with the City to consider unsolicited
bids, to maintain bidding records, and to justify rejection of any certified firm submitting the lowest
bid. It could also require firms seeking City work to post private jobs above a certain minimum on a
website or otherwise provide public notice ...” Id.

The court concluded that other race-neutral means were available to impact credit, high interest rates,
and other potential marketplace discrimination. The court pointed to race-neutral means including
linked deposits, with the City banking at institutions making loans to startup and smaller firms.
Other race-neutral programs referenced included quick pay and contract downsizing; restricting self-
performance by prime contractors; a direct loan program; waiver of bonds on contracts under
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$100,000; a bank participation loan program; a 2 percent local business preference; outreach
programs and technical assistance and workshops; and seminars presented to new construction firms.

The court held that race and ethnicity do matter, but that racial and ethnical classifications are highly
suspect, can be used only as a last resort, and cannot be made by some mechanical formulation.
Therefore, the court concluded the City’s MWBE Program could not stand in its present guise. The
court held that the present program was not narrowly tailored to remedy past discrimination and the
discrimination demonstrated to now exist.

The court entered an injunction, but delayed the effective date for six months from the date of its
Order, December 29, 2003. The court held that the City had a “compelling interest in not having its
construction projects slip back to near monopoly domination by white male firms.” The court ruled a
brief continuation of the program for six months was appropriate “as the City rethinks the many
tools of redress it has available.” Subsequently, the court declared unconstitutional the City’s MWBE
Program with respect to construction contracts and permanently enjoined the City from enforcing

the Program. 2004 WL 757697 (N.D. Ill 2004).

7. Indianapolis Minority Contractors Association, Inc. v. Wiley, 1998 WL
1988826 (S.D. Ind. 1998) (Not reported in F.Supp.)

In this case, plaintiffs, an association of Indianapolis Minority Contractors, brought suit to challenge
the manner in which the State of Indiana administered its program for minority and disadvantaged
businesses that is a part of the federal DBE program, which is regulated by the United States DOT.
The plaintiffs contended that state officials and others engaged in wrongful actions in disbursement
of federal highway funds to undeserving businesses that did not qualify for the DBE program because
they were not controlled by either minority individuals or financially disadvantaged individuals. In
addition, the plaintiffs claimed that because of this wrongdoing, they did not receive their fair share
of the federal highway funds as minority contractors. The district court stated that this case concerns
whether the State of Indiana complied with federal law related to the receipt of Federal Highway
funds or whether it engaged in a practice of discrimination with respect to those funds. 1998 WL
1988826 at *10. The district court noted the case did not involve a challenge concerning the State of
Indiana Minority Business Enterprise Program that did not involve projects utilizing federal funds.

The district court rejected testimony submitted by the plaintiffs as not meeting standards for expert
testimony with regard to claims that the defendants were discriminating against African Americans,
because the court concluded the claims were conclusory allegations and opinions, based in part on
speculation, hearsay and not on any sufficient probative evidence to support the opinions. 1998 WL
1988826 at *13-15. The court rejected the statistical analysis submitted regarding a disparate impact
on African Americans, finding there was no evidence shown concerning any possible error rate,
standard deviation or confidence levels related to the proffered results. Id. The court found there was
no evidence related to whether the proper statistical pool was used to calculate the percentages
proffered as evidence of a disparate impact. Id. The testimony submitted by the plaintiffs compared
Indiana DOT’s compliance with the mandatory Federal DBE Program with other states, and
concluded that Indiana ranked as one of the worst based on the testimony that Indiana’s
demographics were 8 to 9 percent black. Id. at *14. But, the district court found the state-wide
demographic utilized may be a statistical universe larger than the number of firms actually qualified,
willing and able to work on the construction contracts. Id.

BBC RESEARCH & CONSULTING APPENDIX B, PAGE 31



The district court also found that the testimony proffered was not sufficient in connection with the
claim that the defendants were discriminating against African Americans. I1d. at *13. The court stated
plaintiffs “merely” concluded that the State was discriminating based upon a review of the
percentages of payments which the plaintiffs’ witness considered to be “legitimate black companies,”
as compared to the payments made to what the witness considered to be “front” companies. Id. at
*13. The court found that these were conclusory opinions based only on the witness’s knowledge of
“legitimate black companies,” and deemed the opinions “problematic.” The court stated the witness
admitted he had not been involved in activities within the State for many years, and he did not show
any basis for his knowledge as to which companies that were paid funds by Indiana DOT were
“legitimate black companies” and which were not. Id.

The court rejected plaintiffs’ witness’s opinion concerning his finding that only 3.8 percent of the
total contracts went to “legitimate black-owned businesses.” The court noted that the regulations do
not provide for a 10 percent participation by African Americans, but a 10 percent participation by
many groups, including African Americans, and that the witness did not testify as to whether he
performed any study of the federal reports to test Indiana DOT’s compliance with the 10 percent
goal based on 2// DBE as defined by federal law. Id. at *13. The district court concluded that
unsupported, conclusory testimony is not sufficient. I1d.

The court also considered the issue raised by the plaintiffs as to whether the then existing federal
regulations, 49 C.F.R. Part 23, provided enforceable rights subject to a 42 U.S.C. § 1983 action
brought by the plaintiffs. The court concluded that the federal regulations do not provide a basis to
conclude that they were intended to provide rights enforceable under Section 1983. 1d. at *28. The
district court found that the federal regulations provide a means to assure that the federal DBE
program benefits legitimate DBEs, and provides the Secretary of the United States DOT a means to
ensure its integrity. Id.

The court stated these regulations provided a method for the USDOT to oversee the services
provided by the States, rather than a means to ensure that individual DBEs receive funds for services.
Id. at *28. The federal regulations do not create an individual entitlement to services, but are a
yardstick for the USDOT to measure the system-wide performance of the program. Id. Therefore,
the district court concluded that although the plaintiffs may benefit from their State’s plan
implemented in order to receive federal transportation funds, they are only indirect beneficiaries. Id
at *29. Further, the court held that as the DBE program is not an entitlement program, the
regulations implementing the program do not provide enforceable rights under § 1983.

In conclusion, the court held that the plaintiffs may utilize § 1983 to enforce their right to a state-
wide plan that complies with the federal requirements for the receipt of federal transportation and
highway funds. Id at *29. The plaintiffs, the court held, do not have rights under § 1983 to remedy
isolated violations of requirements under the plan, which includes claims that certain companies
should not have been certified under the DBE program. The court dismissed all claims under 42
U.S.C. § 1983 brought against the State, Indiana DOT and the Indiana Department of
Administrative Services and all claims for damages against the State officials sued in their official
capacity.

The court then found that Indiana’s DBE program met all federal requirements, including ensuring
that DBEs have an equitable opportunity to compete for contracts and subcontracts as mandated by
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49 C.F.R. § 23.45(c). The court pointed out that Indiana DOT arranges solicitations, time for the
presentation of bids, quantities, specifications, and delivery schedules to facilitate participation by
DBEs. Id. at *35. The district court pointed out that Indiana DOT requires prime contractors to
solicit bids from certified DBEs as part of its good-faith efforts requirements, that certified DBEs are
provided notices of bids and that these notices are also posted on the Internet and in Indiana
Contractors’ Association publications. Id.

The court also indicated Indiana DOT’s Civil Rights Division had a Supportive Services Division
that provided managerial and technical assistance to DBEs, training workshops and one-on-one
consultations in estimating, bidding, bookkeeping, marketing, financial issues and other areas
directed by Indiana DOT. The DBE assistance provided for business planning, bookkeeping,
marketing, accounting, estimating, bidding, employee relations, contract negotiations,
computerization, financial decisions and other business related issues. Consultants were contracted to
perform selected training or individualized assistance to DBEs. Id. at *35-36.

Specifically, Indiana DOT provided services to assist DBEs, at no cost to them, including conducting
internal orientation sessions for newly certified DBEs; provided training on the metric system
through Ivy Tech State College; consulting one-on-one with individual DBE firms to improve their
business operations, provided training in finance and bookkeeping analysis, business plan
preparation, job cost, cash flow preparation and analysis, bid estimation, computerization, strategic
planning, loan packaging assistance and other operations; attended trade fairs, organized meetings,
and performed other outreach functions for the purpose of reaching non-certified DBE firms,
informing them of Indiana DOT DBE programs, and encouraging them to become certified;
referred DBE: to establish state and federal business assistance organizations when appropriate;
encouraged DBE firms to contact the civil rights office regarding any problems that arise on the job
site or with respect to any aspect of their relationship with Indiana DOT and prime contractors and
responded and sought to resolve the problems and complaints in a prompt manner; and provided
classroom style training workshops including a twelve-day workshop to instruct 25 to 30 Indiana
DBE:s on all aspects of operations of the construction business. Id. at *35-36.

The court also found that Indiana DOT strived to remove barriers DBEs frequently encountered in
other states by not requiring subcontractors to be bonded, and exploring using Supportive Services
funding to provide direct financial assistance to DBEs, utilizing funds from the FHWA exclusively
for the recruitment of DBEs, managerial and technical assistance to DBEs, and monitoring DBE
activities. Indiana DOT also established a mentor-protégé program for contractors on Indiana DOT
contracts. Id. at *37.

The district court stated that Indiana DOT met its overall 10 percent DBE goal and set practical
contract goals on individual contracts complying with the requirements of the federal acts and
regulations. In setting the individual contracts goal, the Indiana DOT evaluated each contract
individually, including factors such as geographic location of the contract, its size, the number of
items that can be performed by certified DBEs, the number of certified DBEs that can perform the
work, the relative location of certified DBEs who can and are willing to work in the area, the current
workload of those DBEs and DBE prequalification limits. Id. at *39.

The district court found that the individual contract goals were not rigid requirements that
contractors must meet under all circumstances. The bidder that fails to achieve an individual contract
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DBE goal may remain eligible to be awarded the contract if it can demonstrate that it has made good
faith efforts to meet the goal. Id at *39. The district court pointed out that Indiana DOT’s methods
to ensure compliance with the federal regulations, reporting and recordkeeping requirements were

met by Indiana DOT and that Indiana DOT’s Civil Rights Office responded to requests for

assistance as a part of its daily activities. Id. at *42.

The district court noted that none of the plaintiffs complained to Indiana DOT that he bid on a
subcontract to a construction contract administered by Indiana DOT and was denied the bid on the
basis of race-based discrimination. Id. at *42. The district court analyzed plaintiff’s claims that the
State does not have a bonding or financial assistance program in place, did not always conduct site
visits as part of the DBE certification process, and never met the 10 percent goal requirement. Id. at
*43. The court in reviewing the federal regulations concluded that the bonding and financial
assistance programs were not mandatory requirements of state wide plans, although they were
mentioned in the federal regulations. Id. at *44.

The district court found that although the State may not always conduct site visits in the certification
process, the testimony did not conclusively establish that site visits were not conducted. The court
also found that plaintiffs did not establish that Indiana failed to meet the 10 percent goal that existed
at this time in the federal regulations. In light of the evidence, the court found that the plaintiffs
failed to show any genuine issues of fact regarding the State’s compliance with the requirements for
the DBE plan necessary to receive federal transportation funds and granted the defendants’ Motion
for Summary Judgment. Id. at *45.

The district court also considered plaintiffs’ claims under § 1983 that the State’s administration of
the required DBE program violated their rights under the Equal Protection Clause of the Fourteenth
Amendment. The court found that the plaintiffs produced no evidence that showed a race-based or
discriminatory policy of the State, or barrier otherwise imposed by the State, that impeded the
plaintiffs’ ability to bid on contracts. Id at *48. The district court found that the plaintiffs did not
show how they were treated differently from all other qualified DBEs in their efforts to obtain
contracts, and that the State of Indiana does not have the power to modify the Congressional
mandate that all certified DBEs are to compete on an equal basis. Id. Thus, the court rejected the
plaintiffs” argument that because women-owned DBE:s are receiving a disproportionate share of
federally funded contracts, a discriminatory practice must be in place. Id.

The district court held that the plaintiffs could not show any discriminatory intent by the State of
Indiana. Plaintiffs alleged that defendants had raised barriers to their participation in contracts
funded by federal dollars and that they had not received their fair percentage of the contracts
compared to non-African American DBEs. The court found the plaintiffs failed to demonstrate that
such barriers exist, and that they did not demonstrate how they had been treated differently than the
other similarly situated minority and disadvantaged enterprises served by the DBE program. Id. at
*49. The court held that a showing of a disproportionate impact is not enough, as a state’s “official
action will not be held unconstitutional solely because it results in a racially disproportionate impact
... Proof of racially discriminatory intent or purpose is required to show a violation of the Equal
Protection Clause.” Id. at *49. (citations omitted).

Lastly, the district court pointed out that the plaintiffs did not challenge the constitutionality of the
federal DBE program, but only challenged the State’s administration of that program. Id. at *50.
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Thus, the court held “If the DOA and INDOT are only doing ‘what federal law requires, [their]
conduct is constitutional, at least where, as here, the constitutionality of the federal program is not
challenged.” Id. at *50, quoting Converse Construction Co., Inc. v. Massachusetts Bay
Transportation Authority, 899 F.Supp. 753, 761 (D.Mass. 1995)(citing Milwaukee Co. Pavers, 922
F.2d at 423). The court noted that the Second, Sixth, and Tenth Circuits reached the similar
conclusion that insofar as the State is merely complying with federal law, it is acting as the agent of

the federal government and is no more subject to being enjoined on equal protection grounds than
the federal civil servants who drafted the regulations. Id. at *50 (citations omitted).

Therefore, the court granted summary judgment to the defendants finding that they were complying
with federal law and could not be enjoined under the Equal Protection Clause or under a claim based
on Title VI.
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E. Recent Decisions Involving State or Local Government
MBE/WBE Programs in Other Jurisdictions

Recent Decisions in Federal Circuit Courts of Appeal

1. H.B. Rowe Co., Inc. v. W. Lyndo Tippett, NCDOT, etal, ___F.3d___ 2010
WL 2871076 (4th Cir. July 22, 2010)

The State of North Carolina enacted statutory legislation that required prime contractors to engage
in good faith efforts to satisfy participation goals for minority and women subcontractors on state-
funded projects. (See facts as detailed in the decision of the United States District Court for the
Eastern District of North Carolina discussed below.) The plaintiff, a prime contractor, brought this
action after being denied a contract because of its failure to demonstrate good faith efforts to meet the
participation goals set on a particular contract that it was seeking an award to perform work with
NCDOT. Plaintiff asserted that the participation goals violated the Equal Protection Clause and
sought injunctive relief and money damages.

After a bench trial, the district court held the challenged statutory scheme constitutional both on its
face and as applied, and the plaindiff prime contractor appealed. 2010 WL 2871076 at *1. The Court
of Appeals held that the State did not meet its burden of proof in all respects to uphold the validity of
the state legislation. But, the Court agreed with the district court that the State produced a strong
basis in evidence justifying the statutory scheme on its face, and as applied to African American and
Native American subcontractors, and that the State demonstrated that the legislative scheme is
narrowly tailored to serve its compelling interest in remedying discrimination against these racial
groups. The Court thus affirmed the decision of the district court in part, reversed it in part and
remanded for further proceedings consistent with the opinion. Id.

The Court found that the North Carolina statutory scheme “largely mirrored the federal
Disadvantaged Business Enterprise (‘DBE’) program, with which every state must comply in
awarding highway construction contracts that utilize federal funds.” 2010 WL 2871076 at *1. The
Court also noted that federal courts of appeal “have uniformly upheld the federal DBE program
against equal-protection challenges.” Id., at footnote 1, citing, Adarand Constructors, Inc. v. Slater,
228 F.3d 1147 (10" Cir. 2000).

In 2004, the State retained a consultant to prepare and issue a third study of subcontractors
employed in North Carolina's highway construction industry. The study, according to the Court,
marshaled evidence to conclude that disparities in the utilization of minority subcontractors persisted.
2010 WL 2871076 at *3. The Court pointed out that in response to the study, the North Carolina
General Assembly substantially amended state legislation section 136-28.4 and the new law went into
effect in 2006. The new statute modified the previous statutory scheme, according to the Court in
five important respects. 1d.

First, the amended statute expressly conditions implementation of any participation goals on the
findings of the 2004 study. Second, the amended statute eliminates the 5 and 10 percent annual goals
that were set in the predecessor statute. Id. at *3-*4. Instead, as amended, the statute requires the
NCDOT to “establish annual aspirational goals, not mandatory goals, ... for the overall participation
in contracts by disadvantaged minority-owned and women-owned businesses ... [that] shall not be
applied rigidly on specific contracts or projects.” Id. at *4, quoting, N.C. Gen.Stat. § 136-
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28.4(b)(2010). The statute further mandates that the NCDOT set “contract-specific goals or project-
specific goals ... for each disadvantaged minority-owned and women-owned business category that

has demonstrated significant disparity in contract utilization” based on availability, as determined by
the study. Id.

Third, the amended statute narrowed the definition of “minority” to encompass only those groups
that have suffered discrimination. Id. at *4. The amended statute replaced a list of defined minorities
to any certain groups by defining “minority” as “only those racial or ethnicity classifications identified
by [the study] ... that have been subjected to discrimination in the relevant marketplace and that
have been adversely affected in their ability to obtain contracts with the Department.” Id. at *4
quoting section 136-28.4(c)(2)(2010).

Fourth, the amended statute required the Department to reevaluate the Program over time and
respond to changing conditions. Id. Accordingly, the NCDOT must conduct a study similar to the
2004 study at least every five years. Id. § 136-28.4(b). Finally, the amended statute contained a
sunset provision which was set to expire on August 31, 2009, but the General Assembly subsequently
extended the sunset provision to August 31, 2010. Id. Section 136-28.4(e) (2010).

The Court also noted that the statute required only good faith efforts by the prime contractors to
utilize subcontractors, and that the good faith requirement, the Court found, proved permissive in
practice: prime contractors satisfied the requirement in 98.5 percent of cases, failing to do so in only
13 of 878 attempts. Id. at *5.

Strict scrutiny. The Court stated the strict scrutiny standard was applicable to justify a race-
conscious measure, and that it is a substantial burden but not automatically “fatal in fact.” Id. at *6.
The Court pointed out that “[t]he unhappy persistence of both the practice and the lingering effects
of racial discrimination against minority groups in this country is an unfortunate reality, and
government is not disqualified from acting in response to it.” Id. at *6 quoting Alexander v. Estepp,
95 F.3d 312, 315 (4th Cir. 1996). In so acting, a governmental entity must demonstrate it had a
compelling interest in “remedying the effects of past or present racial discrimination.” Id. at *6,
quoting Shaw v. Hunt, 517 U.S. 899, 909 (1996).

Thus, the Court found that to justify a race-conscious measure, a state must identify that
discrimination, public or private, with some specificity, and must have a strong basis in evidence for
its conclusion that remedial action is necessary. Id. at *6 quoting Croson, 488 U.S. at 504 and

Wygant v. Jackson Board of Education, 476 U.S. 267, 277 (1986)(plurality opinion).

The Court significantly noted that: “There is no ‘precise mathematical formula to assess the quantum
of evidence that rises to the Croson “strong basis in evidence” benchmark.”” Id. at *6, quoting Rothe
Dev. Corp. v. Department of Defense, 545 F.3d 1023, 1049 (Fed.Cir. 2008). The Court stated that
the sufficiency of the State’s evidence of discrimination "must be evaluated on a case-by-case basis."

Id. at *6. (internal quotation marks omitted).

The Court held that a state “need not conclusively prove the existence of past or present racial
discrimination to establish a strong basis in evidence for concluding that remedial action is
necessary.” Id. at *6, citing Concrete Works, 321 F.3d at 958. Instead, a state may meet its burden
by relying on “a significant statistical disparity” between the availability of qualified, willing, and able
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minority subcontractors and the utilization of such subcontractors by the governmental entity or its
prime contractors. 1d. at *6, citing Croson, 488 U.S. at 509 (plurality opinion). The Court stated
that “we further require that such evidence be ‘corroborated by significant anecdotal evidence of
racial discrimination.” Id. at *6, quoting Maryland Troopers Association, Inc. v. Evans, 993 F.2d

1072, 1077 (4" Cir. 1993).

The Court pointed out that those challenging race-based remedial measures must “introduce
credible, particularized evidence to rebut” the state’s showing of a strong basis in evidence for the
necessity for remedial action. Id. at *6, citing Concrete Works, 321 F.3d at 959. Challengers may
offer a neutral explanation for the state’s evidence, present contrasting statistical data, or demonstrate
that the evidence is flawed, insignificant, or not actionable. Id. at *6 (citations omitted). However,
the Court stated “that mere speculation that the state’s evidence is insufficient or methodologically
flawed does not suffice to rebut a state’s showing.” Id. at *6, citing Concrete Works, 321 F.3d at 991.

The Court held that to satisfy strict scrutiny, the state's statutory scheme must also be “narrowly
tailored” to serve the state’s compelling interest in not financing private discrimination with public
funds. Id. at *7, citing Alexander, 95 F.3d at 315 (citing Adarand, 515 U.S. at 227).

Intermediate scrutiny. The Court held that courts apply “intermediate scrutiny” to statutes that
classify on the basis of gender. Id. at *7. The Court found that a defender of a statute that classifies
on the basis of gender meets this intermediate scrutiny burden “by showing at least that the
classification serves important governmental objectives and that the discriminatory means employed
are substantially related to the achievement of those objectives.” Id. at *7, quoting Mississippi
University for Women v. Hogan, 458 U.S. 718, 724 (1982). The Court noted that intermediate
scrutiny requires less of a showing than does “the most exacting” strict scrutiny standard of review.

Id. at *7.

The Court found that its “sister circuits” provide guidance in formulating a governing evidentiary
standard for intermediate scrutiny. These courts agree that such a measure “can rest safely on
something less than the ‘strong basis in evidence’ required to bear the weight of a race- or ethnicity-
conscious program.” Id. at *7, quoting Engineering Contractors, 122 F.3d at 909 (other citations
omitted).

In defining what constitutes “something less” than a “strong basis in evidence,” the courts also agree
that the party defending the statute must “present ... sufficient probative evidence in support of its
stated rationale for enacting a gender preference, i.e., ... the evidence [must be] sufficient to show
that the preference rests on evidence-informed analysis rather than on stereotypical generalizations.”
Id. at *7 quoting Engineering Contractors, 122 F.3d at 910 and Concrete Works, 321 F.3d at 959.
The gender-based measures must be based on "reasoned analysis rather than on the mechanical
application of traditional, often inaccurate, assumptions." Id. at *7 quoting Hogan, 458 U.S. at 726.
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Plaintiff's burden. The Court found that when a plaintiff alleges that a statute violates the Equal
Protection Clause as applied and on its face, the plaintiff bears a heavy burden. In its facial challenge,
the Court held that a plaintiff “has a very heavy burden to carry, and must show that [a statutory
scheme] cannot operate constitutionally under any circumstance.” Id. at *7, quoting West Virginia v.

U.S. Department of Health & Human Services, 289 F.3d 281, 292 (4th Cir. 2002).

Statistical evidence. The Court examined the State's statistical evidence of discrimination in
public-sector subcontracting, including its disparity evidence and regression analysis. The Court
noted that the statistical analysis analyzed the difference or disparity between the amount of
subcontracting dollars minority- and women-owned businesses actually won in a market and the
amount of subcontracting dollars they would be expected to win given their presence in that market.
Id. at *8. The Court found that the study grounded its analysis in the “disparity index,” which
measures the participation of a given racial, ethnic, or gender group engaged in subcontracting. Id. In
calculating a disparity index, the study divided the percentage of total subcontracting dollars that a
particular group won by the percent that group represents in the available labor pool, and multiplied
the result by 100. Id. The closer the resulting index is to 100, the greater that group's participation.
Id.

The Court held that after Croson, a number of our sister circuits have recognized the utility of the
disparity index in determining statistical disparities in the utilization of minority- and women-owned
businesses. Id. (Citations to multiple federal circuit court decisions omitted.) The Court also found
that generally “courts consider a disparity index lower than 80 as an indication of discrimination.” Id.
Accordingly, the study considered only a disparity index lower than 80 as warranting further
investigation. Id.

The Court pointed out that after calculating the disparity index for each relevant racial or gender
group, the consultant tested for the statistical significance of the results by conducting standard
deviation analysis through the use of t-tests. The Court noted that standard deviation analysis
“describes the probability that the measured disparity is the result of mere chance.” Id. at *9, quoting
Eng’g Contractors, 122 F.3d at 914. The consultant considered the finding of two standard
deviations to demonstrate “with 95 percent certainty that disparity, as represented by either

overutilization or underutilization, is actually present.” Id. *9, citing Eng’g Contractors, 122 F.3d at
914.

The study analyzed the participation of minority and women subcontractors in construction
contracts awarded and managed from the central Department office in Raleigh, North Carolina. I1d.
*9. To determine utilization of minority and women subcontractors, the consultant developed a
master list of contracts mainly from State-maintained electronic databases and hard copy files; then
selected from that list a statistically valid sample of contracts, and calculated the percentage of
subcontracting dollars awarded to minority- and women-owned businesses during the 5-year period

ending in June 2003. (The study was published in 2004). Id. at *9.

The Court found that the use of data for centrally-awarded contracts was sufficient for its analysis. It
was noted that data from construction contracts awarded and managed from the department
divisions across the state and from preconstruction contracts, which involve work from engineering
firms and architectural firms on the design of highways, was incomplete and not accurate. Id at *9,
n.6. These data were not relied upon in forming the opinions relating to the study. Id. at *9, n. 6.
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To estimate availability, which the Court defined as the percentage of a particular group in the
relevant market area, the consultant created a vendor list comprising: (1) subcontractors approved by
the department to perform subcontract work on state-funded projects, (2) subcontractors that
performed such work during the study period, and (3) contractors qualified to perform prime
construction work on state-funded contracts. Id. at *9. The Court noted that prime construction
work on state-funded contracts was included based on the testimony by the consultant that prime
contractors are qualified to perform subcontracting work and often do perform such work. Id. The
Court also noted that the consultant submitted its master list to the Department for verification. Id.

Based on the utilization and availability figures, the study prepared the disparity analysis comparing
the utilization based on the percentage of subcontracting dollars over the five year period,
determining the availability in numbers of firms and their percentage of the labor pool, a disparity
index which is the percentage of utilization in dollars divided by the percentage of availability
multiplied by 100, and a T Value. Id.

The Court concluded that the figures demonstrated prime contractors underutilized all of the
minority subcontractor classifications on state-funded construction contracts during the study period.
Id. at *10. The disparity index for each group was less than 80 and, thus, the Court found warranted
further investigation. Id. The t-test results, however, demonstrated marked underutilization only of
African American and Native American subcontractors. Id. For African Americans the t-value fell
outside of two standard deviations from the mean and, therefore, was statistically significant at a 95
percent confidence level. Id. The Court found there was at least a 95 percent probability that prime
contractors’ underutilization of African American subcontractors was 7ot the result of mere chance.

Id.

For Native American subcontractors, the t-value of 1.41 was significant at a confidence level of
approximately 85 percent. Id. The t-values for Hispanic American and Asian American
subcontractors, demonstrated significance at a confidence level of approximately 60 percent. The
disparity index for women subcontractors found that they were overutilized during the study period.
The overutilization was statistically significant at a 95 percent confidence level. Id.

The consultant also conducted a regression analysis studying the influence of certain company and
business characteristics — with a particular focus on owner race and gender — on a firm’s gross
revenues. Id. The consultant obtained the data from a telephone survey of firms that conducted or
attempted to conduct business with the Department. The survey pool consisted of a random sample
of such firms. Id.

The consultant used the firms’ gross revenues as the dependent variable in the regression analysis to
test the effect of other variables, including company age and number of full-time employees, and the
owners’ years of experience, level of education, race, ethnicity, and gender. Id. at *10. The analysis
revealed that minority and women ownership universally had a negative effect on revenue, and
African American ownership of a firm had the largest negative effect on that firm’s gross revenue of
all the independent variables included in the regression model. Id. These findings led to the
conclusion that for African Americans the disparity in firm revenue was not due to capacity-related or
managerial characteristics alone. Id.
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The Court rejected the arguments by the plaintiffs attacking the availability estimates. The Court
rejected the plaintiff’s expert, Dr. George LaNoue, who testified that bidder data — reflecting the
number of subcontractors that actually bid on Department subcontracts — estimates availability
better than “vendor data.” Id. at *11. Dr. LaNoue conceded, however, that the State does not
compile bidder data and that bidder data actually reflects skewed availability in the context of a goals
program that urges prime contractors to solicit bids from minority and women subcontractors. Id.
The Court found that the plaintiff’s expert did not demonstrate that the vendor data used in the
study was unreliable, or that the bidder data would have yielded less support for the conclusions
reached. In sum, the Court held that the plaintiff’s challenge to the availability estimate failed because
it could not demonstrate that the 2004 study’s availability estimate was inadequate. Id. at *11. The
Court cited Concrete Works, 321 F.3d at 991 for the proposition that a challenger cannot meet its
burden of proof through conjecture and unsupported criticisms of the state’s evidence,” and that the
plaintiff Rowe presented no viable alternative for determining availability. Id. at *11, citing Concrete

Works, 321 F.3d 991 and Sherbrooke Turf, Inc. v. Minn. Department of Transportation, 345 F.3d
964, 973 (8" Cir. 2003).

The Court also rejected the plaintiff’s argument that minority subcontractors participated on state-
funded projects at a level consistent with their availability in the relevant labor pool, based on the
state’s response that evidence as to the number of minority subcontractors working with state-funded
projects does not effectively rebut the evidence of discrimination in terms of subcontracting dollars.
Id. at *11. The State pointed to evidence indicating that prime contractors used minority businesses
for low-value work in order to comply with the goals, and that African American ownership had a
significant negative impact on firm revenue unrelated to firm capacity or experience. Id. The Court
concluded plaintiff did not offer any contrary evidence. Id.

The Court found that the State bolstered its position by presenting evidence that minority
subcontractors have the capacity to perform higher-value work. Id. at *12. The study concluded,
based on a sample of subcontracts and reports of annual firm revenue, that exclusion of minority
subcontractors from contracts under $500,000 was not a function of capacity. Id. at *12. Further, the
State showed that over 90 percent of the Department’s subcontracts were valued at $500,000 or less,
and that capacity constraints do not operate with the same force on subcontracts as they may on
prime contracts because subcontracts tend to be relatively small. Id. at *12. The Court pointed out
that the Court in Rothe II, 545 F.3d at 1042-45, faulted disparity analyses of total construction
dollars, including prime contracts, for failing to account for the relative capacity of firms in that case.
Id. at *12.

The Court pointed out that in addition to the statistical evidence, the State also presented evidence
demonstrating that from 1991 to 1993, during the Program’s suspension, prime contractors awarded
substantially less subcontracting dollars to minority and women subcontractors on state-funded
projects. The Court rejected the plaintiff’s argument that evidence of a decline in utilization does not
raise an inference of discrimination. Id. at *12. The Court held that the very significant decline in
utilization of minority and women-subcontractors — nearly 38 percent — “surely provides a basis
for a fact finder to infer that discrimination played some role in prime contractors’ reduced utilization
of these groups during the suspension.” Id. at *12, citing Adarand v. Slater, 228 F.3d at 1174
(finding that evidence of declining minority utilization after a program has been discontinued

“strongly supports the government’s claim that there are significant barriers to minority competition
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in the public subcontracting market, raising the specter of racial discrimination.”) The Court found
such an inference is particularly compelling for minority-owned businesses because, even during the
study period, prime contractors continue to underutilize them on state-funded road projects. Id. at
*12.

Anecdotal evidence. The State additionally relied on three sources of anecdotal evidence contained
in the study: a telephone survey, personal interviews, and focus groups. The Court found the
anecdotal evidence showed an informal “good old boy” network of white contractors that
discriminated against minority subcontractors. Id. at *12. The Court noted that three-quarters of
African American respondents to the telephone survey agreed that an informal network of prime and
subcontractors existed in the state, as did the majority of other minorities, and that more than half of
African American respondents believed the network excluded their companies from bidding or
awarding a contract, as did many of the other minorities. Id. at *12. The Court found that nearly half
of non-minority male respondents corroborated the existence of an informal network; however, only
17 percent of them believed that the network excluded their companies from bidding or winning
contracts. Id.

Anecdotal evidence also showed a large majority of African American respondents reported that
double standards in qualifications and performance made it more difficult for them to win bids and
contracts, that prime contractors view minority firms as being less competent than nonminority
firms, and that nonminority firms change their bids when not required to hire minority firms. Id. at
*13. In addition, the anecdotal evidence showed African American and Native American respondents
believed that prime contractors sometimes dropped minority subcontractors after winning contracts.
Id. at *13. The Court found that interview and focus-group responses echoed and underscored these
reports. 1d.

The anecdotal evidence indicated that prime contractors already know who they will use on the
contract before they solicit bids; that the “good old boy network” affects business because prime
contractors just pick up the phone and call their buddies, which excludes others from that market
completely; that prime contractors prefer to use other less qualified minority-owned firms to avoid
subcontracting with African American-owned firms; and that prime contractors use their preferred
subcontractor regardless of the bid price. Id. at 13. Several minority subcontractors reported that
prime contractors do not treat minority firms fairly, pointing to instances in which prime contractors
solicited quotes the day before bids were due, did not respond to bids from minority subcontractors,
refused to negotiate prices with them, or gave minority subcontractors insufficient information
regarding the project. Id. at *13.

The Court rejected the plaintiffs’ contention that the anecdotal data was flawed because the study did
not verify the anecdotal data and that the consultant oversampled minority subcontractors in
collecting the data. The Court stated that the plaintiffs offered no rationale as to why a fact finder
could not rely on the State’s “unverified” anecdotal data, and pointed out that a fact finder could very
well conclude that anecdotal evidence need not — and indeed cannot — be verified because it “is
nothing more than a witness’s narrative of an incident told from the witness’s perspective and
including the witness’s perceptions.” Id. at *13, quoting Concrete Works, 321 F.3d at 989.

The Court held that anecdotal evidence simply supplements statistical evidence of discrimination. Id.
at *13. The Court rejected plaintiffs’ argument that the study oversampled representatives from
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minority groups, and found that surveying more non-minority men would not have advanced the
inquiry. Id. at *13. It was noted that the samples of the minority groups were randomly selected. Id.
The Court found the state had compelling anecdotal evidence that minority subcontractors face race-
based obstacles to successful bidding. Id. at *14.

Strong basis in evidence that the minority participation goals were necessary to remedy
discrimination. The Court held that the State presented a “strong basis in evidence” for its
conclusion that minority participation goals were necessary to remedy discrimination against African
American and Native American subcontractors. Id. at *14. Therefore, the Court held that the State
satisfied the strict scrutiny test. The Court found that the State’s data demonstrated that prime
contractors grossly underutilized African American and Native American subcontractors in public
sector subcontracting during the study. Id. at *14. The Court noted that these findings have
particular resonance because since 1983, North Carolina has encouraged minority participation in
state-funded highway projects, and yet African American and Native American subcontractors
continue to be underutilized on such projects. Id. at *14.

In addition, the Court found the disparity index in the study demonstrated statistically significant
underutilization of African American subcontractors at a 95 percent confidence level, and of Native
American subcontractors at a confidence level of approximately 85 percent. Id. at *15. The Court
concluded the State bolstered the disparity evidence with regression analysis demonstrating that
African American ownership correlated with a significant, negative impact on firm revenue, and
demonstrated there was a dramatic decline in the utilization of minority subcontractors during the
suspension of the program in the 1990s. Id.

Thus, the Court held the State’s evidence showing a gross statistical disparity between the availability
of qualified American and Native American subcontractors and the amount of subcontracting dollars
they win on public sector contracts established the necessary statistical foundation for upholding the
minority participation goals with respect to these groups. Id. at *15. The Court then found that the
State’s anecdotal evidence of discrimination against these two groups sufficiently supplemented the
State’s statistical showing. Id. The survey in the study exposed an informal, racially exclusive network
that systemically disadvantaged minority subcontractors. Id. at *15. The Court held that the State
could conclude with good reason that such networks exert a chronic and pernicious influence on the
marketplace that calls for remedial action. Id. The Court found the anecdotal evidence indicated that
racial discrimination is a critical factor underlying the gross statistical disparities presented in the
study. Id. at *15. Thus, the Court held that the State presented substantial statistical evidence of gross
disparity, corroborated by “disturbing” anecdotal evidence.

The Court held in circumstances like these, the Supreme Court has made it abundantly clear a state
can remedy a public contracting system that withholds opportunities from minority groups because
of their race. Id. at *16.
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Narrowly tailored. The Court then addressed whether the North Carolina statutory scheme was
narrowly tailored to achieve the State’s compelling interest in remedying discrimination against
African American and Native American subcontractors in public-sector subcontracting. The
following factors were considered in determining whether the statutory scheme was narrowly tailored.

Neutral measures. The Court held that narrowly tailoring requires “serious, good faith consideration
of workable race-neutral alternatives,” but a state need not “exhaust ... every conceivable race-neutral
alternative.” Id. at *16 quoting Grutter v. Bollinger, 539 U.S. 306, 339 (2003). The Court found
that the study details numerous alternative race-neutral measures aimed at enhancing the
development and competitiveness of small or otherwise disadvantaged businesses in North Carolina.
Id. at *16. The Court pointed out various race-neutral alternatives and measures, including a Small
Business Enterprise Program; waiving institutional barriers of bonding and licensing requirements on
certain small business contracts of $500,000 or less; and the Department contracts for support
services to assist disadvantaged business enterprises with bookkeeping and accounting, taxes,
marketing, bidding, negotiation, and other aspects of entrepreneurial development. Id. at *16.

The Court found that plaintiff identified no viable race-neutral alternatives that North Carolina had
failed to consider and adopt. The Court also found that the State had undertaken most of the race-
neutral alternatives identified by the U.S. Department of Transportation in its regulations governing
the Federal DBE Program. Id. at *16, citing 49 C.F.R. § 26.51(b). The Court concluded that the
State gave serious good faith consideration to race-neutral alternatives prior to adopting the statutory
scheme. Id.

The Court concluded that despite these race-neutral efforts, the study demonstrated disparities
continue to exist in the utilization of African American and Native American subcontractors in state-
funded highway construction subcontracting, and that these “persistent disparities indicate the
necessity of a race-conscious remedy.” Id. at *17.

Duration. The Court agreed with the district court that the program was narrowly tailored in that it
set a specific expiration date and required a new disparity study every five years. Id. at *17. The Court
found that the program’s inherent time limit and provisions requiring regular reevaluation ensure it is
carefully designed to endure only until the discriminatory impact has been eliminated. Id. at *17,
citing Adarand Constructors v. Slater, 228 F.3d at 1179 (quoting United States v. Paradise, 480 U.S.
149, 178 (1987)).

Program’s goals related to percentage of minority subcontractors. The Court concluded that the
State had demonstrated that the Program’s participation goals are related to the percentage of
minority subcontractors in the relevant markets in the State. Id. at *17. The Court found that the
Department had taken concrete steps to ensure that these goals accurately reflect the availability of
minority-owned businesses on a project-by-project basis. 1d.

Flexibility. The Court held that the Program was flexible and thus satisfied this indicator of narrow
tailoring. Id. at *17. The Program contemplated a waiver of project-specific goals when prime
contractors make good faith efforts to meet those goals, and that the good faith efforts essentially
require only that the prime contractor solicit and consider bids from minorities. Id. The State does
not require or expect the prime contractor to accept any bid from an unqualified bidder, or any bid
that is not the lowest bid. Id. The Court found there was a lenient standard and flexibility of the
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“good faith” requirement, and noted the evidence showed only 13 of 878 good faith submissions
failed to demonstrate good faith efforts. Id.

Burden on non-MWBE/DBEs. The Court rejected the two arguments presented by plaintiff that the
Program created onerous solicitation and follow-up requirements, finding that there was no need for
additional employees dedicated to the task of running the solicitation program to obtain
MBE/WBEs, and that there was no evidence to support the claim that plaintiff was required to
subcontract millions of dollars of work that it could perform itself for less money. Id. at *18. The
State offered evidence from the study that prime contractors need not submit subcontract work that
they can self-perform. Id.

Overinclusive. The Court found by its own terms the statutory scheme is not overinclusive because it
limited relief to only those racial or ethnicity classifications that have been subjected to discrimination
in the relevant marketplace and that had been adversely affected in their ability to obtain contracts
with the Department. Id. at *18. The Court concluded that in tailoring the remedy this way, the
legislature did not randomly include racial groups that may never have suffered from discrimination
in the construction industry, but rather, contemplated participation goals only for those groups
shown to have suffered discrimination. Id.

In sum, the Court held that the statutory scheme is narrowly tailored to achieve the State’s
compelling interest in remedying discrimination in public-sector subcontracting against African
American and Native American subcontractors. Id. at *18.

Women-owned businesses overutilized. The study’s public-sector disparity analysis
demonstrated that women-owned businesses won far more than their expected share of
subcontracting dollars during the study period. Id. at *18. In other words, the Court concluded that
prime contractors substantially overutilized women subcontractors on public road construction
projects. Id. The Court found the public-sector evidence did not evince the “exceedingly persuasive
justification” the Supreme Court requires. Id. at *18.

The Court noted that the State relied heavily on private-sector data from the study attempting to
demonstrate that prime contractors significantly underutilized women subcontractors in the general
construction industry statewide and in the Charlotte, North Carolina area. Id. at *19. However,
because the study did not provide a t-test analysis on the private sector disparity figures to calculate
statistical significance, the Court could not determine whether this private underutilization was “the
result of mere chance.” Id. at *19. The Court found troubling the “evidentiary gap” that there was no
evidence indicating the extent to which women-owned businesses competing on public sector road
projects vied for private sector subcontracts in the general construction industry. Id. at *19. The
Court also found that the State did not present any anecdotal evidence indicating that women
subcontractors successfully bidding on State contracts faced private-sector discrimination. Id. In
addition, the Court found missing any evidence prime contractors that discriminate against women
subcontractors in the private sector nevertheless win public-sector contracts. 1d.

The Court pointed out that it did not suggest that the proponent of a gender-conscious program
“must always tie private discrimination to public action.” Id. at *19, FEN. 11. But the Court held that
where, as here, there existed substantial probative evidence of overutilization in the relevant public
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sector, a state must present something more than generalized private sector data unsupported by
compelling anecdotal evidence to justify a gender-conscious program. Id. at *19, n. 11.

Moreover, the Court found the State failed to establish the amount of overlap between general
construction and road construction subcontracting. Id. at *19. The Court said that the dearth of
evidence as to the correlation between public road construction subcontracting and private general
construction subcontracting severely limits the private data’s probative value in this case. Id.

Thus, the Court held that the State could not overcome the strong evidence of overutilization in the
public sector in terms of gender participation goals, and that the proffered private sector data failed to
establish discrimination in the particular field in question. Id. at *20. Further, the anecdotal evidence,
the Court concluded, indicated that most women subcontractors do not experience discrimination.
Id. Thus, the Court held that the State failed to present sufficient evidence to support the Program’s
current inclusion of women subcontractors in setting participation goals. Id.

Holding. The Court held that the state legislature had crafted legislation that withstood the
constitutional scrutiny. Id. at *21. The Court concluded that in light of the statutory scheme’s
flexibility and responsiveness to the realities of the marketplace, and given the State’s strong evidence
of discrimination again African American and Native American subcontractors in public-sector
subcontracting, the State’s application of the statute to these groups is constitutional. Id. at *21.
However, the Court also held that because the State failed to justify its application of the statutory
scheme to women, Asian American, and Hispanic American subcontractors, the Court found those
applications were not constitutional.

Therefore, the Court affirmed the judgment of the district court with regard to the facial validity of
the statute, and with regard to its application to African American and Native American
subcontractors. Id. at *21. The Court reversed the district court’s judgment insofar as it upheld the
constitutionality of the state legislature as applied to women, Asian American and Hispanic American
subcontractors. Id. The Court thus remanded the case to the district court to fashion an appropriate
remedy consistent with the opinion. Id.

Concurring opinions. It should be pointed out that there were two concurring opinions by the
three Judge panel: one judge concurred in the judgment, and the other judge concurred fully in the
majority opinion and the judgment.

2. Jana-Rock Construction, Inc. v. New York State Dept. of Economic
Development, 438 F.3d 195 (2d Cir. 2006)

This recent case is instructive in connection with the determination of the groups that may be
included in a MBE/WBE-type program, and the standard of analysis utilized to evaluate a local
government’s non-inclusion of certain groups. In this case, the Second Circuit Court of Appeals held
racial classifications that are challenged as “under-inclusive” (i.e., those that exclude persons from a
particular racial classification) are subject to a “rational basis” review, not strict scrutiny.

Plaintiff Luiere, a 70 percent shareholder of Jana-Rock Construction, Inc. (“Jana Rock”) and the
“son of a Spanish mother whose parents were born in Spain,” challenged the constitutionality of the
State of New York’s definition of “Hispanic” under its local minority-owned business program. 438
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F.3d 195, 199-200 (2d Cir. 2006). Under the U.S. Department of Transportation regulations, 49
C.F.R. § 26.5, “Hispanic Americans” are defined as “persons of Mexican, Puerto Rican, Cuban,
Dominican, Central or South American, or other Spanish or Portuguese culture or origin, regardless
of race.” Id. at 201. Upon proper application, Jana-Rock was certified by the New York Department
of Transportation as a Disadvantaged Business Enterprise (‘DBE”) under the federal regulations. Id.

However, unlike the federal regulations, the State of New York’s local minority-owned business
program included in its definition of minorities “Hispanic persons of Mexican, Puerto Rican,
Dominican, Cuban, Central or South American of either Indian or Hispanic origin, regardless of
race.” The definition did not include all persons from, or descendants of persons from, Spain or
Portugal. Id. Accordingly, Jana-Rock was denied MBE certification under the local program; Jana-
Rock filed suit alleging a violation of the Equal Protection Clause. Id. at 202-03. The plaindiff
conceded that the overall minority-owned business program satisfied the requisite strict scrutiny, but
argued that the definition of “Hispanic” was fatally under-inclusive. Id. at 205.

The Second Circuit found that the narrow-tailoring prong of the strict scrutiny analysis “allows New
York to identify which groups it is prepared to prove are in need of affirmative action without
demonstrating that no other groups merit consideration for the program.” Id. at 206. The court
found that evaluating under-inclusiveness as an element of the strict scrutiny analysis was at odds
with the United States Supreme Court decision in City of Richmond v. J.A. Croson Co., 488 U.S.
469 (1989) which required that affirmative action programs be no broader than necessary. Id. at 207-

08. The court similarly rejected the argument that the state should mirror the federal definition of
“Hispanic,” finding that Congress has more leeway than the states to make broader classifications
because Congress is making such classifications on the national level. Id. at 209.

The court opined — without deciding — that it may be impermissible for New York to simply
adopt the “federal USDOT definition of Hispanic without at least making an independent
assessment of discrimination against Hispanics of Spanish Origin in New York.” Id. Additionally,
finding that the plaintiff failed to point to any discriminatory purpose by New York in failing to
include persons of Spanish or Portuguese descent, the court determined that the rational basis
analysis was appropriate. Id. at 213.

The court held that the plaintiff failed the rational basis test for three reasons: (1) because it was not
irrational nor did it display animus to exclude persons of Spanish and Portuguese descent from the
definition of Hispanic; (2) because the fact the plaintiff could demonstrate evidence of discrimination
that he personally had suffered did not render New York’s decision to exclude persons of Spanish and
Portuguese descent irrational; and (3) because the fact New York may have relied on Census data
including a small percentage of Hispanics of Spanish descent did not mean that it was irrational to
conclude that Hispanics of Latin American origin were in greater need of remedial legislation. Id. at
213-14. Thus, the Second Circuit affirmed the conclusion that New York had a rational basis for its
definition to not include persons of Spanish and Portuguese descent, and thus affirmed the district
court decision upholding the constitutionality of the challenged definition.
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3. Virdiv. DeKalb County School District, 135 Fed. Appx. 262, 2005 WL
138942 (11th Cir. 2005) (unpublished opinion)

Although it is an unpublished opinion, Virdi v. DeKalb County School District is a recent Eleventh
Circuit decision reviewing a challenge to a local government MBE/WBE-type program, which is
instructive to the disparity study. In Virdi, the Eleventh Circuit struck down a MBE/WBE goal
program that the court held contained racial classifications. The court based its ruling primarily on
the failure of the DeKalb County School District (the “District”) to seriously consider and
implement a race-neutral program and to the infinite duration of the program.

Plaintiff Virdi, an Asian American architect of Indian descent, filed suit against the District, members
of the DeKalb County Board of Education (both individually and in their official capacities) (the
“Board”) and the Superintendent (both individually and in his official capacity) (collectively
“defendants”) pursuant to 42 U.S.C. §§ 1981 and 1983 and the Fourteenth Amendment alleging
that they discriminated against him on the basis of race when awarding architectural contracts. 135
Fed. Appx. 262, 264 (11th Cir. 2005). Virdi also alleged the school district’s Minority Vendor

Involvement Program was facially unconstitutional. Id.

The district court initially granted the defendants’ Motions for Summary Judgment on all of Virdi’s
claims and the Eleventh Circuit Court of Appeals reversed in part, vacated in part, and remanded. Id.
On remand, the district court granted the defendants’ Motion for Partial Summary Judgment on the
facial challenge, and then granted the defendants’ motion for a judgment as a matter of law on the
remaining claims at the close of Virdi’s case. Id.

In 1989, the Board appointed the Tillman Committee (the “Committee”) to study participation of
female- and minority-owned businesses with the District. Id. The Committee met with various
District departments and a number of minority contractors who claimed they had unsuccessfully
attempted to solicit business with the District. Id. Based upon a “general feeling” that minorities were
under-represented, the Committee issued the Tillman Report (the “Report”) stating “the
Committee’s impression that ‘[m]inorities ha[d] not participated in school board purchases and
contracting in a ratio reflecting the minority make-up of the community.” Id. The Report contained
no specific evidence of past discrimination nor any factual findings of discrimination. Id.

The Report recommended that the District: (1) Advertise bids and purchasing opportunities in
newspapers targeting minorities, (2) conduct periodic seminars to educate minorities on doing
business with the District, (3) notify organizations representing minority firms regarding bidding and
purchasing opportunities, and (4) publish a “how to” booklet to be made available to any business
interested in doing business with the District.

Id. The Report also recommended that the District adopt annual, aspirational participation goals for
women- and minority-owned businesses. Id. The Report contained statements indicating the
selection process should remain neutral and recommended that the Board adopt a non-discrimination

statement. Id.

In 1991, the Board adopted the Report and implemented several of the recommendations, including
advertising in the AJC, conducting seminars, and publishing the “how to” booklet. Id. The Board
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also implemented the Minority Vendor Involvement Program (the “MVP”) which adopted the
participation goals set forth in the Report. Id. at 265.

The Board delegated the responsibility of selecting architects to the Superintendent. Id. Virdi sent a
letter to the District in October 1991 expressing interest in obtaining architectural contracts. Id.
Virdi sent the letter to the District Manager and sent follow-up literature; he re-contacted the
District Manager in 1992 and 1993. Id. In August 1994, Virdi sent a letter and a qualifications
package to a project manager employed by Heery International. Id. In a follow-up conversation, the
project manager allegedly told Virdi that his firm was not selected not based upon his qualifications,
but because the “District was only looking for ‘black-owned firms.” Id. Virdi sent a letter to the
project manager requesting confirmation of his statement in writing and the project manager
forwarded the letter to the District. Id.

After a series of meetings with District officials, in 1997, Virdi met with the newly hired Executive
Director. Id. at 266. Upon request of the Executive Director, Virdi re-submitted his qualifications
but was informed that he would be considered only for future projects (Phase III SPLOST projects).
1d. Virdi then filed suit before any Phase III SPLOST projects were awarded. Id.

The Eleventh Circuit considered whether the MVP was facially unconstitutional and whether the
defendants intentionally discriminated against Virdi on the basis of his race. The court held that strict
scrutiny applies to all racial classifications and is not limited to merely set-asides or mandatory quotas;
therefore, the MVP was subject to strict scrutiny because it contained racial classifications. Id. at 267.
The court first questioned whether the identified government interest was compelling. Id. at 268.
However, the court declined to reach that issue because it found the race-based participation goals
were not narrowly tailored to achieving the identified government interest. Id.

The court held the MVP was not narrowly tailored for two reasons. 1d. First, because no evidence
existed that the District considered race-neutral alternatives to “avoid unwitting discrimination.” The
court found that “[w]hile narrow tailoring does not require exhaustion of every conceivable race-
neutral alternative, it does require serious, good faith consideration of whether such alternatives could
serve the governmental interest at stake.” Id., citing Grutter v. Bollinger, 539 U.S. 306, 339 (2003),
and Richmond v. J.A. Croson Co., 488 U.S. 469, 509-10 (1989). The court found that District

could have engaged in any number of equally effective race-neutral alternatives, including using its

outreach procedure and tracking the participation and success of minority-owned business as
compared to non-minority-owned businesses. Id. at 268, n.8. Accordingly, the court held the MVP
was not narrowly tailored. Id. at 268.

Second, the court held that the unlimited duration of the MVP’s racial goals negated a finding of
narrow tailoring. Id. “[R]ace conscious ... policies must be limited in time.” Id., citing Grutter, 539
U.S. at 342, and Walker v. City of Megquite, TX, 169 F.3d 973, 982 (5th Cir. 1999). The court held

that because the government interest could have been achieved utilizing race-neutral measures, and

because the racial goals were not temporally limited, the MVP could not withstand strict scrutiny and
was unconstitutional on its face. Id. at 268.

With respect to Virdi’s claims of intentional discrimination, the court held that although the MVP
was facially unconstitutional, no evidence existed that the MVP or its unconstitutionality caused
Virdi to lose a contract that he would have otherwise received. Id. Thus, because Virdi failed to
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establish a causal connection between the unconstitutional aspect of the MVP and his own injuries,
the court affirmed the district court’s grant of judgment on that issue. Id. at 269. Similarly, the court
found that Virdi presented insufficient evidence to sustain his claims against the Superintendent for
intentional discrimination. Id.

The court reversed the district court’s order pertaining to the facial constitutionality of the MVP’s
racial goals, and affirmed the district court’s order granting defendants’ motion on the issue of
intentional discrimination against Virdi. Id. at 270.

4. Concrete Works of Colorado, Inc. v. City and County of Denver, 321 F.3d
950 (10th Cir. 2003), cert. denied, 540 U.S. 1027, 124 S. Ct. 556 (2003)
(Scalia, Justice with whom the Chief Justice Rehnquist, joined, dissenting
from the denial of certiorari)

This case is instructive to the disparity study because it is one of the only recent decisions to uphold
the validity of a local government MBE/WBE program. It is significant to note that the Tenth
Circuit did not apply the narrowly tailored test and thus did not rule on an application of the
narrowly tailored test, instead finding that the plaintiff had waived that challenge in one of the earlier
decisions in the case. This case also is one of the only cases to have found private sector marketplace
discrimination as a basis to uphold an MBE/WBE-type program.

In Concrete Works the United States Court of Appeals for the Tenth Circuit held that the City and
County of Denver had a compelling interest in limiting race discrimination in the construction
industry, that the City had an important governmental interest in remedying gender discrimination
in the construction industry, and found that the City and County of Denver had established a
compelling governmental interest to have a race- and gender-based program. In Concrete Works, the
Court of Appeals did not address the issue of whether the MWBE Ordinance was narrowly tailored
because it held the district court was barred under the law of the case doctrine from considering that
issue since it was not raised on appeal by the plaintiff construction companies after they had lost that
issue on summary judgment in an earlier decision. Therefore, the Court of Appeals did not reach a
decision as to narrowly tailoring or consider that issue in the case.

Case history. Plaintiff, Concrete Works of Colorado, Inc. (“CWC”) challenged the
constitutionality of an “affirmative action” ordinance enacted by the City and County of Denver
(hereinafter the “City” or “Denver”). 321 F.3d 950, 954 (10th Cir. 2003). The ordinance established
participation goals for racial minorities and women on certain City construction and professional
design projects. Id.

The City enacted an Ordinance No. 513 (“1990 Ordinance”) containing annual goals for
MBE/WBE utilization on all competitively bid projects. Id. at 956. A prime contractor could also
satisfy the 1990 Ordinance requirements by using “good faith efforts.” Id. In 1996, the City replaced
the 1990 Ordinance with Ordinance No. 304 (the “1996 Ordinance”). The district court stated that
the 1996 Ordinance differed from the 1990 Ordinance by expanding the definition of covered
contracts to include some privately financed contracts on City-owned land; added updated
information and findings to the statement of factual support for continuing the program; refined the
requirements for W/MBE certification and graduation; mandated the use of MBEs and WBEs on
change orders; and expanded sanctions for improper behavior by MBEs, WBEs or majority-owned
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contractors in failing to perform the affirmative action commitments made on City projects. Id. at

956-57.

The 1996 Ordinance was amended in 1998 by Ordinance No. 948 (the “1998 Ordinance”). The
1998 Ordinance reduced annual percentage goals and prohibited an MBE or a WBE, acting as a
bidder, from counting self-performed work toward project goals. Id. at 957.

CWLC filed suit challenging the constitutionality of the 1990 Ordinance. Id. The district court
conducted a bench trial on the constitutionality of the three ordinances. Id. The district court ruled
in favor of CWC and concluded that the ordinances violated the Fourteenth Amendment. Id. The
City then appealed to the Tenth Circuit Court of Appeals. Id. The Court of Appeals reversed and
remanded. Id. at 954.

The Court of Appeals applied strict scrutiny to race-based measures and intermediate scrutiny to the
gender-based measures. Id. at 957-58, 959. The Court of Appeals also cited Richmond v. J.A.

. o« . .
Croson Co., for the proposition that a governmental entity “can use its spending powers to remedy

private discrimination, if it identifies that discrimination with the particularity required by the
Fourteenth Amendment.” 488 U.S. 469, 492 (1989) (plurality opinion). Because “an effort to
alleviate the effects of socieral discrimination is not a compelling interest,” the Court of Appeals held
that Denver could demonstrate that its interest is compelling only if it (1) identified the past or
present discrimination “with some specificity,” and (2) demonstrated that a “strong basis in evidence”
supports its conclusion that remedial action is necessary. Id. at 958, quoting Shaw v. Hunt, 517 U.S.

899, 909-10 (19906).

The court held that Denver could meet its burden without conclusively proving the existence of past
or present racial discrimination. Id. Rather, Denver could rely on “empirical evidence that
demonstrates ‘a significant statistical disparity between the number of qualified minority contractors
... and the number of such contractors actually engaged by the locality or the locality’s prime
contractors.” Id., quoting Croson, 488 U.S. at 509 (plurality opinion). Furthermore, the Court of

Appeals held that Denver could rely on statistical evidence gathered from the six-county Denver
Metropolitan Statistical Area (MSA) and could supplement the statistical evidence with anecdotal
evidence of public and private discrimination. Id.

The Court of Appeals held that Denver could establish its compelling interest by presenting evidence
of its own direct participation in racial discrimination or its passive participation in private
discrimination. Id. The Court of Appeals held that once Denver met its burden, CWC had to
introduce “credible, particularized evidence to rebut [Denver’s] initial showing of the existence of a
compelling interest, which could consist of a neutral explanation for the statistical disparities.” Id.
(internal citations and quotations omitted). The Court of Appeals held that CWC could also rebut
Denver’s statistical evidence “by (1) showing that the statistics are flawed; (2) demonstrating that the
disparities shown by the statistics are not significant or actionable; or (3) presenting contrasting
statistical data.” Id. (internal citations and quotations omitted). The Court of Appeals held that the
burden of proof at all times remained with CWC to demonstrate the unconstitutionality of the
ordinances. Id. at 960.

The Court of Appeals held that to meet its burden of demonstrating an important governmental
interest per the intermediate scrutiny analysis, Denver must show that the gender-based measures in
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the ordinances were based on “reasoned analysis rather than through the mechanical application of

traditional, often inaccurate, assumptions.” 1d., quoting Miss. Univ. for Women v. Hogan, 458 U.S.
718,726 (1982).

The studies. Denver presented historical, statistical and anecdotal evidence in support of its
MBE/WBE programs. Denver commissioned a number of studies to assess its MBE/WBE programs.
Id. at 962. The consulting firm hired by Denver utilized disparity indices in part. Id. at 962. The
1990 Study also examined MBE and WBE utilization in the overall Denver MSA construction
market, both public and private. Id. at 963.

The consulting firm also interviewed representatives of MBEs, WBEs, majority-owned construction
firms, and government officials. Id. Based on this information, the 1990 Study concluded that,
despite Denver’s efforts to increase MBE and WBE participation in DPW projects, some Denver
employees and private contractors engaged in conduct designed to circumvent the goals program. Id.
After reviewing the statistical and anecdotal evidence contained in the 1990 Study, the City Council
enacted the 1990 Ordinance. Id.

After the Tenth Circuit decided Concrete Works II, Denver commissioned another study (the “1995
Study”). Id. at 963. Using 1987 Census Bureau data, the 1995 Study again examined utilization of
MBEs and WBE:s in the construction and professional design industries within the Denver MSA. 1d.
The 1995 Study concluded that MBEs and WBEs were more likely to be one-person or family-run
businesses. The Study concluded that Hispanic-owned firms were less likely to have paid employees
than white-owned firms but that Asian/Native American-owned firms were more likely to have paid
employees than white- or other minority-owed firms. To determine whether these factors explained
overall market disparities, the 1995 Study used the Census data to calculate disparity indices for all
firms in the Denver MSA construction industry and separately calculated disparity indices for firms
with paid employees and firms with no paid employees. Id. at 964.

The Census Bureau information was also used to examine average revenues per employee for Denver
MSA construction firms with paid employees. Hispanic-, Asian-, Native American-, and women-
owned firms with paid employees all reported lower revenues per employee than majority-owned
firms. The 1995 Study also used 1990 Census data to calculate rates of self-employment within the
Denver MSA construction industry. The Study concluded that the disparities in the rates of self-
employment for blacks, Hispanics, and women persisted even after controlling for education and
length of work experience. The 1995 Study controlled for these variables and reported that blacks
and Hispanics working in the Denver MSA construction industry were less than half as likely to own
their own businesses as were whites of comparable education and experience. Id.

In late 1994 and early 1995, a telephone survey of construction firms doing business in the Denver
MSA was conducted. Id. at 965. Based on information obtained from the survey, the consultant
calculated percentage utilization and percentage availability of MBEs and WBEs. Percentage
utilization was calculated from revenue information provided by the responding firms. Percentage
availability was calculated based on the number of MBEs and WBEs that responded to the survey
question regarding revenues. Using these utilization and availability percentages, the 1995 Study
showed disparity indices of 0.64 for MBEs and 0.70 for WBEs in the construction industry. In the
professional design industry, disparity indices were 0.67 for MBEs and 0.69 for WBEs. The 1995
Study concluded that the disparity indices obtained from the telephone survey data were more
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accurate than those obtained from the 1987 Census data because the data obtained from the
telephone survey were more recent, had a narrower focus, and included data on C corporations.
Additionally, it was possible to calculate disparity indices for professional design firms from the
survey data. Id.

In 1997, the City conducted another study to estimate the availability of MBEs and WBEs and to
examine, 7nter alia, whether race and gender discrimination limited the participation of MBEs and
WBE:s in construction projects of the type typically undertaken by the City (the “1997 Study”). Id. at
966. The 1997 Study used geographic and specialization information to calculate MBE/WBE
availability. Availability was defined as “the ratio of MBE/WBE firms to the total number of firms in
the four-digit SIC codes and geographic market area relevant to the City’s contracts.” Id.

The 1997 Study compared MBE/WBE availability and utilization in the Colorado construction
industry. Id. The statewide market was used because necessary information was unavailable for the
Denver MSA. Id. at 967. Additionally, data collected in 1987 by the Census Bureau was used
because more current data was unavailable. The Study calculated disparity indices for the statewide
construction market in Colorado as follows: 0.41 for African American firms, 0.40 for Hispanic
firms, 0.14 for Asian and other minorities, and 0.74 for women-owned firms. Id.

The 1997 Study also contained an analysis of whether African Americans, Hispanics, or Asian
Americans working in the construction industry are less likely to be self-employed than similarly
situated whites. Id. Using data from the Public Use Microdata Samples (“PUMS”) of the 1990
Census of Population and Housing, the Study used a sample of individuals working in the
construction industry. The Study concluded that in both Colorado and the Denver MSA, African
Americans, Hispanics, and Native Americans working in the construction industry had lower self-
employment rates than whites. Asian Americans had higher self-employment rates than whites.

Using the availability figures calculated earlier in the Study, the Study then compared the actual
availability of MBE/WBE:s in the Denver MSA with the potential availability of MBE/WBE:s if they
formed businesses at the same rate as whites with the same characteristics. Id. Finally, the Study
examined whether self-employed minorities and women in the construction industry have lower
earnings than white males with similar characteristics. Id. at 968. Using linear regression analysis, the
Study compared business owners with similar years of education, of similar age, doing business in the
same geographic area, and having other similar demographic characteristics. Even after controlling for
several factors, the results showed that self-employed African Americans, Hispanics, Native
Americans, and women had lower earnings than white males. Id.

The 1997 Study also conducted a mail survey of both MBE/WBEs and non-MBE/WBE:s to obtain
information on their experiences in the construction industry. Of the MBE/WBEs who responded,
35 percent indicated that they had experienced at least one incident of disparate treatment within the
last five years while engaged in business activities. The survey also posed the following question:
“How often do prime contractors who use your firm as a subcontractor on public sector projects with
[MBE/WBE] goals or requirements ... also use your firm on public sector or private sector projects
without [MBE/WBE] goals or requirements?” Fifty-eight percent of minorities and 41 percent of
white women who responded to this question indicated they were “seldom or never” used on non-
goals projects. Id.
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MBE/WBEs were also asked whether the following aspects of procurement made it more difficult or
impossible to obtain construction contracts: (1) bonding requirements, (2) insurance requirements,
(3) large project size, (4) cost of completing proposals, (5) obtaining working capital, (6) length of
notification for bid deadlines, (7) prequalification requirements, and (8) previous dealings with an
agency. This question was also asked of non-MBE/WBEs in a separate survey. With one exception,
MBE/WBE:s considered each aspect of procurement more problematic than non-MBE/WBEs. To
determine whether a firm’s size or experience explained the different responses, a regression analysis
was conducted that controlled for age of the firm, number of employees, and level of revenues. The
results again showed that with the same, single exception, MBE/WBEs had more difficulties than
non-MBE/WBEs with the same characteristics. Id. at 968-69.

After the 1997 Study was completed, the City enacted the 1998 Ordinance. The 1998 Ordinance
reduced the annual goals to 10 percent for both MBEs and WBEs and eliminated a provision which
previously allowed MBE/WBEs to count their own work toward project goals. Id. at 969.

The anecdotal evidence included the testimony of the senior vice-president of a large, majority-
owned construction firm who stated that when he worked in Denver, he received credible complaints
from minority and women-owned construction firms that they were subject to different work rules
than majority-owned firms. Id. He also testified that he frequently observed graffiti containing racial
or gender epithets written on job sites in the Denver metropolitan area. Further, he stated that he
believed, based on his personal experiences, that many majority-owned firms refused to hire
minority- or women-owned subcontractors because they believed those firms were not competent. Id.

Several MBE/WBE witnesses testified that they experienced difficulty prequalifying for private sector
projects and projects with the City and other governmental entities in Colorado. One individual
testified that her company was required to prequalify for a private sector project while no similar
requirement was imposed on majority-owned firms. Several others testified that they attempted to
prequalify for projects but their applications were denied even though they met the prequalification
requirements. Id.

Other MBE/WBEs testified that their bids were rejected even when they were the lowest bidder; that
they believed they were paid more slowly than majority-owned firms on both City projects and
private sector projects; that they were charged more for supplies and materials; that they were
required to do additional work not part of the subcontracting arrangement; and that they found it
difficult to join unions and trade associations. Id. There was testimony detailing the difficulties
MBE/WBEs experienced in obtaining lines of credit. One WBE testified that she was given a false
explanation of why her loan was declined; another testified that the lending institution required the
co-signature of her husband even though her husband, who also owned a construction firm, was not
required to obtain her co-signature; a third testified that the bank required her father to be involved
in the lending negotiations. Id.

The court also pointed out anecdotal testimony involving recitations of racially- and gender-
motivated harassment experienced by MBE/WBEs at work sites. There was testimony that minority
and female employees working on construction projects were physically assaulted and fondled, spat
upon with chewing tobacco, and pelted with two-inch bolts thrown by males from a height of 80
feet. Id. at 969-70.
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The legal framework applied by the court. The court held that the district court incorrectly
believed Denver was required to prove the existence of discrimination. Instead of considering whether
Denver had demonstrated strong evidence from which an inference of past or present discrimination
could be drawn, the district court analyzed whether Denver’s evidence showed that there is pervasive
discrimination. Id. at 970. The court, quoting Concrete Works I, stated that “the Fourteenth
Amendment does not require a court to make an ultimate finding of discrimination before a
municipality may take affirmative steps to eradicate discrimination.” Id. at 970, quoting Concrete
Works II, 36 F.3d 1513, 1522 (10th Cir. 1994). Denver’s initial burden was to demonstrate that
strong evidence of discrimination supported its conclusion that remedial measures were necessary.
Strong evidence is that “approaching a prima facie case of a constitutional or statutory violation,” not
irrefutable or definitive proof of discrimination. Id. at 97, quoting Croson, 488 U.S. at 500. The
burden of proof at all times remained with the contractor plaintiff to prove by a preponderance of the
evidence that Denver’s “evidence did not support an inference of prior discrimination and thus a

remedial purpose.” Id., quoting Adarand VII, 228 F.3d at 1176.

Denver, the court held, did introduce evidence of discrimination against each group included in the
ordinances. Id. at 971. Thus, Denver’s evidence did not suffer from the problem discussed by the
court in Croson. The court held the district court erroneously concluded that Denver must
demonstrate that the private firms directly engaged in any discrimination in which Denver passively
participates do so intentionally, with the purpose of disadvantaging minorities and women. The
Croson majority concluded that a “city would have a compelling interest in preventing its tax dollars
from assisting [local trade] organizations in maintaining a racially segregated construction market.”
Id. at 971, quoting Croson, 488 U.S. 503. Thus, the court held Denver’s burden was to introduce
evidence which raised the inference of discriminatory exclusion in the local construction industry and
linked its spending to that discrimination. Id.

The court noted the Supreme Court has stated that the inference of discriminatory exclusion can
arise from statistical disparities. Id., citing Croson, 488 U.S. at 503. Accordingly, it concluded that
Denver could meet its burden through the introduction of statistical and anecdotal evidence. To the
extent the district court required Denver to introduce additional evidence to show discriminatory
motive or intent on the part of private construction firms, the district court erred. Denver, according
to the court, was under no burden to identify any specific practice or policy that resulted in
discrimination. Neither was Denver required to demonstrate that the purpose of any such practice or
policy was to disadvantage women or minorities. Id. at 972.

The court found Denver’s statistical and anecdotal evidence relevant because it identifies
discrimination in the local construction industry, not simply discrimination in society. The court
held the genesis of the identified discrimination is irrelevant and the district court erred when it
discounted Denver’s evidence on that basis. Id.

The court held the district court erroneously rejected the evidence Denver presented on marketplace
discrimination. Id. at 973. The court rejected the district court’s erroneous legal conclusion that a
municipality may only remedy its own discrimination. The court stated this conclusion is contrary to
the holdings in Concrete Works II and the plurality opinion in Croson. Id. The court held it

previously recognized in this case that “a municipality has a compelling interest in taking affirmative
steps to remedy both public and private discrimination specifically identified in its area.” Id., quoting
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Concrete Works II, 36 F.3d at 1529 (emphasis added). In Concrete Works II, the court stated that
“we do not read Croson as requiring the municipality to identify an exact linkage between its award

of public contracts and private discrimination.” Id., quoting Concrete Works II, 36 F.3d at 1529.

The court stated that Denver could meet its burden of demonstrating its compelling interest with
evidence of private discrimination in the local construction industry coupled with evidence that it has
become a passive participant in that discrimination. Id. at 973. Thus, Denver was not required to
demonstrate that it is “guilty of prohibited discrimination” to meet its initial burden. Id.

Additionally, the court had previously concluded that Denver’s statistical studies, which compared
utilization of MBE/WBE:s to availability, supported the inference that “local prime contractors” are
engaged in racial and gender discrimination. Id. at 974, quoting Concrete Works II, 36 F.3d at 1529.

Thus, the court held Denver’s disparity studies should not have been discounted because they failed
to specifically identify those individuals or firms responsible for the discrimination. Id.

The Court’s rejection of CWC’s arguments and the district court findings

Use of marketplace data. The court held the district court, inter alia, erroneously concluded that the
disparity studies upon which Denver relied were significantly flawed because they measured
discrimination in the overall Denver MSA construction industry, not discrimination by the City
itself. Id. at 974. The court found that the district court’s conclusion was directly contrary to the
holding in Adarand VII that evidence of both public and private discrimination in the construction
industry is relevant. Id., citing Adarand VII, 228 F.3d at 1166-67).

The court held the conclusion reached by the majority in Croson that marketplace data are relevant
in equal protection challenges to affirmative action programs was consistent with the approach later
taken by the court in Shaw v. Hunt. Id. at 975. In Shaw, a majority of the court relied on the
majority opinion in Croson for the broad proposition that a governmental entity’s “interest in

remedying the effects of past or present racial discrimination may in the proper case justify a
government’s use of racial distinctions.” Id., quoting Shaw, 517 U.S. at 909. The Shaw court did not
adopt any requirement that only discrimination by the governmental entity, either directly or by
utilizing firms engaged in discrimination on projects funded by the entity, was remediable. The
court, however, did set out two conditions that must be met for the governmental entity to show a
compelling interest. “First, the discrimination must be identified discrimination.” Id. at 976, quoting
Shaw, 517 U.S. at 910. The City can satisfy this condition by identifying the discrimination, “‘public
or private, with some specificity.” “ Id. at 976, citing Shaw, 517 U.S. at 910, quoting Croson, 488
U.S. at 504 (emphasis added). The governmental entity must also have a “strong basis in evidence to

conclude that remedial action was necessary.” Id. Thus, the court concluded Shaw specifically stated
that evidence of either public or private discrimination could be used to satisfy the municipality’s
burden of producing strong evidence. Id. at 976.

In Adarand VII, the court noted it concluded that evidence of marketplace discrimination can be
used to support a compelling interest in remedying past or present discrimination through the use of
affirmative action legislation. Id., citing Adarand VII, 228 F.3d at 1166-67 (“[W]e may consider

public and private discrimination not only in the specific area of government procurement contracts

but also in the construction industry generally; thus any findings Congress has made as to the entire
construction industry are relevant.” (emphasis added)). Further, the court pointed out in this case it
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earlier rejected the argument CWC reasserted here that marketplace data are irrelevant and remanded
the case to the district court to determine whether Denver could link its public spending to “the

Denver MSA evidence of industry-wide discrimination.” Id., quoting Concrete Works II, 36 F.3d at
1529. The court stated that evidence explaining “the Denver government’s role in contributing to the
underutilization of MBEs and WBEs in the private construction market in the Denver MSA” was
relevant to Denver’s burden of producing strong evidence. Id., quoting Concrete Works II, 36 F.3d
at 1530 (emphasis added).

Consistent with the court’s mandate in Concrete Works II, the City attempted to show at trial that it

“indirectly contributed to private discrimination by awarding public contracts to firms that in turn
discriminated against MBE and/or WBE subcontractors in other private portions of their business.”
Id. The City can demonstrate that it is a ““passive participant’ in a system of racial exclusion practiced
by elements of the local construction industry” by compiling evidence of marketplace discrimination
and then linking its spending practices to the private discrimination. Id., quoting Croson, 488 U.S.

at 492.

The court rejected CWC’s argument that the lending discrimination studies and business formation
studies presented by Denver were irrelevant. In Adarand VII, the court concluded that evidence of

discriminatory barriers to the formation of businesses by minorities and women and fair competition
between MBE/WBEs and majority-owned construction firms shows a “strong link” between a
government’s “disbursements of public funds for construction contracts and the channeling of those
funds due to private discrimination.” Id. at 977, quoting Adarand VII, 228 F.3d at 1167-68. The
court found that evidence that private discrimination resulted in barriers to business formation is
relevant because it demonstrates that MBE/WBEs are precluded ar the outset from competing for
public construction contracts. The court also found that evidence of barriers to fair competition is
relevant because it again demonstrates that existing MBE/WBEs are precluded from competing for
public contracts. Thus, like the studies measuring disparities in the utilization of MBE/WBEs in the
Denver MSA construction industry, studies showing that discriminatory barriers to business
formation exist in the Denver construction industry are relevant to the City’s showing that it
indirectly participates in industry discrimination. Id. at 977.

The City presented evidence of lending discrimination to support its position that MBE/WBEs in
the Denver MSA construction industry face discriminatory barriers to business formation. Denver
introduced a disparity study prepared in 1996 and sponsored by the Denver Community
Reinvestment Alliance, Colorado Capital Initiatives, and the City. The Study ultimately concluded
that “despite the fact that loan applicants of three different racial/ethnic backgrounds in this sample
were not appreciably different as businesspeople, they were ultimately treated differently by the

lenders on the crucial issue of loan approval or denial.” Id. at 977-78. In Adarand VII, the court
concluded that this study, among other evidence, “strongly support[ed] an initial showing of
discrimination in lending.” Id. at 978, quoting, Adarand VII, 228 F.3d at 1170, n. 13 (“Lending
discrimination alone of course does not justify action in the construction market. However, the
persistence of such discrimination ... supports the assertion that the formation, as well as utilization,
of minority-owned construction enterprises has been impeded.”). The City also introduced anecdotal
evidence of lending discrimination in the Denver construction industry.
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CWC did not present any evidence that undermined the reliability of the lending discrimination
evidence but simply repeated the argument, foreclosed by circuit precedent, that it is irrelevant. The
court rejected the district court criticism of the evidence because it failed to determine whether the
discrimination resulted from discriminatory attitudes or from the neutral application of banking
regulations. The court concluded, that discriminatory motive can be inferred from the results shown
in disparity studies. The court held the district court’s criticism did not undermine the study’s
reliability as an indicator that the City is passively participating in marketplace discrimination. The
court noted that, in Adarand VII it took “judicial notice of the obvious causal connection between

access to capital and ability to implement public works construction projects.” Id. at 978, quoting
Adarand VII, 228 F.3d at 1170.

Denver also introduced evidence of discriminatory barriers to competition faced by MBE/WBE:s in
the form of business formation studies. The 1990 Study and the 1995 Study both showed that all
minority groups in the Denver MSA formed their own construction firms at rates lower than the
total population but that women formed construction firms at higher rates. The 1997 Study
examined self-employment rates and controlled for gender, marital status, education, availability of
capital, and personal/family variables. As discussed, supra, the Study concluded that African
Americans, Hispanics, and Native Americans working in the construction industry have lower rates
of self-employment than similarly situated whites. Asian Americans had higher rates. The 1997 Study
also concluded that minority and female business owners in the construction industry, with the
exception of Asian American owners, have lower earnings than white male owners. This conclusion
was reached after controlling for education, age, marital status, and disabilities. Id. at 978.

The court held that the district court’s conclusion that the business formation studies could not be
used to justify the ordinances conflicts with its holding in Adarand VII. “[T]he existence of evidence
indicating that the number of [MBEs] would be significantly (but unquantifiably) higher but for
such barriers is nevertheless relevant to the assessment of whether a disparity is sufficiently significant
to give rise to an inference of discriminatory exclusion.” Id. at 979, quoting Adarand VII,228 F.3d at
1174.

In sum, the court held the district court erred when it refused to consider or give sufficient weight to
the lending discrimination study, the business formation studies, and the studies measuring

marketplace discrimination. That evidence was legally relevant to the City’s burden of demonstrating
a strong basis in evidence to support its conclusion that remedial legislation was necessary. Id. at 979-

80.

Variables. CWC challenged Denver’s disparity studies as unreliable because the disparities shown in
the studies may be attributable to firm size and experience rather than discrimination. Denver
countered, however, that a firm’s size has little effect on its qualifications or its ability to provide
construction services and that MBE/WBE:s, like all construction firms, can perform most services
either by hiring additional employees or by employing subcontractors. CWC responded that
elasticity itself is relative to size and experience; MBE/WBEs are less capable of expanding because
they are smaller and less experienced. Id. at 980.

The court concluded that even if it assumed that MBE/WBEs are less able to expand because of their
smaller size and more limited experience, CWC did not respond to Denver’s argument and the
evidence it presented showing that experience and size are not race- and gender-neutral variables and
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that MBE/WBE construction firms are generally smaller and less experienced because of industry
discrimination. Id. at 981. The lending discrimination and business formation studies, according to
the court, both strongly supported Denver’s argument that MBE/WBEs are smaller and less
experienced because of marketplace and industry discrimination. In addition, Denver’s expert
testified that discrimination by banks or bonding companies would reduce a firm’s revenue and the
number of employees it could hire. Id.

Denver also argued its Studies controlled for size and the 1995 Study controlled for experience. It
asserted that the 1990 Study measured revenues per employee for construction for MBE/WBEs and
concluded that the resulting disparities, “suggest[ | that even among firms of the same employment
size, industry utilization of MBEs and WBEs was lower than that of non-minority male-owned
firms.” Id. at 982. Similarly, the 1995 Study controlled for size, calculating, inter alia, disparity
indices for firms with no paid employees which presumably are the same size.

Based on the uncontroverted evidence presented at trial, the court concluded that the district court
did not give sufficient weight to Denver’s disparity studies because of its erroneous conclusion that
the studies failed to adequately control for size and experience. The court held that Denver is
permitted to make assumptions about capacity and qualification of MBE/WBEs to perform
construction services if it can support those assumptions. The court found the assumptions made in
this case were consistent with the evidence presented at trial and supported the City’s position that a
firm’s size does not affect its qualifications, willingness, or ability to perform construction services and
that the smaller size and lesser experience of MBE/WBE:s are, themselves, the result of industry
discrimination. Further, the court pointed out CWC did not conduct its own disparity study using
marketplace data and thus did not demonstrate that the disparities shown in Denver’s studies would
decrease or disappear if the studies controlled for size and experience to CWC'’s satisfaction.
Consequently, the court held CWC’s rebuttal evidence was insufficient to meet its burden of
discrediting Denver’s disparity studies on the issue of size and experience. Id. at 982.

Specialization. The district court also faulted Denver’s disparity studies because they did not control
for firm specialization. The court noted the district court’s criticism would be appropriate only if
there was evidence that MBE/WBEs are more likely to specialize in certain construction fields. Id. at
982.

The court found there was no identified evidence showing that certain construction specializations
require skills less likely to be possessed by MBE/WBEs. The court found relevant the testimony of
the City’s expert, that the data he reviewed showed that MBEs were represented “widely across the
different [construction] specializations.” Id. at 982-83. There was no contrary testimony that
aggregation bias caused the disparities shown in Denver’s studies. Id. at 983.

The court held that CWC failed to demonstrate that the disparities shown in Denver’s studies are
eliminated when there is control for firm specialization. In contrast, one of the Denver studies, which
controlled for SIC-code subspecialty and still showed disparities, provided support for Denver’s
argument that firm specialization does not explain the disparities. Id. at 983.

The court pointed out that disparity studies may make assumptions about availability as long as the
same assumptions can be made for all firms. Id. at 983.
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Utilization of MBE/WBEs on City projects. CWC argued that Denver could not demonstrate a
compelling interest because it overutilized MBE/WBEs on City construction projects. This
argument, according to the court, was an extension of CWC’s argument that Denver could justify the
ordinances only by presenting evidence of discrimination by the City itself or by contractors while
working on City projects. Because the court concluded that Denver could satisfy its burden by
showing that it is an indirect participant in industry discrimination, CWC’s argument relating to the
utilization of MBE/WBE:s on City projects goes only to the weight of Denver’s evidence. Id. at 984.

Consistent with the court’s mandate in Concrete Works II, at trial Denver sought to demonstrate

that the utilization data from projects subject to the goals program were tainted by the program and
“reflect[ed] the intended remedial effect on MBE and WBE utilization.” Id. at 984, quoting
Concrete Works I, 36 F.3d at 1526. Denver argued that the non-goals data were the better indicator

of past discrimination in public contracting than the data on all City construction projects. Id. at
984-85. The court concluded that Denver presented ample evidence to support the conclusion that
the evidence showing MBE/WBE utilization on City projects not subject to the ordinances or the
goals programs is the better indicator of discrimination in City contracting. Id. at 985.

The court rejected CWC’s argument that the marketplace data were irrelevant but agreed that the
non-goals data were also relevant to Denver’s burden. The court noted that Denver did not rely
heavily on the non-goals data at trial but focused primarily on the marketplace studies to support its

burden. Id. at 985.

In sum, the court held Denver demonstrated that the utilization of MBE/WBEs on City projects had
been affected by the affirmative action programs that had been in place in one form or another since
1977. Thus, the non-goals data were the better indicator of discrimination in public contracting. The
court concluded that, on balance, the non-goals data provided some support for Denver’s position

that racial and gender discrimination existed in public contracting before the enactment of the
ordinances. Id. at 987-88.

Anecdotal evidence. The anecdotal evidence, according to the court, included several incidents
involving profoundly disturbing behavior on the part of lenders, majority-owned firms, and
individual employees. Id. at 989. The court found that the anecdotal testimony revealed behavior
that was not merely sophomoric or insensitive, but which resulted in real economic or physical harm.
While CWC also argued that all new or small contractors have difficulty obtaining credit and that
treatment the witnesses characterized as discriminatory is experienced by all contractors, Denver’s
witnesses specifically testified that they believed the incidents they experienced were motivated by
race or gender discrimination. The court found they supported those beliefs with testimony that
majority-owned firms were not subject to the same requirements imposed on them. Id.

The court held there was no merit to CWC’s argument that the witnesses’ accounts must be verified
to provide support for Denver’s burden. The court stated that anecdotal evidence is nothing more
than a witness’ narrative of an incident told from the witness’ perspective and including the witness’
perceptions. Id.

After considering Denver’s anecdotal evidence, the district court found that the evidence “shows that
race, ethnicity and gender affect the construction industry and those who work in it” and that the
egregious mistreatment of minority and women employees “had direct financial consequences” on
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construction firms. Id. at 989, quoting Concrete Works III, 86 F. Supp. 2d at 1074, 1073. Based on
the district court’s findings regarding Denver’s anecdotal evidence and its review of the record, the

court concluded that the anecdotal evidence provided persuasive, unrebutted support for Denver’s
initial burden. Id. at 989-90, citing Int’l Bhd. of Teamsters v. United States, 431 U.S. 324, 339

(1977) (concluding that anecdotal evidence presented in a pattern or practice discrimination case was

persuasive because it “brought the cold [statistics] convincingly to life”).

Summary. The court held the record contained extensive evidence supporting Denver’s position that
it had a strong basis in evidence for concluding that the 1990 Ordinance and the 1998 Ordinance
were necessary to remediate discrimination against both MBEs and WBEs. Id. at 990. The
information available to Denver and upon which the ordinances were predicated, according to the
court, indicated that discrimination was persistent in the local construction industry and that Denver
was, at least, an indirect participant in that discrimination.

To rebut Denver’s evidence, the court stated CWC was required to “establish that Denver’s evidence
did not constitute strong evidence of such discrimination.” Id. at 991, quoting Concrete Works I,

36 F.3d at 1523. CWC could not meet its burden of proof through conjecture and unsupported
criticisms of Denver’s evidence. Rather, it must present “credible, particularized evidence.” Id.,
quoting Adarand VII, 228 F.3d at 1175. The court held that CWC did not meet its burden. CWC
hypothesized that the disparities shown in the studies on which Denver relies could be explained by

any number of factors other than racial discrimination. However, the court found it did not conduct
its own marketplace disparity study controlling for the disputed variables and presented no other
evidence from which the court could conclude that such variables explain the disparities. Id. at 991-

92.

Narrow tailoring. Having concluded that Denver demonstrated a compelling interest in the race-
based measures and an important governmental interest in the gender-based measures, the court held
it must examine whether the ordinances were narrowly tailored to serve the compelling interest and
are substantially related to the achievement of the important governmental interest. Id. at 992.

The court stated it had previously concluded in its earlier decisions that Denver’s program was
narrowly tailored. CWC appealed the grant of summary judgment and that appeal culminated in the
decision in Concrete Works II. The court reversed the grant of summary judgment on the

compelling-interest issue and concluded that CWC had waived any challenge to the narrow tailoring
conclusion reached by the district court. Because the court found Concrete Works did not challenge
the district court’s conclusion with respect to the second prong of Croson’s strict scrutiny standard
— l.e., that the Ordinance is narrowly tailored to remedy past and present discrimination — the
court held it need not address this issue. Id. at 992, citing Concrete Works I, 36 F.3d at 1531, n. 24.

The court concluded that the district court lacked authority to address the narrow tailoring issue on
remand because none of the exceptions to the law of the case doctrine are applicable. The district
court’s earlier determination that Denver’s affirmative-action measures were narrowly tailored is law
of the case and binding on the parties.
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5. Inre City of Memphis, 293 F. 3d 345 (6th Cir. 2002)

This case is instructive to the disparity study in particular based on its holding that a local
government may be prohibited from utilizing post-enactment evidence in support of a MBE/WBE-
type program. The United States Court of Appeals for Sixth Circuit held that pre-enactment
evidence was required to justify the City of Memphiss MBE/WBE Program. The Sixth Circuit held
that a government must have had sufficient evidentiary justification for a racially conscious statue in
advance of its passage. The district court had ruled that the City could not introduce the post-
enactment study as evidence of a compelling interest to justify its MBE/WBE Program. The Sixth
Circuit denied the City’s application for an interlocutory appeal on the district court’s order and
refused to grant the City’s request to appeal this issue.

6. Associated Gen. Contractors v. Drabik, 214 F.3d 730 (6th Cir. 2000),
aff’g Case No. C2-98-943, 998 WL 812241 (S.D. Ohio 1998)

This case is instructive to the disparity study based on the analysis applied in finding the evidence
insufficient to justify an MBE/WBE program, and the application of the narrowly tailored test. The
Sixth Circuit Court of Appeals enjoined the enforcement of the state MBE program, and in so doing
reversed state court precedent finding the program constitutional. This case affirmed a district court
decision enjoining the award of a “set-aside” contract based on the State of Ohio’s MBE program
with the award of construction contracts. The court held, among other things, that the mere
existence of societal discrimination was insufficient to support a racial classification. The court found
that the economic data were insufficient and too outdated. The court held the State could not
establish a compelling governmental interest and that the statute was not narrowly tailored. The court
held, among other things, the statute failed the narrow tailoring test because there was no evidence
that the State had considered race-neutral remedies.

The court was mindful of the fact that it was striking down an entire class of programs by declaring
the State of Ohio MBE statute in question unconstitutional, and noted that its decision was “not
reconcilable” with the Ohio Supreme Court’s decision in Ritchie Produce, 707 N.E.2d 871 (Ohio
1999) (upholding the Ohio State MBE Program).

7. W.H. Scott Constr. Co. v. City of Jackson, 199 F.3d 206 (5th Cir. 1999)

This case is instructive to the disparity study because the decision highlights the evidentiary burden
imposed by the courts necessary to support a local MBE/WBE program. In addition, the Fifth Circuit
permitted the aggrieved contractor to recover lost profits from the City of Jackson, Mississippi due to
the City’s enforcement of the MBE/WBE program that the court held was unconstitutional.

The Fifth Circuit, applying strict scrutiny, held that the City of Jackson, Mississippi failed to
establish a compelling governmental interest to justify its policy placing 15 percent minority
participation goals for City construction contracts. In addition, the court held the evidence upon
which the City relied was faulty for several reasons, including because it was restricted to the letting
of prime contracts by the City under the City’s Program, and it did not include an analysis of the
availability and utilization of qualified minority subcontractors, the relevant statistical pool in the
City’s construction projects. Significantly, the court also held that the plaintiff in this case could
recover lost profits against the City as damages as a result of being denied a bid award based on the
application of the MBE/WBE program.
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8. Monterey Mechanical v. Wilson, 125 F.3d 702 (9th Cir. 1997)

This case is instructive in that the Ninth Circuit analyzed and held invalid the enforcement of a
MBE/WBE-type program. Although the program at issue utilized the term “goals” as opposed to
“quotas,” the Ninth Circuit rejected such a distinction, holding “[t]he relevant question is not
whether a statute requires the use of such measures, but whether it authorizes or encourages them.”
The case also is instructive because it found the use of “goals” and the application of “good faith
efforts” in connection with achieving goals to trigger strict scrutiny.

Monterey Mechanical Co. (the “plaintiff”) submitted the low bid for a construction project for the
California Polytechnic State University (the “University”). 125 F.3d 702, 704 (9th Cir. 1994). The
University rejected the plaintiff’s bid because the plaintiff failed to comply with a state statute
requiring prime contractors on such construction projects to subcontract 23 percent of the work to
MBE/WBE:s or, alternatively, demonstrate good faith outreach efforts. Id. The plaintiff conducted
good faith outreach efforts but failed to provide the requisite documentation; the awardee prime
contractor did not subcontract any portion of the work to MBE/WBEs but did include
documentation of good faith outreach efforts. Id.

Importantly, the University did not conduct a disparity study, and instead argued that because “the
‘goal requirements’ of the scheme ‘[did] not involve racial or gender quotas, set-asides or
preferences,” the University did not need a disparity study. Id. at 705. The plaintiff protested the
contract award and sued the University’s trustees, and a number of other individuals (collectively the
“defendants”) alleging the state law was violative of the Equal Protection Clause. Id. The district
court denied the plaintiff’s motion for an interlocutory injunction and the plaintiff appealed to the

Ninth Circuit Court of Appeals. Id.

The defendants first argued that the statute was constitutional because it treated all general
contractors alike, by requiring all to comply with the MBE/WBE participation goals. Id. at 708. The
court held, however, that a minority or women business enterprise could satisfy the participation
goals by allocating the requisite percentage of work to itself. Id. at 709. The court held that contrary
to the district court’s finding, such a difference was not de minimis. 1d.

The defendant’s also argued that the statute was not subject to strict scrutiny because the statute did
not impose rigid quotas, but rather only required good faith outreach efforts. Id. at 710. The court
rejected the argument finding that although the statute permitted awards to bidders who did not
meet the percentage goals, “they are rigid in requiring precisely described and monitored efforts to
attain those goals.” Id. The court cited its own earlier precedent to hold that “the provisions are not
immunized from scrutiny because they purport to establish goals rather than quotas ... [T]he relevant
question is not whether a statute requires the use of such measures, but whether it authorizes or
encourages them.” Id. at 710-11 (internal citations and quotations omitted). The court found that
the statute encouraged set asides and cited Concrete Works of Colorado v. Denver, 36 F.3d 1512
(10th Cir. 1994), as analogous support for the proposition. Id. at 711.

The court found that the statute treated contractors differently based upon their race, ethnicity and
gender, and although “worded in terms of goals and good faith, the statute imposes mandatory
requirements with concreteness.” Id. The court also noted that the statute may impose additional

BBC RESEARCH & CONSULTING APPENDIX B, PAGE 63



compliance expenses upon non-MBE/WBE firms who are required to make good faith outreach
efforts (e.g., advertising) to MBE/WBE firms. Id. at 712.

The court then conducted strict scrutiny (race), and an intermediate scrutiny (gender) analyses. Id. at
712-13. The court found the University presented “no evidence” to justify the race- and gender-
based classifications and thus did not consider additional issues of proof. Id. at 713. The court found
that the statute was not narrowly tailored because the definition of “minority” was overbroad (e.g.,
inclusion of Aleuts). Id. at 714, citing Wygant v. Jackson Board of Education, 476 U.S. 267, 284, n.
13 (1986) and City of Richmond v. J.A. Croson, Co., 488 U.S. 469, 505-06 (1989). The court

found “[a] broad program that sweeps in all minorities with a remedy that is in no way related to past

harms cannot survive constitutional scrutiny.” Id. at 714, citing Hopwood v. State of Texas, 78 F.3d
932, 951 (5th Cir. 1996). The court held that the statute violated the Equal Protection Clause.

9. Eng’g Contractors Ass’n of S. Florida v. Metropolitan Dade County, 122
F.3d 895 (11th Cir. 1997)

Engineering Contractors Association of South Florida v. Metropolitan Engineering Contractors

Association is a paramount case in the Eleventh Circuit and is instructive to the disparity study. This
decision has been cited and applied by the courts in various circuits that have addressed MBE/WBE-
type programs or legislation involving local government contracting and procurement.

In Engineering Contractors Association, six trade organizations (the “plaintiffs”) filed suit in the
District Court for the Southern District of Florida, challenging three affirmative action programs
administered by Engineering Contractors Association, Florida, (the “County”) as violative of the
Equal Protection Clause. 122 F.3d 895, 900 (11th Cir. 1997). The three affirmative action programs
challenged were the Black Business Enterprise Program (“BBE”), the Hispanic Business Enterprise
Program (“HBE”), and the Woman Business Enterprise Program, (“WBE”), (collectively “MWBE”
programs). Id. The plaintiffs challenged the application of the program to County construction
contracts. Id.

For certain classes of construction contracts valued over $25,000, the County set participation goals
of 15 percent for BBEs, 19 percent for HBEs, and 11 percent for WBEs. Id. at 901. The County
established five “contract measures” to reach the participation goals: (1) set asides, (2) subcontractor
goals, (3) project goals, (4) bid preferences, and (5) selection factors. Once a contract was identified
as covered by a participation goal, a review committee would determine whether a contract measure
should be utilized. Id. The County Commission would make the final determination and its decision
was appealable to the County Manager. Id. The County reviewed the efficacy of the MWBE
programs annually, and reevaluated the continuing viability of the MWBE programs every five years.

Id.

In a bench trial, the district court applied strict scrutiny to the BBE and HBE programs and held that
the County lacked the requisite “strong basis in evidence” to support the race- and ethnicity-
conscious measures. Id. at 902. The district court applied intermediate scrutiny to the WBE program
and found that the “County had presented insufficient probative evidence to support its stated
rationale for implementing a gender preference.” Id. Therefore, the County had failed to demonstrate
a “compelling interest” necessary to support the BBE and HBE programs, and failed to demonstrate
an “important interest” necessary to support the WBE program. Id. The district court assumed the
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existence of a sufficient evidentiary basis to support the existence of the MWBE programs but held
the BBE and HBE programs were not narrowly tailored to the interests they purported to serve; the
district court held the WBE program was not substantially related to an important government
interest. Id. The district court entered a final judgment enjoining the County from continuing to
operate the MWBE programs and the County appealed. The Eleventh Circuit Court of Appeals
affirmed. Id. at 900, 903.
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On appeal, the Eleventh Circuit considered four major issues:

1. Whether the plaintiffs had standing. [The Eleventh Circuit answered this in the affirmative and
that portion of the opinion is omitted from this summary];

2. Whether the district court erred in finding the County lacked a “strong basis in evidence” to
justify the existence of the BBE and HBE programs;

3. Whether the district court erred in finding the County lacked a “sufficient probative basis in
evidence” to justify the existence of the WBE program; and

4. Whether the MWBE programs were narrowly tailored to the interests they were purported to
serve.

Id. at 903.

The Eleventh Circuit held that the BBE and HBE programs were subject to the strict scrutiny
standard enunciated by the U.S. Supreme Court in City of Richmond v. J.A. Croson Co., 488 U.S.
469 (1989). Id. at 906. Under this standard, “an affirmative action program must be based upon a

‘compelling government interest’ and must be ‘narrowly tailored’ to achieve that interest.” Id. The
Eleventh Circuit further noted:

In practice, the interest that is alleged in support of racial
preferences is almost always the same — remedying past or present
discrimination. That interest is widely accepted as compelling. As a
result, the true test of an affirmative action program is usually not
the nature of the government’s interest, but rather the adequacy of
the evidence of discrimination offered to show that interest.

Id. (internal citations omitted).

Therefore, strict scrutiny requires a finding of a “‘strong basis in evidence’ to support the conclusion
that remedial action is necessary.” Id., citing Croson, 488 U.S. at 500). The requisite “‘strong basis in

evidence’ cannot rest on ‘an amorphous claim of societal discrimination, on simple legislative
assurances of good intention, or on congressional findings of discrimination in the national
economy.” Id. at 907, citing Ensley Branch, NAACPv. Seibels, 31 F.3d 1548, 1565 (11th Cir.
1994) (citing and applying Croson)). However, the Eleventh Circuit found that a governmental

entity can “justify affirmative action by demonstrating ‘gross statistical disparities’ between the
proportion of minorities hired ... and the proportion of minorities willing and able to do the work
... Anecdotal evidence may also be used to document discrimination, especially if buttressed by
relevant statistical evidence.” Id. (internal citations omitted).

Notwithstanding the “exceedingly persuasive justification” language utilized by the Supreme Court in
United States v. Virginia, 116 S. Ct. 2264 (1996) (evaluating gender-based government action), the
Eleventh Circuit held that the WBE program was subject to traditional intermediate scrutiny. Id. at
908. Under this standard, the government must provide “sufficient probative evidence” of
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discrimination, which is a lesser standard than the “strong basis in evidence” under strict scrutiny. Id.
at 910.

The County provided two types of evidence in support of the MWBE programs: (1) statistical
evidence, and (2) non-statistical “anecdotal” evidence. Id. at 911. As an initial matter, the Eleventh
Circuit found that in support of the BBE program, the County permissibly relied on substantially
“post-enactment” evidence (i.e., evidence based on data related to years following the initial
enactment of the BBE program). Id. However, “such evidence carries with it the hazard that the
program at issue may itself be masking discrimination that might otherwise be occurring in the
relevant market.” Id. at 912. A district court should not “speculate about what the data might have
shown had the BBE program never been enacted.” Id.

The statistical evidence. The County presented five basic categories of statistical evidence: (1)
County contracting statistics; (2) County subcontracting statistics; (3) marketplace data statistics; (4)
The Wainwright Study; and (5) The Brimmer Study. Id. In summary, the Eleventh Circuit held that
the County’s statistical evidence (described more fully below) was subject to more than one
interpretation. Id. at 924. The district court found that the evidence was “insufficient to form the
requisite strong basis in evidence for implementing a racial or ethnic preference, and that it was
insufficiently probative to support the County’s stated rationale for imposing a gender preference.”
Id. The district court’s view of the evidence was a permissible one. Id.

County contracting statistics. The County presented a study comparing three factors for County
non-procurement construction contracts over two time periods (1981-1991 and 1993): (1) the
percentage of bidders that were MWBE firms; (2) the percentage of awardees that were MWBE
firms; and (3) the proportion of County contract dollars that had been awarded to MWBE firms. 1d.
at 912.

The Eleventh Circuit found that notably, for the BBE and HBE statistics, generally there were no
“consistently negative disparities between the bidder and awardee percentages. In fact, by 1993, the
BBE and HBE bidders are being awarded more than their proportionate ‘share’ ... when the bidder
percentages are used as the baseline.” Id. at 913. For the WBE statistics, the bidder/awardee statistics
were “decidedly mixed” as across the range of County construction contracts. Id.

The County then refined those statistics by adding in the total percentage of annual County
construction dollars awarded to MBE/WBEs, by calculating “disparity indices” for each program and
classification of construction contract. The Eleventh Circuit explained:

[A] disparity index compares the amount of contract awards a group
actually got to the amount we would have expected it to get based on
that group’s bidding activity and awardee success rate. More
specifically, a disparity index measures the participation of a group in
County contracting dollars by dividing that group’s contract dollar
percentage by the related bidder or awardee percentage, and
multiplying that number by 100 percent.

Id. at 914. “The utility of disparity indices or similar measures ... has been recognized by a number
of federal circuit courts.” Id.
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The Eleventh Circuit found that “[i]n general ... disparity indices of 80 percent or greater, which are
close to full participation, are not considered indications of discrimination.” Id. The Eleventh Circuit
noted that “the EEOC’s disparate impact guidelines use the 80 percent test as the boundary line for
determining a prima facie case of discrimination.” Id., citing 29 C.F.R. § 1607.4D. In addition, no
circuit that has “explicitly endorsed the use of disparity indices [has] indicated that an index of 80
percent or greater might be probative of discrimination.” Id., citing Concrete Works v. City &
County of Denver, 36 F.3d 1513, 1524 (10th Cir. 1994) (crediting disparity indices ranging from
0% to 3.8%); Contractors Ass’n v. City of Philadelphia, 6 F.3d 990 (3d Cir. 1993) (crediting
disparity index of 4%).

After calculation of the disparity indices, the County applied a standard deviation analysis to test the
statistical significance of the results. Id. at 914. “The standard deviation figure describes the
probability that the measured disparity is the result of mere chance.” Id. The Eleventh Circuit had
previously recognized “[s]ocial scientists consider a finding of two standard deviations significant,
meaning there is about one chance in 20 that the explanation for the deviation could be random and
the deviation must be accounted for by some factor other than chance.” Id.

The statistics presented by the County indicated “statistically significant underutilization of BBEs in
County construction contracting.” Id. at 916. The results were “less dramatic” for HBEs and mixed
as between favorable and unfavorable for WBEs. Id.

The Eleventh Circuit then explained the burden of proof:

[Olnce the proponent of affirmative action introduces its statistical
proof as evidence of its remedial purpose, thereby supplying the
[district] court with the means for determining that [it] had a firm basis
for concluding that remedial action was appropriate, it is incumbent
upon the [plaintiff] to prove their case; they continue to bear the
ultimate burden of persuading the [district] court that the [defendant’s]
evidence did not support an inference of prior discrimination and thus
a remedial purpose, or that the plan instituted on the basis of this
evidence was not sufficiently ‘narrowly tailored.’

Id. (internal citations omitted).

The Eleventh Circuit noted that a plaintiff has at least three methods to rebut the inference of
discrimination with a “neutral explanation” by: “(1) showing that the statistics are flawed; (2)
demonstrating that the disparities shown by the statistics are not significant or actionable; or (3)
presenting contrasting statistical data.” Id. (internal quotations and citations omitted). The Eleventh
Circuit held that the plaintiffs produced “sufficient evidence to establish a neutral explanation for the
disparities.” Id.

The plaintiffs alleged that the disparities were “better explained by firm size than by discrimination
... [because] minority and female-owned firms tend to be smaller, and that it stands to reason smaller
firms will win smaller contracts.” Id. at 916-17. The plaintiffs produced Census data indicating, on
average, minority- and female-owned construction firms in Engineering Contractors Association were

smaller than non-MBE/WBE firms. Id. at 917. The Eleventh Circuit found that the plaintiff’s
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explanation of the disparities was a “plausible one, in light of the uncontroverted evidence that
MBE/WBE construction firms tend to be substantially smaller than non-MBE/WBE firms.” Id.

Additionally, the Eleventh Circuit noted that the County’s own expert admitted that “firm size plays
a significant role in determining which firms win contracts.” Id. The expert stated:

The size of the firm has got to be a major determinant because of
course some firms are going to be larger, are going to be better
prepared, are going to be in a greater natural capacity to be able to
work on some of the contracts while others simply by virtue of
their small size simply would not be able to do it.

Id.

The Eleventh Circuit then summarized:

Because they are bigger, bigger firms have a bigger chance to win
bigger contracts. It follows that, all other factors being equal and in
a perfectly nondiscriminatory market, one would expect the bigger
(on average) non-MWBE firms to get a disproportionately higher
percentage of total construction dollars awarded than the smaller

MWBE firms.

1d.

In an anticipation of such an argument, the County conducted a regression analysis to control for
firm size. Id. A regression analysis is “a statistical procedure for determining the relationship between
a dependent and independent variable, e.g., the dollar value of a contract award and firm size.” Id.
(internal citations omitted). The purpose of the regression analysis is “to determine whether the
relationship between the two variables is statistically meaningful.” Id.

The County’s regression analysis sought to identify disparities that could not be explained by firm
size, and theoretically instead based on another factor, such as discrimination. Id. The County
conducted two regression analyses using two different proxies for firm size: (1) total awarded value of
all contracts bid on; and (2) largest single contract awarded. Id. The regression analyses accounted for
most of the negative disparities regarding MBE/WBE participation in County construction contracts
(i.e., most of the unfavorable disparities became statistically insignificant, corresponding to standard
deviation values less that two). Id.

Based on an evaluation of the regression analysis, the district court held that the demonstrated
disparities were attributable to firm size as opposed to discrimination. Id. at 918. The district court
concluded that the few unexplained disparities that remained after regressing for firm size were
insufficient to provide the requisite “strong basis in evidence” of discrimination of BBEs and HBEs.
1d. The Eleventh Circuit held that this decision was not clearly erroneous. 1d.

With respect to the BBE statistics, the regression analysis explained all but one negative disparity, for
one type of construction contract between 1989-1991. Id. The Eleventh Circuit held the district
court permissibly found that this did not constitute a “strong basis in evidence” of discrimination. Id.
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With respect to the HBE statistics, one of the regression methods failed to explain the unfavorable
disparity for one type of contract between 1989-1991, and both regression methods failed to explain
the unfavorable disparity for another type of contract during that same time period. Id. However, by
1993, both regression methods accounted for all of the unfavorable disparities, and one of the
disparities for one type of contract was actually favorable for HBEs. Id. The Eleventh Circuit held the
district court permissibly found that this did not constitute a “strong basis in evidence” of
discrimination. Id.

Finally, with respect to the WBE statistics, the regression analysis explained all but one negative
disparity, for one type of construction contract in the 1993 period. Id. The regression analysis
explained all of the other negative disparities, and in the 1993 period, a disparity for one type of
contract was actually favorable to WBEs. Id. The Eleventh Circuit held the district court permissibly
found that this evidence was not “sufficiently probative of discrimination.” Id.

The County argued that the district court erroneously relied on the disaggregated data (i.e., broken
down by contract type) as opposed to the consolidated statistics. Id. at 919. The district court
declined to assign dispositive weight to the aggregated data for the BBE statistics for 1989-1991
because (1) the aggregated data for 1993 did not show negative disparities when regressed for firm
size, (2) the BBE disaggregated data left only one unexplained negative disparity for one type of
contract for 1989-1991 when regressed for firm size, and (3) “the County’s own expert testified as to
the utility of examining the disaggregated data ‘insofar as they reflect different kinds of work,
different bidding practices, perhaps a variety of other factors that could make them heterogeneous
with one another.” Id.

Additionally, the district court noted, and the Eleventh Circuit found that “the aggregation of
disparity statistics for nonheterogenous data populations can give rise to a statistical phenomenon
known as ‘Simpson’s Paradox,” which leads to illusory disparities in improperly aggregated data that
disappear when the data are disaggregated.” Id. at 919, n. 4 (internal citations omitted). “Under those
circumstances,” the Eleventh Circuit held that the district court did not err in assigning less weight to
the aggregated data, in finding the aggregated data for BBEs for 1989-1991 did not provide a “strong
basis in evidence” of discrimination, or in finding that the disaggregated data formed an insufficient
basis of support for any of the MBE/WBE programs given the applicable constitutional requirements.
Id. at 919.

County subcontracting statistics. The County performed a subcontracting study to measure
MBE/WBE participation in the County’s subcontracting businesses. For each MBE/WBE category
(BBE, HBE, and WBE), “the study compared the proportion of the designated group that filed a
subcontractor’s release of lien on a County construction project between 1991 and 1994 with the
proportion of sales and receipt dollars that the same group received during the same time period.” Id.
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The district court found the statistical evidence insufficient to support the use of race- and ethnicity-
conscious measures, noting problems with some of the data measures. Id. at 920.

Most notably, the denominator used in the calculation of the
MWBE sales and receipts percentages is based upon the total sales
and receipts from all sources for the firm filing a subcontractor’s
release of lien with the County. That means, for instance, that if a
nationwide non-MWBE company performing 99 percent of its
business outside of Dade County filed a single subcontractor’s
release of lien with the County during the relevant time frame, all
of its sales and receipts for that time frame would be counted in the
denominator against which MWBE sales and receipts are
compared. As the district court pointed out, that is not a reasonable
way to measure Dade County subcontracting participation.

Id. The County’s argument that a strong majority (72%) of the subcontractors were located in Dade
County did not render the district court’s decision to fail to credit the study erroneous. Id.

Marketplace data statistics. The County conducted another statistical study “to see what the
differences are in the marketplace and what the relationships are in the marketplace.” Id. The study
was based on a sample of 568 contractors, from a pool of 10,462 firms, that had filed a “certificate of
competency” with Dade County as of January 1995. Id. The selected firms participated in a
telephone survey inquiring about the race, ethnicity, and gender of the firm’s owner, and asked for
information on the firm’s total sales and receipts from all sources. Id. The County’s expert then
studied the data to determine “whether meaningful relationships existed between (1) the race,
ethnicity, and gender of the surveyed firm owners, and (2) the reported sales and receipts of that firm.
Id. The expert’s hypothesis was that unfavorable disparities may be attributable to marketplace
discrimination. The expert performed a regression analysis using the number of employees as a proxy
for size. 1d.

The Eleventh Circuit first noted that the statistical pool used by the County was substantially larger
than the actual number of firms, willing, able, and qualified to do the work as the statistical pool
represented all those firms merely licensed as a construction contractor. Id. Although this factor did
not render the study meaningless, the district court was entitled to consider that in evaluating the
weight of the study. Id. at 921. The Eleventh Circuit quoted the Supreme Court for the following
proposition: “[w]hen special qualifications are required to fill particular jobs, comparisons to the
general population (rather than to the smaller group of individuals who possess the necessary
qualifications) may have little probative value.” Id., quoting Croson, 488 U.S. at 501, quoting
Hazelwood Sch. Dist. v. United States, 433 U.S. 299, 308 n. 13 (1977).

The Eleventh Circuit found that after regressing for firm size, neither the BBE nor WBE data showed
statistically significant unfavorable disparities. Id. Although the marketplace data did reveal
unfavorable disparities even after a regression analysis, the district court was not required to assign
those disparities controlling weight, especially in light of the dissimilar results of the County
Contracting Statistics, discussed supra. Id.
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The Wainwright Study. The County also introduced a statistical analysis prepared by Jon
Wainwright, analyzing “the personal and financial characteristics of self-employed persons working
full-time in the Dade County construction industry, based on data from the 1990 Public Use
Microdata Sample database” (derived from the decennial census). Id. The study “(1) compared
construction business ownership rates of MBE/WBE:s to those of non-MBE/WBEs, and (2) analyzed
disparities in personal income between MBE/WBE and non-MBE/WBE business owners.” Id. “The
study concluded that blacks, Hispanics, and women are less likely to own construction businesses
than similarly situated white males, and MBE/WBEs that do enter the construction business earn less
money than similarly situated white males.” Id.

With respect to the first conclusion, Wainwright controlled for “human capital” variables (education,
years of labor market experience, marital status, and English proficiency) and “financial capital”
variables (interest and dividend income, and home ownership). Id. The analysis indicated that blacks,
Hispanics and women enter the construction business at lower rates than would be expected, once
numerosity, and identified human and financial capital are controlled for. Id. The disparities for
blacks and women (but not Hispanics) were substantial and statistically significant. Id. at 922. The
underlying theory of this business ownership component of the study is that any significant
disparities remaining after control of variables are due to the ongoing effects of past and present
discrimination. Id.

The Eleventh Circuit held, in light of Croson, the district court need not have accepted this theory.

Id. The Eleventh Circuit quoted Croson, in which the Supreme Court responded to a similar

argument advanced by the plaintiffs in that case: “There are numerous explanations for this dearth of
minority participation, including past societal discrimination in education and economic
opportunities as well as both black and white career and entrepreneurial choices. Blacks may be
disproportionately attracted to industries other than construction.” 1d., quoting Croson, 488 U.S. at 503.

Following the Supreme Court in Croson, the Eleventh Circuit held “the disproportionate attraction

of a minority group to non-construction industries does not mean that discrimination in the
construction industry is the reason.” Id., quoting Croson, 488 U.S. at 503. Additionally, the district
court had evidence that between 1982 and 1987, there was a substantial growth rate of MBE/WBE
firms as opposed to non-MBE/WBE firms, which would further negate the proposition that the

construction industry was discriminating against minority- and women-owned firms. Id. at 922.

With respect to the personal income component of the Wainwright study, after regression analyses
were conducted, only the BBE statistics indicated a statistically significant disparity ratio. Id. at 923.
However, the Eleventh Circuit held the district court was not required to assign the disparity
controlling weight because the study did not regress for firm size, and in light of the conflicting
statistical evidence in the County Contracting Statistics and Marketplace Data Statistics, discussed
supra, which did regress for firm size. Id.

The Brimmer Study. The final study presented by the County was conducted under the
supervision of Dr. Andrew F. Brimmer and concerned only black-owned firms. Id. The key
component of the study was an analysis of the business receipts of black-owned construction firms for
the years of 1977, 1982 and 1987, based on the Census Bureau’s Survey of Minority- and Women-
Owned Businesses, produced every five years. Id. The study sought to determine the existence of
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disparities between sales and receipts of black-owned firms in Dade County compared to the sales
and receipts of all construction firms in Dade County. Id.

The study indicated substantial disparities in 1977 and 1987 but not 1982. Id. The County alleged
that the absence of disparity in 1982 was due to substantial race-conscious measures for a major
construction contract (Metrorail project), and not due to a lack of discrimination in the industry. Id.
However, the study made no attempt to filter for the Metrorail project and “completelly] fail[ed]” to
account for firm size. Id. Accordingly, the Eleventh Circuit found the district court permissibly
discounted the results of the Brimmer study. Id. at 924.

Anecdotal evidence. In addition, the County presented a substantial amount of anecdotal
evidence of perceived discrimination against BBEs, a small amount of similar anecdotal evidence
pertaining to WBEs, and no anecdotal evidence pertaining to HBEs. Id. The County presented three
basic forms of anecdotal evidence: “(1) the testimony of two County employees responsible for
administering the MBE/WBE programs; (2) the testimony, primarily by affidavit, of twenty-three
MBE/WBE contractors and subcontractors; and (3) a survey of black-owned construction firms.” Id.

The County employees testified that the decentralized structure of the County construction
contracting system affords great discretion to County employees, which in turn creates the
opportunity for discrimination to infect the system. Id. They also testified to specific incidents of
discrimination, for example, that MBE/WBEs complained of receiving lengthier punch lists than
their non-MBE/WBE counterparts. Id. They also testified that MBE/WBEs encounter difficulties in
obtaining bonding and financing. Id.

The MBE/WBE contractors and subcontractors testified to numerous incidents of perceived
discrimination in the Dade County construction market, including:

Situations in which a project foreman would refuse to deal directly
with a black or female firm owner, instead preferring to deal with a
white employee; instances in which an MWBE owner knew itself
to be the low bidder on a subcontracting project, but was not
awarded the job; instances in which a low bid by an MWBE was
“shopped” to solicit even lower bids from non-MWBE firms;
instances in which an MWBE owner received an invitation to bid
on a subcontract within a day of the bid due date, together with a
“letter of unavailability” for the MWBE owner to sign in order to
obtain a waiver from the County; and instances in which an
MWBE subcontractor was hired by a prime contractor, but
subsequently was replaced with a non-MWBE subcontractor
within days of starting work on the project.

Id. at 924-25.

Finally, the County submitted a study prepared by Dr. Joe E. Feagin, comprised of interviews of 78
certified black-owned construction firms. Id. at 925. The interviewees reported similar instances of

perceived discrimination, including: “difficulty in securing bonding and financing; slow payment by
general contractors; unfair performance evaluations that were tainted by racial stereotypes; difficulty
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in obtaining information from the County on contracting processes; and higher prices on equipment
and supplies than were being charged to non-MBE/WBE firms.” Id.

The Eleventh Circuit found that numerous black- and some female-owned construction firms in
Dade County perceived that they were the victims of discrimination and two County employees also
believed that discrimination could taint the County’s construction contracting process. Id. However,
such anecdotal evidence is helpful “only when it [is] combined with and reinforced by sufficiently
probative statistical evidence.” Id. In her plurality opinion in Croson, Justice O’Connor found that

“evidence of a pattern of individual discriminatory acts can, if supported by appropriate statistical proof,
lend support to a local government’s determination that broader remedial relief is justified.” Id.,
quoting Croson, 488 U.S. at 509 (emphasis added by the Eleventh Circuit). Accordingly, the
Eleventh Circuit held that “anecdotal evidence can play an important role in bolstering statistical
evidence, but that only in the rare case will anecdotal evidence suffice standing alone.” Id. at 925.
The Eleventh Circuit also cited to opinions from the Third, Ninth and Tenth Circuits as supporting
the same proposition. Id. at 926. The Eleventh Circuit affirmed the decision of the district court
enjoining the continued operation of the MBE/WBE programs because they did not rest on a
“constitutionally sufficient evidentiary foundation.” Id.

Although the Eleventh Circuit determined that the MBE/WBE program did not survive
constitutional muster due to the absence of a sufficient evidentiary foundation, the Eleventh Circuit
proceeded with the second prong of the strict scrutiny analysis of determining whether the
MBE/WBE programs were narrowly tailored (BBE and HBE programs) or substantially related
(WBE program) to the legitimate government interest they purported to serve, i.e., “remedying the
effects of present and past discrimination against blacks, Hispanics, and women in the Dade County
construction market.” Id.

Narrow tailoring. “The essence of the ‘narrowly tailored’ inquiry is the notion that explicitly racial
preferences ... must only be a ‘last resort’ option.” Id., quoting Hayes v. North Side Law
Enforcement Officers Ass’n, 10 F.3d 207, 217 (4th Cir. 1993) and citing Croson, 488 U.S. at 519
(Kennedy, J., concurring in part and concurring in the judgment) (“[T]he strict scrutiny standard ...

forbids the use of even narrowly drawn racial classifications except as a last resort.”).

The Eleventh Circuit has identified four factors to evaluate whether a race- or ethnicity-conscious
affirmative action program is narrowly tailored: (1) “the necessity for the relief and the efficacy of
alternative remedies; (2) the flexibility and duration of the relief; (3) the relationship of numerical
goals to the relevant labor market; and (4) the impact of the relief on the rights of innocent third
parties.” Id. at 927, citing Ensley Branch, 31 F.3d at 1569. The four factors provide “a useful
analytical structure.” Id. at 927. The Eleventh Circuit focused only on the first factor in the present
case “because that is where the County’s MBE/WBE programs are most problematic.” Id.
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The Eleventh Circuit

flatly reject[ed] the County’s assertion that ‘given a strong basis in
evidence of a race-based problem, a race-based remedy is necessary.’
That is simply not the law. If a race-neutral remedy is sufficient to
cure a race-based problem, then a race-conscious remedy can never
be narrowly tailored to that problem.” Id., citing Croson, 488 U.S.
at 507 (holding that affirmative action program was not narrowly
tailored where “there does not appear to have been any
consideration of the use of race-neutral means to increase minority
business participation in city contracting”) ... Supreme Court
decisions teach that a race-conscious remedy is not merely one of
many equally acceptable medications the government may use to
treat a race-based problem. Instead, it is the strongest of medicines,
with many potential side effects, and must be reserved for those
severe cases that are highly resistant to conventional treatment.

Id. at 927.

The Eleventh Circuit held that the County “clearly failed to give serious and good faith consideration
to the use of race- and ethnicity-neutral measures.” Id. Rather, the determination of the necessity to
establish the MWBE programs was based upon a conclusory legislative statement as to its necessity,
which in turn was based upon an “equally conclusory analysis” in the Brimmer study, and a report
that the SBA only was able to direct 5 percent of SBA financing to black-owned businesses between
1968-1980. 1d.

The County admitted, and the Eleventh Circuit concluded, that the County failed to give any
consideration to any alternative to the HBE affirmative action program. Id. at 928. Moreover, the
Eleventh Circuit found that the testimony of the County’s own witnesses indicated the viability of
race- and ethnicity-neutral measures to remedy many of the problems facing black- and Hispanic-
owned construction firms. Id. The County employees identified problems, virtually all of which were
related to the County’s own processes and procedures, including: “the decentralized County
contracting system, which affords a high level of discretion to County employees; the complexity of
County contract specifications; difficulty in obtaining bonding; difficulty in obtaining financing;
unnecessary bid restrictions; inefficient payment procedures; and insufficient or inefficient exchange
of information.” Id. The Eleventh Circuit found that the problems facing MBE/WBE contractors
were “institutional barriers” to entry facing every new entrant into the construction market, and were
perhaps affecting the MBE/WBE contractors disproportionately due to the “institutional youth” of
black- and Hispanic-owned construction firms. Id. “It follows that those firms should be helped the
most by dismantling those barriers, something the County could do at least in substantial part.” Id.
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The Eleventh Circuit noted that the race- and ethnicity-neutral options available to the County
mirrored those available and cited by Justice O’Connor in Croson:

[TThe city has at its disposal a whole array of race-neutral measures
to increase the accessibility of city contracting opportunities to
small entrepreneurs of all races. Simplification of bidding
procedures, relaxation of bonding requirements, and training and
financial aid for disadvantaged entrepreneurs of all races would
open the public contracting market to all those who have suffered
the effects of past societal discrimination and neglect ... The city
may also act to prohibit discrimination in the provision of credit or

bonding by local suppliers and banks.

Id., quoting Croson, 488 U.S. at 509-10. The Eleventh Circuit found that except for some “half-
hearted programs” consisting of “limited technical and financial aid that might benefit BBEs and
HBEs,” the County had not “seriously considered” or tried most of the race- and ethnicity-neutral
alternatives available. Id. at 928. “Most notably ... the County has not taken any action whatsoever
to ferret out and respond to instances of discrimination if and when they have occurred in the
County’s own contracting process.” Id.

The Eleventh Circuit found that the County had taken no steps to “inform, educate, discipline, or
penalize” discriminatory misconduct by its own employees. Id. at 929. Nor had the County passed
any local ordinances expressly prohibiting discrimination by local contractors, subcontractors,
suppliers, bankers, or insurers. Id. “Instead of turning to race- and ethnicity-conscious remedies as a
last resort, the County has turned to them as a first resort.” Accordingly, the Eleventh Circuit held
that even if the BBE and HBE programs were supported by the requisite evidentiary foundation, they
violated the Equal Protection Clause because they were not narrowly tailored. Id.

Substantial relationship. The Eleventh Circuit held that due to the relaxed “substantial
relationship” standard for gender-conscious programs, if the WBE program rested upon a sufficient
evidentiary foundation, it could pass the substantial relationship requirement. Id. However, because
it did not rest upon a sufficient evidentiary foundation, the WBE program could not pass
constitutional muster. Id.

For all of the foregoing reasons, the Eleventh Circuit affirmed the decision of the district court
declaring the MBE/WBE programs unconstitutional and enjoining their continued operation.

Recent District Court Decisions

10. H.B. Rowe Corp., Inc. v. W. Lyndo Tippett, North Carolina DOT, et al; 589
F. Supp. 2d 587 (E.D.N.C. 2008), aff’d in part and rev’d in part,
_F.3d ___2010 WL 2871076 (4th Cir. July 22, 2010).

In H.B. Rowe Company v. Tippett, North Carolina Department of Transportation, et al. (“Rowe”),

the United States District Court for the Eastern District of North Carolina, Western Division, heard
a challenge to the State of North Carolina Minority Business Enterprise and Woman Business
Enterprise Program (“MBE Program” or “WBE Program”), which is a State of North Carolina
“affirmative action” program administered by the North Carolina DOT (“NCDOT?”). The
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NCDOT MWBE Program challenged in Rowe involves projects funded solely by the State of North
Carolina and not funded by the Federal Department of Transportation. 589 F.Supp. 2d 587.

Background. In this case plaintiff, a family-owned road construction business, bid on a NCDOT
initiated state-funded project. NCDOT rejected plaintiff’s bid in favor of the next low bid that had
proposed higher minority participation on the project as part of its bid. According to NCDOT,
plaintiff’s bid was rejected because of plaintiff’s failure to demonstrate “good faith efforts” to obtain
pre-designated levels of minority participation on the project.

As a prime contractor, plaintiff Rowe was obligated under the MWBE Program to either obtain
participation of specified levels of minority business enterprise and women business enterprise
participation as subcontractors, or to demonstrate good faith efforts to do so. For this particular
project, NCDOT had set MBE and WBE subcontractor participation goals of 10 percent and 5
percent, respectively. Plaintiff’s bid included 6.6 percent WBE participation, but no MBE
participation. The bid was rejected after a review of plaintiff’s good faith efforts to obtain MBE
participation. The next lowest bidder submitted a bid including 3.3 percent MBE participation and
9.3 percent WBE participation, and although not obtaining a specified level of MBE participation, it
was determined to have made good faith efforts to do so. (Order of the District Court, dated March
29, 2007).

North Carolina’s MWBE Program “largely mirrors” the Federal Disadvantage Business Enterprise
(“DBE”) Program, which NCDOT is required to comply with in awarding construction contracts
that utilize Federal funds. (589 F.Supp. 2d 587; Order of the District Court, dated September 28,
2007). Like the Federal DBE Program, under North Carolina’s M\WBE Program, the goals for
minority and female participation are aspirational rather than mandatory. Id. An individual target for
MBE participation was set for each project. Id.

Historically, NCDOT had engaged in several disparity studies. The most recent study was done in
2004. Id. The 2004 Study, which followed the study in 1998, concluded that disparities in
utilization of MBEs persist and that a basis remains for continuation of the MWBE Program. The
new statute as revised was approved in 2006, which modified the previous MBE statute by
eliminating the 10 percent and 5 percent goals and establishing a fixed expiration date of 2009.

Plaintiff filed its complaint in this case in 2003 against the NCDOT and individuals associated with
NCDOT, including the Secretary of the NCDOT, W. Lyndo Tippett. In its complaint, plaintiff
alleged that the MWBE statute for NCDOT was unconstitutional on its face and as applied. 589
F.Supp. 2d 587.

March 29, 2007 Order of the District Court. The matter came before the district court initially
on several motions, including the defendants’ Motion to Dismiss or for Partial Summary Judgment,
defendants” Motion to Dismiss the Claim for Mootness and plaintiff’s Motion for Summary
Judgment. The court in its October 2007 Order granted in part and denied in part defendants’
Motion to Dismiss or for partial summary judgment; denied defendants’ Motion to Dismiss the
Claim for Mootness; and dismissed without prejudice plaintiff's Motion for Summary Judgment.

The court held the Eleventh Amendment to the United States Constitution bars plaintiff from
obtaining any relief against defendant NCDOT, and from obtaining a retrospective damages award
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against any of the individual defendants in their official capacities. The court ruled that plaintiff’s
claims for relief against the NCDOT were barred by the Eleventh Amendment, and the NCDOT
was dismissed from the case as a defendant. plaintiff’s claims for interest, actual damages,
compensatory damages and punitive damages against the individual defendants sued in their official
capacities also was held barred by the Eleventh Amendment and were dismissed. But, the court held
that plaintiff was entitled to sue for an injunction to prevent state officers from violating a federal
law, and under the Ex Parte Young exception, plaintiff’s claim for declaratory and injunctive relief was
permitted to go forward as against the individual defendants who were acting in an official capacity
with the NCDOT. The court also held that the individual defendants were entitled to qualified
immunity, and therefore dismissed plaintiff’s claim for money damages against the individual
defendants in their individual capacities. Order of the District Court, dated March 29, 2007.

Defendants argued that the recent amendment to the MWBE statute rendered plaintiff’s claim for
declaratory injunctive relief moot. The new MWBE statute adopted in 2006, according to the court,
does away with many of the alleged shortcomings argued by the plaintiff in this lawsuit. The court
found the amended statute has a sunset date in 2009; specific aspirational participation goals by
women and minorities are eliminated; defines “minority” as including only those racial groups which
disparity studies identify as subject to underutilization in state road construction contracts; explicitly
references the findings of the 2004 Disparity Study and requires similar studies to be conducted at
least once every five years; and directs NCDOT to enact regulations targeting discrimination
identified in the 2004 and future studies.

The court held, however, that the 2004 Disparity Study and amended MWBE statute do not remedy
the primary problem which the plaintiff complained of: the use of remedial race- and gender- based
preferences allegedly without valid evidence of past racial and gender discrimination. In that sense,
the court held the amended MWBE statute continued to present a live case or controversy, and
accordingly denied the defendants’ Motion to Dismiss Claim for Mootness as to plaintiff’s suit for
prospective injunctive relief. Order of the District Court, dated March 29, 2007.

The court also held that since there had been no analysis of the MWBE statute apart from the briefs
regarding mootness, plaintiff’s pending Motion for Summary Judgment was dismissed without
prejudice. Order of the District Court, dated March 29, 2007.

September 28, 2007 Order of the District Court. On September 28, 2007, the district court
issued a new order in which it denied both the plaintiff’s and the defendants’ Motions for Summary
Judgment. Plaindiff claimed that the 2004 Disparity Study is the sole basis of the MWBE statute, that
the study is flawed, and therefore it does not satisfy the first prong of strict scrutiny review. Plaintiff
also argued that the 2004 Study tends to prove non-discrimination in the case of women; and finally
the MWBE Program fails the second prong of strict scrutiny review in that it is not narrowly tailored.

The court found summary judgment was inappropriate for either party and that there are genuine
issues of material fact for trial. The first and foremost issue of material fact, according to the court,
was the adequacy of the 2004 Disparity Study as used to justify the MWBE Program. Therefore,
because the court found there was a genuine issue of material fact regarding the 2004 Study,
summary judgment was denied on this issue.
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The court also held there was confusion as to the basis of the MWBE Program, and whether it was
based solely on the 2004 Study or also on the 1993 and 1998 Disparity Studies. Therefore, the court
held a genuine issue of material fact existed on this issue and denied summary judgment. Order of
the District Court, dated September 28, 2007.

December 9, 2008 Order of the District Court (589 F.Supp. 2d 587). The district court on
December 9, 2008, after a bench trial, issued an Order that found as a fact and concluded as a matter
of law that plaintiff failed to satisfy its burden of proof that the North Carolina Minority and
Women’s Business Enterprise program, enacted by the state legislature to affect the awarding of
contracts and subcontracts in state highway construction, violated the United States Constitution.

Plaintiff, in its complaint filed against the NCDOT alleged that N.C. Gen. St. § 136-28.4 is
unconstitutional on its face and as applied, and that the NCDOT while administering the MWBE
program violated plaintiff’s rights under the federal law and the United States Constitution. Plaintiff
requested a declaratory judgment that the MWBE program is invalid and sought actual and punitive
damages.

As a prime contractor, plaintiff was obligated under the MWBE program to either obtain
participation of specified levels of MBE and WBE subcontractors, or to demonstrate that good faith
efforts were made to do so. Following a review of plaintiff’s good faith efforts to obtain minority
participation on the particular contract that was the subject of plaintiff’s bid, the bid was rejected.
Plaintiff’s bid was rejected in favor of the next lowest bid, which had proposed higher minority
participation on the project as part of its bid. According to NCDOT, plaintiff’s bid was rejected
because of plaintiff’s failure to demonstrate good faith efforts to obtain pre-designated levels of
minority participation on the project. 589 F.Supp. 2d 587.

North Carolina’s MWBE program. The MWBE program was implemented following
amendments to N.C. Gen. Stat. §136-28.4. Pursuant to the directives of the statute, the NCDOT
promulgated regulations governing administration of the MWBE program. See N.C. Admin. Code
tit. 19A, § 2D.1101, et seq. The regulations had been amended several times and provide that
NCDOT shall ensure that MBEs and WBEs have the maximum opportunity to participate in the
performance of contracts financed with non-Federal funds. N.C. Admin. Code Tit. 19A § 2D.1101.

North Carolina’s MWBE program, which affected only highway bids and contracts funded solely
with state money, according to the district court, largely mirrored the Federal DBE Program which
NCDOT is required to comply with in awarding construction contracts that utilize federal funds.
589 F.Supp. 2d 587. Like the Federal DBE Program, under North Carolina’s MWBE program, the
targets for minority and female participation were aspirational rather than mandatory, and individual
targets for disadvantaged business participation were set for each individual project. N.C. Admin.
Code tit. 19A § 2D.1108. In determining what level of MBE and WBE participation was
appropriate for each project, NCDOT would take into account “the approximate dollar value of the
contract, the geographical location of the proposed work, a number of the eligible funds in the
geographical area, and the anticipated value of the items of work to be included in the contract.” Id.
NCDOT would also consider “the annual goals mandated by Congress and the North Carolina
General Assembly.” 1d.

BBC RESEARCH & CONSULTING APPENDIX B, PAGE 79



A firm could be certified as a MBE or WBE by showing NCDOT that it is “owner controlled by one
or more socially and economically disadvantaged individuals.” NC Admin. Code tit. 1980, §
2D.1102.

The district court stated the MWBE program did not directly discriminate in favor of minority and
women contractors, but rather “encouraged prime contractors to favor MBEs and WBEs in
subcontracting before submitting bids to NCDOT.” 589 F.Supp. 2d 587. In determining whether
the lowest bidder is “responsible,” NCDOT would consider whether the bidder obtained the level of
certified MBE and WBE participation previously specified in the NCDOT project proposal. If not,
NCDOT would consider whether the bidder made good faith efforts to solicit MBE and WBE
participation. N.C .Admin. Code tit. 19AS 2D.1108.

There were multiple studies produced and presented to the North Carolina General Assembly in the
years 1993, 1998 and 2004. The 1998 and 2004 studies concluded that disparities in the utilization
of minority and women contractors persist, and that there remains a basis for continuation of the
MWBE program. The MWBE program as amended after the 2004 Study includes provisions that
eliminated the 10 percent and 5 percent goals and instead replaced them with contract-specific
participation goals created by NCDOT; established a sunset provision that has the statute expiring
on August 31, 2009; and provides reliance on a disparity study produced in 2004.

The MWBE program, as it stood at the time of this decision, provides that NCDOT “dictates to
prime contractors the express goal of MBE and WBE subcontractors to be used on a given project.
However, instead of the state hiring the MBE and WBE subcontractors itself, the NCDOT makes
the prime contractor solely responsible for vetting and hiring these subcontractors. If a prime
contractor fails to hire the goal amount, it must submit efforts of ‘good faith’ attempts to do so.” 589

F.Supp. 2d 587.

Compelling interest. The district court held that NCDOT established a compelling governmental
interest to have the MWBE program. The court noted that the United States Supreme Court in
Croson made clear that a state legislature has a compelling interest in eradicating and remedying
private discrimination in the private subcontracting inherent in the letting of road construction
contracts. 589 F.Supp. 2d 587, citing Croson, 488 U.S. at 492. The district court found that the
North Carolina Legislature established it relied upon a strong basis of evidence in concluding that

prior race discrimination in North Carolina’s road construction industry existed so as to require
remedial action.

The court held that the 2004 Disparity Study demonstrated the existence of previous discrimination
in the specific industry and locality at issue. The court stated that disparity ratios provided for in the
2004 Disparity Study highlighted the underutilization of MBEs by prime contractors bidding on
state funded highway projects. In addition, the court found that evidence relied upon by the
legislature demonstrated a dramatic decline in the utilization of MBEs during the program’s
suspension in 1991. The court also found that anecdotal support relied upon by the legislature
confirmed and reinforced the general data demonstrating the underutilization of MBEs. The court
held that the NCDOT established that, “based upon a clear and strong inference raised by this
Study, they concluded minority contractors suffer from the lingering effects of racial discrimination.”

589 E.Supp. 2d 587.
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With regard to WBEs, the court applied a different standard of review. The court held the legislative
scheme as it relates to MWBEs must serve an important governmental interest and must be
substantially related to the achievement of those objectives. The court found that NCDOT
established an important governmental interest. The 2004 Disparity Study provided that the average
contracts awarded WBEs are significantly smaller than those awarded non-WBEs. The court held
that NCDOT established based upon a clear and strong inference raised by the Study, women
contractors suffer from past gender discrimination in the road construction industry.

Narrowly tailored. The district court noted that the Fourth Circuit of Appeals lists a number of
factors to consider in analyzing a statute for narrow tailoring: (1) the necessity of the policy and the
efficacy of alternative race neutral policies; (2) the planned duration of the policy; (3) the relationship
between the numerical goal and the percentage of minority group members in the relevant
population; (4) the flexibility of the policy, including the provision of waivers if the goal cannot be
met; and (5) the burden of the policy on innocent third parties. 589 F.Supp. 2d 587, quoting Belk v.
Charlotte-Mecklenburg Board of Education, 269 F.3d 305, 344 (4" Cir. 2001).

The district court held that the legislative scheme in N.C. Gen. Stat. § 136-28.4 is narrowly tailored
to remedy private discrimination of minorities and women in the private subcontracting inherent in
the letting of road construction contracts. The district court’s analysis focused on narrowly tailoring
factors (2) and (4) above, namely the duration of the policy and the flexibility of the policy. With
respect to the former, the court held the legislative scheme provides the program be reviewed at least
every five years to revisit the issue of utilization of MWBE:s in the road construction industry. N.C.
Gen. Stat. §136-28.4(b). Further, the legislative scheme includes a sunset provision so that the
program will expire on August 31, 2009, unless renewed by an act of the legislature. Id. at § 136-
28.4(e). The court held these provisions ensured the legislative scheme last no longer than necessary.

The court also found that the legislative scheme enacted by the North Carolina legislature provides
flexibility insofar as the participation goals for a given contract or determined on a project by project
basis. § 136-28.4(b)(1). Additionally, the court found the legislative scheme in question is not
overbroad because the statute applies only to “those racial or ethnicity classifications identified by a
study conducted in accordance with this section that had been subjected to discrimination in a
relevant marketplace and that had been adversely affected in their ability to obtain contracts with the
Department.” § 136-28.4(c)(2). The court found that plaintiff failed to provide any evidence that
indicates minorities from non-relevant racial groups had been awarded contracts as a result of the
statute.

The court held that the legislative scheme is narrowly tailored to remedy private discrimination of
minorities and women in the private subcontracting inherent in the letting of road construction
contracts, and therefore found that § 136-28.4 is constitutional.

The decision of the district court was appealed to the United States Court of Appeals for the Fourth
Circuit. The Fourth Circuit affirmed in part and reversed in part the decision of the District Court.
H. B. Rowe Co., Inc. v. W. Lyndo Tippett, NCDOT, et al, F.3d 2010 WL 2871076 (4th Cir. July
22, 2010) discussed above.
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11. Thomas v. City of Saint Paul, 526 F. Supp. 2d 959 (D. Minn 2007),
affirmed, 2009 WL 777932 (8th Cir. March 26, 2009) (unpublished
opinion)

In Thomas v. City of Saint Paul, the plaintiff’s are African American business owners who brought

this lawsuit claiming that the City of Saint Paul, Minnesota discriminated against them in awarding
publicly-funded contracts. The City moved for summary judgment, which the United States district
court granted and issued an order dismissing the plaintiff’s lawsuit in December 2007.

The background of the case involves the adoption by the City of Saint Paul of a Vendor Outreach
Program (the “VOP”) that was designed to assist minority and other small business owners in
competing for City contracts. Plaintiffs were VOP-certified minority business owners. Plaintiffs
contended that the City engaged in racially discriminatory illegal conduct in awarding City contracts
for publicly-funded projects. Plaintiff Thomas claimed that the City denied him opportunities to
work on projects because of his race arguing that the City failed to invite him to bid on certain
projects, the City failed to award him contracts and the fact independent developers had not
contracted with his company. 526 F. Supp. 2d at 962. The City contended that Thomas was
provided opportunities to bid for the City’s work.

Plaintiff Brian Conover owned a trucking firm, and he claimed that none of his bids as a
subcontractor on 22 different projects to various independent developers were accepted. 526 F. Supp.
2d at 962. The court found that after years of discovery, plaintiff Conover offered no admissible
evidence to support his claim, had not identified the subcontractors whose bids were accepted, and
did not offer any comparison showing the accepted bid and the bid he submitted. Id. Plaintiff
Conover also complained that he received bidding invitations only a few days before a bid was due,
which did not allow him adequate time to prepare a competitive bid. Id. The court found, however,
that he failed to identify any particular project for which he had only a single day of bid, and did not
identify any similar situated person of any race who was afforded a longer period of time in which to
submit a bid. Id. at 963. Plaintiff Newell claimed he submitted numerous bids on the City’s projects
all of which were rejected. Id. The court found, however, that he provided no specifics about why he
did not receive the work. Id.

The VOP. Under the VOP, the City sets annual bench marks or levels of participation for the
targeted minorities groups. Id. at 963. The VOP prohibits quotas and imposes various “good faith”
requirements on prime contractors who bid for City projects. Id. at 964. In particular, the VOP
requires that when a prime contractor rejects a bid from a VOP-certified business, the contractor
must give the City its basis for the rejection, and evidence that the rejection was justified. Id. The
VOP further imposes obligations on the City with respect to vendor contracts. Id. The court found
the City must seek where possible and lawful to award a portion of vendor contracts to VOP-certified
businesses. Id. The City contract manager must solicit these bids by phone, advertisement in a local
newspaper or other means. Where applicable, the contract manager may assist interested VOP
participants in obtaining bonds, lines of credit or insurance required to perform under the contract.
Id. The VOP ordinance provides that when the contract manager engages in one or more possible
outreach efforts, he or she is in compliance with the ordinance. Id.

Analysis and Order of the Court. The district court found that the City is entitled to Summary
Judgment because plaintiffs lack standing to bring these claims and that no genuine issue of material
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fact remains. Id. at 965. The court held that the plaintiffs had no standing to challenge the VOP
because they failed to show they were deprived of an opportunity to compete, or that their inability
to obtain any contract resulted from an act of discrimination. Id. The court found they failed to show
any instance in which their race was a determinant in the denial of any contract. Id. at 966. As a
result, the court held plaintiffs failed to demonstrate the City engaged in discriminatory conduct or
policy which prevented plaintiffs from competing. Id. at 965-966.

The court held that in the absence of any showing of intentional discrimination based on race, the
mere fact the City did not award any contracts to plaintiffs does not furnish that causal nexus
necessary to establish standing. Id. at 966. The court held the law does not require the City to
voluntarily adopt “aggressive race-based affirmative action programs” in order to award specific
groups publicly-funded contracts. Id. at 966. The court found that plaintiffs had failed to show a
violation of the VOP ordinance, or any illegal policy or action on the part of the City. Id.

The court stated that the plaintiffs must identify a discriminatory policy in effect. Id. at 966. The
court noted, for example, even assuming the City failed to give plaintiffs more than one day’s notice
to enter a bid, such a failure is not, per se, illegal. Id. The court found the plaintiffs offered no
evidence that anyone else of any other race received an earlier notice, or that he was given this
allegedly tardy notice as a result of his race. Id.

The court concluded that even if plaintiffs may not have been hired as a subcontractor to work for
prime contractors receiving City contracts, these were independent developers and the City is not
required to defend the alleged bad acts of others. Id. Therefore, the court held plaintiffs had no
standing to challenge the VOP. Id. at 966.

Plaintiffs claims. The court found that even assuming plaintiffs possessed standing, they failed to
establish facts which demonstrated a need for a trial, primarily because each theory of recovery is
viable only if the City “intentionally” treated plaintiffs unfavorably because of their race. Id. at 967.
The court held to establish a prima facie violation of the equal protection clause, there must be state
action. Id. Plaintiffs must offer facts and evidence that constitute proof of “racially discriminatory
intent or purpose.” Id. at 967. Here, the court found that plaintiff failed to allege any single instance
showing the City “intentionally” rejected VOP bids based on their race. 1d.

Court also found that plaintiffs offered no evidence of a specific time when any one of them
submitted the lowest bid for a contract or a subcontract, or showed any case where their bids were
rejected on the basis of race. Id. The court held the alleged failure to place minority contractors in a
preferred position, without more, is insufficient to support a finding that the City failed to treat them
equally based upon their race. Id.

The City rejected the plaintiffs claims of discrimination because the plaintiffs did not establish by
evidence that the City “intentionally” rejected their bid due to race or that the City “intentionally”
discriminated against these plaintiffs. Id. at 967-968. The court held that the plaintiffs did not
establish a single instance showing the City deprived them of their rights, and the plaintiffs did not
produce evidence of a “discriminatory motive.” Id. at 968. The court concluded that plaintiffs had
failed to show that the City’s actions were “racially motivated.” Id.
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The Eight Circuit Court of Appeals recently affirmed the ruling of the district court. Thomas v. City
of Saint Paul, 2009 WL 777932 (8th Cir. March 26, 2009) (unpublished opinion). The Eighth
Circuit affirmed based on the decision of the district court and finding no reversible error.

12. Thompson Building Wrecking Co. v. Augusta, Georgia, No. 1:07CV019,
2007 WL 926153 (5.D. Ga. Mar. 14, 2007)(Slip. Op.)

This case considered the validity of the City of Augusta’s local minority disadvantaged business
enterprise (“‘DBE”) program. The district court enjoined the City from favoring any contract bid on
the basis of racial classification and based its decision principally upon the outdated and insufficient
data proffered by the City in support of its program. 2007 WL 926153 at *9-10.

The City of Augusta enacted a local DBE program based upon the results of a disparity study
completed in 1994. The disparity study examined the disparity in socioeconomic status among races,
compared black-owned businesses in Augusta with those in other regions and those owned by other
racial groups, examined “Georgia’s racist history” in contracting and procurement, and examined
certain data related to Augusta’s contracting and procurement. Id. at *1-4. The plaintiff contractors
and subcontractors challenged the constitutionality of the DBE program and sought to extend a
temporary injunction enjoining the City’s implementation of racial preferences in public bidding and
procurement.

The City defended the DBE program arguing that is did not utilize racial classifications because it
only required vendors to make a “good faith effort” to ensure DBE participation. Id. at *6. The court
rejected this argument noting that bidders were required to submit a “Proposed DBE Participation”
form and that bids containing DBE participation were treated more favorably than those bids
without DBE participation. The court stated: “Because a person’s business can qualify for the
favorable treatment based on that person’s race, while a similarly situated person of another race
would not qualify, the program contains a racial classification.” Id.

The court noted that the DBE program harmed subcontractors in two ways: first, because prime
contractors will discriminate between DBE and non-DBE subcontractors and a bid with a DBE
subcontractor would be treated more favorably; and second, because the City would favor a bid
containing DBE participation over an equal or even superior bid containing no DBE participation.

Id.

The court applied the strict scrutiny standard set forth in Croson and Engineering Contractors
Association to determine whether the City had a compelling interest for its program and whether the
program was narrowly tailored to that end. The court noted that pursuant to Croson, the City would

have a compelling interest in assuring that tax dollars would not perpetuate private prejudice. But,

the court found (citing to Croson), that a state or local government must identify that
discrimination, “public or private, with some specificity before they may use race-conscious relief.”
The court cited the Eleventh Circuit’s position that “‘gross statistical disparities’ between the
proportion of minorities hired by the public employer and the proportion of minorities hired by the
public employer and the proportion of minorities willing and able to work” may justify an affirmative
action program. Id. at *7. The court also stated that anecdotal evidence is relevant to the analysis.

The court determined that while the City’s disparity study showed some statistical disparities
buttressed by anecdotal evidence, the study suffered from multiple issues. Id. at *7-8. Specifically, the
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court found that those portions of the study examining discrimination outside the area of
subcontracting (e.g., socioeconomic status of racial groups in the Augusta area) were irrelevant for
purposes of showing a compelling interest. The court also cited the failure of the study to
differentiate between different minority races as well as the improper aggregation of race- and gender-
based discrimination referred to as Simpson’s Paradox.

The court assumed for purposes of its analysis that the City could show a compelling interest but
concluded that the program was not narrowly tailored and thus could not satisfy strict scrutiny. The
court found that it need look no further beyond the fact of the thirteen-year duration of the program
absent further investigation, and the absence of a sunset or expiration provision, to conclude that the
DBE program was not narrowly tailored. Id. at *8. Noting that affirmative action is permitted only
sparingly, the court found: “[i]t would be impossible for Augusta to argue that, 13 years after last
studying the issue, racial discrimination is so rampant in the Augusta contracting industry that the
City must affirmatively act to avoid being complicit.” Id. The court held in conclusion, that the
plaintiffs were “substantially likely to succeed in proving that, when the City requests bids with
minority participation and in fact favors bids with such, the plaintiffs will suffer racial discrimination
in violation of the Equal Protection Clause.” Id. at *9.

In a subsequent Order dated September 5, 2007, the court denied the City’s motion to continue
plaintiff’'s Motion for Summary Judgment, denied the City’s Rule 12(b)(6) motion to dismiss, and
stayed the action for 30 days pending mediation between the parties. Importantly, in this Order, the
court reiterated that the female- and locally-owned business components of the program (challenged
in plaintiff's Motion for Summary Judgment) would be subject to intermediate scrutiny and rational
basis scrutiny, respectively. The court also reiterated its rejection of the City’s challenge to the
plaintiffs’ standing. The court noted that under Adarand, preventing a contractor from competing on
an equal footing satisfies the particularized injury prong of standing. And showing that the contractor
will sometime in the future bid on a City contract “that offers financial incentives to a prime
contractor for hiring disadvantaged subcontractors” satisfies the second requirement that the
particularized injury be actual or imminent. Accordingly, the court concluded that the plaintiffs have
standing to pursue this action.

13. Hershell Gill Consulting Engineers, Inc. v. Miami-Dade County, 333 F.
Supp. 2d 1305 (S.D. Fla. 2004)

The decision in Hershell Gill Consulting Engineers, Inc. v. Miami-Dade County, is significant to the
disparity study because it applied and followed the Engineering Contractors Association decision in

the context of contracting and procurement for goods and services (including architect and engineer
services). Many of the other cases focused on construction, and thus Hershell Gill is instructive as to
the analysis relating to architect and engineering services. The decision in Hershell Gill also involved
a district court in the Eleventh Circuit imposing compensatory and punitive damages upon
individual County Commissioners due to the district court’s finding of their willful failure to
abrogate an unconstitutional MBE/WBE Program. In addition, the case is noteworthy because the
district court refused to follow the 2003 Tenth Circuit Court of Appeals decision in Concrete Works
of Colorado, Inc. v. City and County of Denver, 321 .3d 950 (10th Cir. 2003). See discussion, infra.

Six years after the decision in Engineering Contractors Association, two white male-owned

engineering firms (the “plaintiffs”) brought suit against Engineering Contractors Association (the
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“County”), the former County Manager, and various current County Commissioners (the
“Commissioners”) in their official and personal capacities (collectively the “defendants”), seeking to
enjoin the same “participation goals” in the same MWBE program deemed to violate the Fourteenth
Amendment in the earlier case. 333 F. Supp. 1305, 1310 (S.D. Fla. 2004). After the Eleventh
Circuit’s decision in Engineering Contractors Association striking down the MWBE programs as
applied to construction contracts, the County enacted a Community Small Business Enterprise
(CSBE) program for construction contracts, “but continued to apply racial, ethnic, and gender
criteria to its purchases of goods and services in other areas, including its procurement of A&E
services.” Id. at 1311.

The plaintiffs brought suit challenging the Black Business Enterprise (BBE) program, the Hispanic
Business Enterprise (HBE) program, and the Women Business Enterprise (WBE) program
(collectively “MBE/WBE”). Id. The MBE/WBE programs applied to A&E contracts in excess of
$25,000. Id. at 1312. The County established five “contract measures” to reach the participation
goals: (1) set asides, (2) subcontractor goals, (3) project goals, (4) bid preferences, and (5) selection
factors. Id. Once a contract was identified as covered by a participation goal, a review committee
would determine whether a contract measure should be utilized. Id. The County was required to
review the efficacy of the MBE/WBE programs annually, and reevaluated the continuing viability of
the MBE/WBE programs every five years. Id. at 1313. However, the district court found “the
participation goals for the three MBE/WBE programs challenged ... remained unchanged since
1994.” Id.

In 1998, counsel for plaintiffs contacted the County Commissioners requesting the discontinuation
of contract measures on A&E contracts. Id. at 1314. Upon request of the Commissioners, the county
manager then made two reports (an original and a follow-up) measuring parity in terms of dollars
awarded and dollars paid in the areas of A&E for blacks, Hispanics, and women, and concluded both
times that the “County has reached parity for Black, Hispanic, and Women-owned firms in the areas
of [A&E] services.” The final report further stated “Based on all the analyses that have been
performed, the County does not have a basis for the establishment of participation goals which would
allow staff to apply contract measures.” Id. at 1315. The district court also found that the
Commissioners were informed that “there was even less evidence to support [the MBE/WBE]
programs as applied to architects and engineers then there was in contract construction.” Id.
Nonetheless, the Commissioners voted to continue the MBE/WBE participation goals at their
previous levels. Id.

In May of 2000 (18 months after the lawsuit was filed), the County commissioned Dr. Manuel J.
Carvajal, an econometrician, to study architects and engineers in the county. His final report had
four parts:

(1) data identification and collection of methodology for displaying the research results; (2)
presentation and discussion of tables pertaining to architecture, civil engineering, structural
engineering, and awards of contracts in those areas; (3) analysis of the structure and empirical
estimates of various sets of regression equations, the calculation of corresponding indices, and an
assessment of their importance; and (4) a conclusion that there is discrimination against women and
Hispanics — but not against blacks — in the fields of architecture and engineering. Id.
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The district court issued a preliminary injunction enjoining the use of the MBE/WBE programs for
A&E contracts, pending the United States Supreme Court decisions in Gratz v. Bollinger, 539 U.S.
244 (2003) and Grutter v. Bollinger, 539 U.S. 306 (2003). Id. at 1316.

The court considered whether the MBE/WBE programs were violative of Title VII of the Civil
Rights Act, and whether the County and the County Commissioners were liable for compensatory
and punitive damages.

The district court found that the Supreme Court decisions in Gratz and Grutter did not alter the

constitutional analysis as set forth in Adarand and Croson. Id. at 1317. Accordingly, the race- and

ethnicity-based classifications were subject to strict scrutiny, meaning the County must present “a
strong basis of evidence” indicating the MBE/WBE program was necessary and that it was narrowly
tailored to its purported purpose. Id. at 1316. The gender-based classifications were subject to
intermediate scrutiny, requiring the County to show the “gender-based classification serves an
important governmental objective, and that it is substantially related to the achievement of that
objective.” Id. at 1317 (internal citations omitted). The court found that the proponent of a gender-
based affirmative action program must present “sufficient probative evidence” of discrimination. Id.
(internal citations omitted). The court found that under the intermediate scrutiny analysis, the
County must (1) demonstrate past discrimination against women but not necessarily at the hands of
the County, and (2) that the gender-conscious affirmative action program need not be used only as a
“last resort.” Id.

The County presented both statistical and anecdotal evidence. Id. at 1318. The statistical evidence
consisted of Dr. Carvajal’s report, most of which consisted of “post-enactment” evidence. Id. Dr.
Carvajal’s analysis sought to discover the existence of racial, ethnic and gender disparities in the A&E
industry, and then to determine whether any such disparities could be attributed to discrimination.
Id. The study used four data sets: three were designed to establish the marketplace availability of
firms (architecture, structural engineering, and civil engineering), and the fourth focused on awards
issued by the County. Id. Dr. Carvajal used the phone book, a list compiled by infoUSA, and a list of
firms registered for technical certification with the County’s Department of Public Works to compile
a list of the “universe” of firms competing in the market. Id. For the architectural firms only, he also
used a list of firms that had been issued an architecture professional license. Id.

Dr. Carvajal then conducted a phone survey of the identified firms. Based on his data, Dr. Carvajal
concluded that disparities existed between the percentage of A&E firms owned by blacks, Hispanics,
and women, and the percentage of annual business they received. Id. Dr. Carvajal conducted
regression analyses “in order to determine the effect a firm owner’s gender or race had on certain
dependent variables.” Id. Dr. Carvajal used the firm’s annual volume of business as a dependent
variable and determined the disparities were due in each case to the firm’s gender and/or ethnic
classification. Id. at 1320. He also performed variants to the equations including: (1) using
certification rather than survey data for the experience / capacity indicators, (2) with the outliers
deleted, (3) with publicly owned firms deleted, (4) with the dummy variables reversed, and (5) using
only currently certified firms.” Id. Dr. Carvajal’s results remained substantially unchanged. Id.

Based on his analysis of the marketplace data, Dr. Carvajal concluded that the “gross statistical
disparities” in the annual business volume for Hispanic- and women-owned firms could be attributed
to discrimination; he “did not find sufficient evidence of discrimination against blacks.” Id.
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The court held that Dr. Carvajal’s study constituted neither a “strong basis in evidence” of
discrimination necessary to justify race- and ethnicity-conscious measures, nor did it constitute
“sufficient probative evidence” necessary to justify the gender-conscious measures. Id. The court
made an initial finding that no disparity existed to indicate underutilization of MBE/WBEs in the
award of A&E contracts by the County, nor was there underutilization of MBE/WBE:s in the
contracts they were awarded. Id. The court found that an analysis of the award data indicated, “[i]f
anything, the data indicates an overutilization of minority-owned firms by the County in relation to
their numbers in the marketplace.” Id.

With respect to the marketplace data, the County conceded that there was insufficient evidence of
discrimination against blacks to support the BBE program. Id. at 1321. With respect to the
marketplace data for Hispanics and women, the court found it “unreliable and inaccurate” for three
reasons: (1) the data failed to properly measure the geographic market, (2) the data failed to properly
measure the product market, and (3) the marketplace data survey was unreliable. Id. at 1321-25.

The court ruled that it would not follow the Tenth Circuit decision of Concrete Works of Colorado,
Inc. v. City and County of Denver, 321 F.3d 950 (10th Cir. 2003), as the burden of proof
enunciated by the Tenth Circuit conflicts with that of the Eleventh Circuit, and the “Tenth Circuit’s

decision is flawed for the reasons articulated by Justice Scalia in his dissent from the denial of
certiorari.” Id. at 1325 (internal citations omitted).

The defendant intervenors presented anecdotal evidence pertaining only to discrimination against
women in the County’s A&E industry. Id. The anecdotal evidence consisted of the testimony of
three A&E professional women, “nearly all” of which was related to discrimination in the award of
County contracts. Id. at 1326. However, the district court found that the anecdotal evidence
contradicted Dr. Carvajal’s study indicating that no disparity existed with respect to the award of
County A&E contracts. Id.

The court quoted the Eleventh Circuit in Engineering Contractors Association for the proposition
“that only in the rare case will anecdotal evidence suffice standing alone.” Id. (internal citations
omitted). The court held that “[t]his is not one of those rare cases.” The district court concluded that
the statistical evidence was “unreliable and fail[ed] to establish the existence of discrimination,” and
the anecdotal evidence was insufficient as it did not even reach the level of anecdotal evidence in
Engineering Contractors Association where the County employees themselves testified. Id.

The court made an initial finding that a number of minority groups provided preferential treatment
were in fact majorities in the County in terms of population, voting capacity, and representation on
the County Commission. Id. at 1326-1329. For purposes only of conducting the strict scrutiny
analysis, the court then assumed that Dr. Carvajal’s report demonstrated discrimination against
Hispanics (note the County had conceded it had insufficient evidence of discrimination against
blacks) and sought to determine whether the HBE program was narrowly tailored to remedying that
discrimination. Id. at 1330. However, the court found that because the study failed to “identify who
is engaging in the discrimination, what form the discrimination might take, at what stage in the
process it is taking place, or how the discrimination is accomplished ... it is virtually impossible to
narrowly tailor any remedy, and the HBE program fails on this fact alone.” Id.
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The court found that even after the County Managers informed the Commissioners that the County
had reached parity in the A&E industry, the Commissioners declined to enact a CSBE ordinance, a
race-neutral measure utilized in the construction industry after Engineering Contractors Association.
1d. Instead, the Commissioners voted to continue the HBE program. Id. The court held that the
County’s failure to even explore a program similar to the CSBE ordinance indicated that the HBE
program was not narrowly tailored. Id. at 1331.

The court also found that the County enacted a broad anti-discrimination ordinance imposing harsh
penalties for a violation thereof. Id. However, “not a single witness at trial knew of any instance of a
complaint being brought under this ordinance concerning the A&E industry,” leading the court to
conclude that the ordinance was either not being enforced, or no discrimination existed. Id. Under
either scenario, the HBE program could not be narrowly tailored. Id.

The court found the waiver provisions in the HBE inflexible in practice. Id. Additionally, the court
found the County had failed to comply with the provisions in the HBE program requiring
adjustment of participation goals based on annual studies, because the County had not in fact
conducted annual studies for several years. Id. The court found this even “more problematic” because
the HBE program did not have a built-in durational limit, and thus blatantly violated Supreme
Court jurisprudence requiring that racial and ethnic preferences “must be limited in time.” Id. at
1332, citing Grutter, 123 S. Ct. at 2346. For the foregoing reasons, the court concluded the HBE
program was not narrowly tailored. Id. at 1332.

With respect to the WBE program, the court found that “the failure of the County to identify who is
discriminating and where in the process the discrimination is taking place indicates (though not
conclusively) that the WBE program is not substantially related to eliminating that discrimination.”
Id. at 1333. The court found that the existence of the anti-discrimination ordinance, the refusal to
enact a small business enterprise ordinance, and the inflexibility in setting the participation goals
rendered the WBE unable to satisfy the substantial relationship test. Id.

The court held that the County was liable for any compensatory damages. Id. at 1333-34. The court
held that the Commissioners had absolute immunity for their legislative actions; however, they were
not entitled to qualified immunity for their actions in voting to apply the race-, ethnicity-, and
gender-conscious measures of the MBE/WBE programs if their actions violated “clearly established
statutory or constitutional rights of which a reasonable person would have known ... Accordingly,
the question is whether the state of the law at the time the Commissioners voted to apply [race-,
ethnicity-, and gender-conscious measures] gave them ‘fair warning’ that their actions were
unconstitutional. “ Id. at 1335-36 (internal citations omitted).

The court held that the Commissioners were not entitled to qualified immunity because they “had
before them at least three cases that gave them fair warning that their application of the MBE/WBE

»

programs ... were unconstitutional: Croson, Adarand and [Engineering Contractors Association]

Id. at 1137. The court found that the Commissioners voted to apply the contract measures after the
Supreme Court decided both Croson and Adarand. Id. Moreover, the Eleventh Circuit had already
struck down the construction provisions of the same MBE/WBE programs. Id. Thus, the case law
was “clearly established” and gave the Commissioners fair warning that the MBE/WBE programs
were unconstitutional. Id.
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The court also found the Commissioners had specific information from the County Manager and
other internal studies indicating the problems with the MBE/WBE programs and indicating that
parity had been achieved. Id. at 1338. Additionally, the Commissioners did not conduct the annual
studies mandated by the MBE/WBE ordinance itself. Id. For all the foregoing reasons, the court held
the Commissioners were subject to individual liability for any compensatory and punitive damages.

The district court enjoined the County, the Commissioners, and the County Manager from using, or
requiring the use of, gender, racial, or ethnic criteria in deciding (1) whether a response to an RFP
submitted for A&E work is responsive, (2) whether such a response will be considered, and (3)
whether a contract will be awarded to a consultant submitting such a response. The court awarded
the plaintiffs $100 each in nominal damages and reasonable attorneys’ fees and costs, for which it
held the County and the Commissioners jointly and severally liable.

14. Florida A.G.C. Council, Inc. v. State of Florida, 303 F. Supp. 2d 1307 (N.D.
Fla. 2004)

This case is instructive to the disparity study as to the manner in which district courts within the
Eleventh Circuit are interpreting and applying Engineering Contractors Association. It is also
instructive in terms of the type of legislation to be considered by the local and state governments as to
what the courts consider to be a “race-conscious” program and/or legislation, as well as to the
significance of the implementation of the legislation to the analysis.

The plaintiffs, A.G.C. Council, Inc. and the South Florida Chapter of the Associated General
Contractors brought this case challenging the constitutionality of certain provisions of a Florida
statute (Section 287.09451, ez seq.). The plaintiffs contended that the statute violated the Equal
Protection Clause of the Fourteenth Amendment by instituting race- and gender-conscious
“preferences” in order to increase the numeric representation of minority business enterprises
(“MBEs”) in certain industries.

According to the court, the Florida Statute enacted race-conscious and gender-conscious remedial
programs to ensure minority participation in state contracts for the purchase of commodities and in
construction contracts. The State created the Office of Supplier Diversity (“OSD”) to assist MBEs to
become suppliers of commodities, services and construction to the state government. The OSD had
certain responsibilities, including adopting rules meant to assess whether state agencies have made
good faith efforts to solicit business from MBEs, and to monitor whether contractors have made
good faith efforts to comply with the objective of greater overall MBE participation.

The statute enumerated measures that contractors should undertake, such as minority-centered
recruitment in advertising as a means of advancing the statute’s purpose. The statute provided that
each State agency is “encouraged” to spend 21 percent of the monies actually expended for
construction contracts, 25 percent of the monies actually expended for architectural and engineering
contracts, 24 percent of the monies actually expended for commodities and 50.5 percent of the
monies actually expended for contractual services during the fiscal year for the purpose of entering
into contracts with certified MBEs. The statute also provided that state agencies are allowed to
allocate certain percentages for black Americans, Hispanic Americans and for American women, and
the goals are broken down by construction contracts, architectural and engineering contracts,
commodities and contractual services.
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The State took the position that the spending goals were “precatory.” The court found that the
plaintiffs had standing to maintain the action and to pursue prospective relief. The court held that
the statute was unconstitutional based on the finding that the spending goals were not narrowly
tailored to achieve a governmental interest. The court did not specifically address whether the
articulated reasons for the goals contained in the statute had sufficient evidence, but instead found
that the articulated reason would, “if true,” constitute a compelling governmental interest
necessitating race-conscious remedies. Rather than explore the evidence, the court focused on the
narrowly tailored requirement and held that it was not satisfied by the State.

The court found that there was no evidence in the record that the State contemplated race-neutral
means to accomplish the objectives set forth in Section 287.09451 ez seq., such as ““simplification of
bidding procedures, relaxation of bonding requirements, training or financial aid for disadvantaged
entrepreneurs of all races [which] would open the public contracting market to all those who have
suffered the effects of past discrimination.” Florida A.G.C. Council, 303 F.Supp.2d at 1315, quoting
Eng’g Contractors Ass’n, 122 F.3d at 928, quoting Croson, 488 U.S. at 509-10.

The court noted that defendants did not seem to disagree with the report issued by the State of
Florida Senate that concluded there was little evidence to support the spending goals outlined in the
statute. Rather, the State of Florida argued that the statute is “permissive.” The court, however, held
that “there is no distinction between a statute that is precatory versus one that is compulsory when

the challenged statute ‘induces an employer to hire with an eye toward meeting ... [a] numerical
target.” Florida A.G.C. Council, 303 F.Supp.2d at 1316.

The court found that the State applies pressure to State agencies to meet the legislative objectives of
the statute extending beyond simple outreach efforts. The State agencies, according to the court, were
required to coordinate their MBE procurement activities with the OSD, which includes adopting a
MBE utilization plan. If the State agency deviated from the Utilization Plan in two consecutive and
three out of five total fiscal years, then the OSD could review any and all solicitations and contract
awards of the agency as deemed necessary until such time as the agency met its utilization plan. The
court held that based on these factors, although alleged to be “permissive,” the statute textually was
not.

Therefore, the court found that the statute was not narrowly tailored to serve a compelling
governmental interest, and consequently violated the Equal Protection Clause of the Fourteenth
Amendment.

15. Associated Utility Contractors of Maryland, Inc. v. Mayor and City Council
of Baltimore, 218 F. Supp. 2d 749 (D. Md. 2002)

This case is instructive because the court found the Executive Order of the Mayor of the City of
Baltimore was precatory in nature (creating no legal obligation or duty) and contained no
enforcement mechanism or penalties for noncompliance and imposed no substantial restrictions; the
Executive Order announced goals that were found to be aspirational only.

The Associated Utility Contractors of Maryland, Inc. (“AUC”) sued the City of Baltimore
challenging its ordinance providing for minority- and women-owned business enterprise (“MWBE”)
participation in city contracts. Previously, an earlier City of Baltimore MWBE program was declared
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unconstitutional. Associated Utility Contractors of Maryland, Inc. v. Mayor and City Council of
Baltimore, 83 F. Supp. 2d 613 (D. Md. 2000). The City adopted a new ordinance that provided for
the establishment of MWBE participation goals on a contract-by-contract basis, and made several

other changes from the previous MWBE program declared unconstitutional in the earlier case.

In addition, the Mayor of the City of Baltimore issued an Executive Order that announced a goal of
awarding 35 percent of all City contracting dollars to MBE/WBEs. The court found this goal of 35
percent participation was aspirational only and the Executive Order contained no enforcement
mechanism or penalties for noncompliance. The Executive Order also specified many “noncoercive”
outreach measures to be taken by the City agencies relating to increasing participation of
MBE/WBEs. These measures were found to be merely aspirational and no enforcement mechanism
was provided.

The court addressed in this case only a motion to dismiss filed by the City of Baltimore arguing that
the Associated Utility Contractors had no standing. The court denied the motion to dismiss holding
that the association had standing to challenge the new MBE/WBE ordinance, although the court
noted that it had significant issues with the AUC having representational standing because of the
nature of the MBE/WBE plan and the fact the AUC did not have any of its individual members
named in the suit. The court also held that the AUC was entitled to bring an as applied challenge to
the Executive Order of the Mayor, but rejected it having standing to bring a facial challenge based on
a finding that it imposes no requirement, creates no sanctions, and does not inflict an injury upon
any member of the AUC in any concrete way. Therefore, the Executive Order did not create a “case
or controversy” in connection with a facial attack. The court found the wording of the Executive
Order to be precatory and imposing no substantive restrictions.

After this decision the City of Baltimore and the AUC entered into a settlement agreement and a
dismissal with prejudice of the case. An order was issued by the court on October 22, 2003
dismissing the case with prejudice.

16. Kornhass Construction, Inc. v. State of Oklahoma, Department of Central
Services, 140 F.Supp.2d 1232 (W.D. OK. 2001)

Plaintiffs, non-minority contractors, brought this action against the State of Oklahoma challenging
minority bid preference provisions in the Oklahoma Minority Business Enterprise Assistance Act
(“MBE Act”). The Oklahoma MBE Act established a bid preference program by which certified
minority business enterprises are given favorable treatment on competitive bids submitted to the
state. 140 F.Supp.2d at 1235-36. Under the MBE Act, the bids of non-minority contractors were
raised by 5 percent, placing them at a competitive disadvantage according to the district court. Id. at

1235-12306.

The named plaintiffs bid on state contracts in which their bids were increased by 5 percent as they
were non-minority business enterprises. Although the plaintiffs actually submitted the lowest dollar
bids, once the 5 percent factor was applied, minority bidders became the successful bidders on certain
contracts. 140 F.Supp. at 1237.

In determining the constitutionality or validity of the Oklahoma MBE Act, the district court was
guided in its analysis by the Tenth Circuit Court of Appeals decision in Adarand Constructors, Inc.
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v. Slater, 288 F.3d 1147 (10" Cir. 2000) (“Adarand VII”). The district court pointed out that in
Adarand VII, the Tenth Circuit found compelling evidence of barriers to both minority business
formation and existing minority businesses. Id. at 1238. In sum, the district court noted that the
Tenth Circuit concluded that the Government had met its burden of presenting a strong basis in

evidence sufficient to support its articulated, constitutionally valid, compelling interest. 140 F.Supp.
2d at 1239, citing Adarand VII, 228 F.3d 1147, 1174.

Compelling state interest. The district court, following Adarand VII, applied the strict scrutiny
analysis, arising out of the Fourteenth Amendment’s Equal Protection Clause, in which a race-based
affirmative action program withstands strict scrutiny only if it is narrowly tailored to serve a
compelling governmental interest. Id. at 1239. The district court pointed out that it is clear from
Supreme Court precedent, there may be a compelling interest sufficient to justify race-conscious
affirmative action measures. Id. The Fourteenth Amendment permits race-conscious programs that
seek both to eradicate discrimination by the governmental entity itself and to prevent the
governmental entity from becoming a “passive participant” in a system of racial exclusion practiced
by private businesses. Id. at 1240. Therefore, the district court concluded that both the federal and
state governments have a compelling interest assuring that public dollars do not serve to finance the
evil of private prejudice. Id.

The district court stated that a “mere statistical disparity in the proportion of contracts awarded to a
particular group, standing alone, does not demonstrate the evil of private or public racial prejudice.”
Id. Rather, the court held that the “benchmark for judging the adequacy of a state’s factual predicate
for affirmative action legislation is whether there exists a strong basis in the evidence of the state’s
conclusion that remedial action was necessary.” Id. The district court found that the Supreme Court
made it clear that the state bears the burden of demonstrating a strong basis in evidence for its
conclusion that remedial action was necessary by proving either that the state itself discriminated in
the past or was “a passive participant” in private industry’s discriminatory practices. Id. at 1240,
citing to Associated General Contractors of Ohio, Inc. v. Drabik, 214 F.3d 730, 735 (6" Cir. 2000)
and City of Richmond v. J.A. Croson Company, 488 U.S. 469 at 486-492 (1989).

With this background, the State of Oklahoma stated that its compelling state interest “is to promote
the economy of the State and to ensure that minority business enterprises are given an opportunity to
compete for state contracts.” Id. at 1240. Thus, the district court found the State admitted that the
MBE Act’s bid preference “is not based on past discrimination,” rather, it is based on a desire to
“encouragle] economic development of minority business enterprises which in turn will benefit the
State of Oklahoma as a whole.” Id. In light of Adarand VII, and prevailing Supreme Court case law,
the district court found that this articulated interest is not “compelling” in the absence of evidence of
past or present racial discrimination. Id.

The district court considered testimony presented by Intervenors who participated in the case for the
defendants and asserted that the Oklahoma legislature conducted an interim study prior to adoption
of the MBE Act, during which testimony and evidence were presented to members of the Oklahoma
Legislative Black Caucus and other participating legislators. The study was conducted more than 14
years prior to the case and the Intervenors did not actually offer any of the evidence to the court in
this case. The Intervenors submitted an affidavit from the witness who serves as the Title VI
Coordinator for the Oklahoma Department of Transportation. The court found that the affidavit
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from the witness averred in general terms that minority businesses were discriminated against in the
awarding of state contracts. The district court found that the Intervenors have not produced — or
indeed even described — the evidence of discrimination. Id. at 1241. The district court found that it
cannot be discerned from the documents which minority businesses were the victims of
discrimination, or which racial or ethnic groups were targeted by such alleged discrimination. Id.

The court also found that the Intervenors’ evidence did not indicate what discriminatory acts or
practices allegedly occurred, or when they occurred. Id. The district court stated that the Intervenors
did not identify “a single qualified, minority-owned bidder who was excluded from a state contract.”
1d. The district court, thus, held that broad allegations of “systematic” exclusion of minority
businesses were not sufficient to constitute a compelling governmental interest in remedying past or
current discrimination. Id. at 1242. The district court stated that this was particularly true in light of
the “State’s admission here that the State’s governmental interest was not in remedying past
discrimination in the state competitive bidding process, but in ‘encouraging economic development
of minority business enterprises which in turn will benefit the State of Oklahoma as a whole.” Id. at
1242.

The court found that the State defendants failed to produce any admissible evidence of a single,
specific discriminatory act, or any substantial evidence showing a pattern of deliberate exclusion from
state contracts of minority-owned businesses. Id. at 1241 - 1242, footnote 11.

The district court also noted that the Sixth Circuit Court of Appeals in Drabik rejected Ohio’s
statistical evidence of underutilization of minority contractors because the evidence did not report the
actual use of minority firms; rather, they reported only the use of those minority firms that had gone
to the trouble of being certified and listed by the state. Id. at 1242, footnote 12. The district court
stated that, as in Drabik, the evidence presented in support of the Oklahoma MBE Act failed to
account for the possibility that some minority contractors might not register with the state, and the
statistics did not account for any contracts awarded to businesses with minority ownership of less
than 51 percent, or for contracts performed in large part by minority-owned subcontractors where
the prime contractor was not a certified minority-owned business. I1d.

The district court found that the MBE Act’s minority bidding preference was not predicated upon a
finding of discrimination in any particular industry or region of the state, or discrimination against
any particular racial or ethnic group. The court stated that there was no evidence offered of actual
discrimination, past or present, against the specific racial and ethnic groups to whom the preference

was extended, other than an attempt to show a history of discrimination against African Americans.
Id. ac 1242.

Narrow tailoring. The district court found that even if the State’s goals could not be considered
“compelling,” the State did not show that the MBE Act was narrowly tailored to serve those goals.
The court pointed out that the Tenth Circuit in Adarand VII identified six factors the court must
consider in determining whether the MBE Act’s minority preference provisions were sufficiently
narrowly tailored to satisfy equal protection: (1) the availability of race-neutral alternative remedies;
(2) limits on the duration of the challenged preference provisions; (3) flexibility of the preference
provisions; (4) numerical proportionality; (5) the burden on third parties; and (6) over- or under-
inclusiveness. Id. at 1242-1243.
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First, in terms of race-neutral alternative remedies, the court found that the evidence offered showed,
at most, that nominal efforts were made to assist minority-owned businesses prior to the adoption of
the MBE Act’s racial preference program. Id. at 1243. The court considered evidence regarding the
Minority Assistance Program, but found that to be primarily informational services only, and was not
designed to actually assist minorities or other disadvantaged contractors to obtain contracts with the
State of Oklahoma. Id. at 1243. In contrast to this “informational” program, the court noted the
Tenth Circuit in Adarand VII favorably considered the federal government’s use of racially neutral
alternatives aimed at disadvantaged businesses, including assistance with obtaining project bonds,
assistance with securing capital financing, technical assistance, and other programs designed to assist

start-up businesses. Id. at 1243 citing Adarand VII, 228 F.3d at 1178-1179.

The district court found that it does not appear from the evidence that Oklahoma’s Minority
Assistance Program provided the type of race-neutral relief required by the Tenth Circuit in Adarand
VII, in the Supreme Court in the Croson decision, nor does it appear that the Program was racially
neutral. Id. at 1243. The court found that the State of Oklahoma did not show any meaningful form
of assistance to new or disadvantaged businesses prior to the adoption of the MBE Act, and thus, the
court found that the state defendants had not shown that Oklahoma considered race-neutral
alternative means to achieve the state’s goal prior to adoption of the minority bid preference
provisions. Id. at 1243.

In a footnote, the district court pointed out that the Tenth Circuit has recognized racially neutral
programs designed to assist 2/ new or financially disadvantaged businesses in obtaining government
contracts tend to benefit minority-owned businesses, and can help alleviate the effects of past and
present-day discrimination. Id. at 1243, footnote 15 citing Adarand VII.

The court considered the evidence offered of post-enactment efforts by the State to increase minority
participation in State contracting. The court found that most of these efforts were directed toward
encouraging the participation of certified minority business enterprises, “and are thus not racially
neutral. This evidence fails to demonstrate that the State employed race-neutral alternative measures
prior to or after adopting the Minority Business Enterprise Assistance Act.” Id. at 1244. Some of the
efforts the court found were directed toward encouraging the participation of certified minority
business enterprises and thus not racially neutral, included mailing vendor registration forms to
minority vendors, telephoning and mailing letters to minority vendors, providing assistance to
vendors in completing registration forms, assuring the vendors received bid information, preparing a
minority business directory and distributing it to all state agencies, periodically mailing construction
project information to minority vendors, and providing commodity information to minority vendors
upon request. Id. at 1244, footnote 16.

In terms of durational limits and flexibility, the court found that the “goal” of 10 percent of the
state’s contracts being awarded to certified minority business enterprises had never been reached, or
even approached, during the thirteen years since the MBE Act was implemented. Id. at 1244. The
court found the defendants offered no evidence that the bid preference was likely to end at any time
in the foreseeable future, or that it is otherwise limited in its duration. Id. Unlike the federal
programs at issue in Adarand VII, the court stated the Oklahoma MBE Act has no inherent time
limit, and no provision for disadvantaged minority-owned businesses to “graduate” from preference
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eligibility. Id. The court found the MBE Act was not limited to those minority-owned businesses
which are shown to be economically disadvantaged. Id.

The court stated that the MBE Act made no attempt to address or remedy any actual, demonstrated
past or present racial discrimination, and the MBE Act’s duration was not tied in any way to the
eradication of such discrimination. Id. Instead, the court found the MBE Act rests on the
“questionable assumption that 10 percent of all state contract dollars should be awarded to certified
minority-owned and operated businesses, without any showing that this assumption is reasonable.”

Id. at 1244.

By the terms of the MBE Act, the minority preference provisions would continue in place for five
years after the goal of 10 percent minority participation was reached, and thus the district court
concluded that the MBE Act’s minority preference provisions lacked reasonable durational limits. Id.
at 1245.

With regard to the factor of “numerical proportionality” between the MBE Act’s aspirational goal
and the number of existing available minority-owned businesses, the court found the MBE Act’s 10
percent goal was not based upon demonstrable evidence of the availability of minority contractors
who were either qualified to bid or who were ready, willing and able to become qualified to bid on
state contracts. Id. at 1246-1247. The court pointed out that the MBE Act made no attempt to
distinguish between the four minority racial groups, so that contracts awarded to members of all of
the preferred races were aggregated in determining whether the 10 percent aspirational goal had been
reached. Id. at 1246. In addition, the court found the MBE Act aggregated all state contracts for
goods and services, so that minority participation was determined by the total number of dollars
spent on state contracts. Id.

The court stated that in Adarand VII, the Tenth Circuit rejected the contention that the aspirational
goals were required to correspond to an actual finding as to the number of existing minority-owned
businesses. Id. at 1246. The court noted that the government submitted evidence in Adarand VII,
that the effects of past discrimination had excluded minorities from entering the construction
industry, and that the number of available minority subcontractors reflected that discrimination. Id.
In light of this evidence, the district court said the Tenth Circuit held that the existing percentage of
minority-owned businesses is “not necessarily an absolute cap” on the percentage that a remedial
program might legitimately seek to achieve. Id. at 1246, citing Adarand VII, 228 F.3d at 1181.

Unlike Adarand VII, the court found that the Oklahoma State defendants did not offer “substantial
evidence” that the minorities given preferential treatment under the MBE Act were prevented,
through past discrimination, from entering any particular industry, or that the number of available
minority subcontractors in that industry reflects that discrimination. 140 F.Supp.2d at 1246. The
court concluded that the Oklahoma State defendants did not offer any evidence of the number of
minority-owned businesses doing business in any of the many industries covered by the MBE Act. Id.

at 1246-1247.

With regard to the impact on third parties factor, the court pointed out the Tenth Circuit in
Adarand VII stated the mere possibility that innocent parties will share the burden of a remedial
program is itself insufficient to warrant the conclusion that the program is not narrowly tailored. Id.
at 1247. The district court found the MBE Act’s bid preference provisions prevented non-minority
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businesses from competing on an equal basis with certified minority business enterprises, and that in
some instances plaintiffs had been required to lower their intended bids because they knew minority
firms were bidding. Id. The court pointed out that the 5 percent preference is applicable to a//
contracts awarded under the state’s Central Purchasing Act with no time limitation. Id.

In terms of the “under- and over-inclusiveness” factor, the court observed that the MBE Act extended
its bidding preference to several racial minority groups without regard to whether each of those
groups had suffered from the effects of past or present racial discrimination. Id. at 1247. The district
court reiterated the Oklahoma State defendants did not offer any evidence at all that the minority
racial groups identified in the Act had actually suffered from discrimination. Id.

Second, the district court found the MBE Act’s bidding preference extends to all contracts for goods
and services awarded under the State’s Central Purchasing Act, without regard to whether members
of the preferred minority groups had been the victims of past or present discrimination within that
particular industry or trade. Id.

Third, the district court noted the preference extends to all businesses certified as minority-owned
and controlled, without regard to whether a particular business is economically or socially
disadvantaged, or has suffered from the effects of past or present discrimination. Id. The court thus
found that the factor of over-inclusiveness weighs against a finding that the MBE Act was narrowly
tailored. Id.

The district court in conclusion found that the Oklahoma MBE Act violated the Constitution’s Fifth
Amendment guarantee of equal protection and granted the plaintiffs’ Motion for Summary
Judgment.

17. Associated Utility Contractors of Maryland, Inc. v. The Mayor and City
Council of Baltimore, 83 F. Supp. 2d 613 (D. Md. 2000)

The court held unconstitutional the City of Baltimore’s “affirmative action” program, which had
construction subcontracting “set-aside” goals of 20 percent for MBEs and 3 percent for WBEs. The
court held there was no data or statistical evidence submitted by the City prior to enactment of the
Ordinance. There was no evidence showing a disparity between MBE/WBE availability and
utilization in the subcontracting construction market in Baltimore. The court enjoined the City
Ordinance.

18. Webster v. Fulton County, 51 F. Supp. 2d 1354 (N.D. Ga. 1999), a’ffd per
curiam 218 F.3d 1267 (11th Cir. 2000)

This case is instructive as it is another instance in which a court has considered, analyzed, and ruled
upon a race-, ethnicity- and gender-conscious program, holding the local government MBE/WBE-
type program failed to satisfy the strict scrutiny constitutional standard. The case also is instructive in
its application of the Engineering Contractors Association case, including to a disparity analysis, the
burdens of proof on the local government, and the narrowly tailored prong of the strict scrutiny test.

In this case, plaintiff Webster brought an action challenging the constitutionality of Fulton County’s
(the “County”) minority and female business enterprise program (“MBE/FBE”) program. 51 F.

BBC RESEARCH & CONSULTING APPENDIX B, PAGE 97



Supp. 2d 1354, 1357 (N.D. Ga. 1999). [The district court first set forth the provisions of the
MBE/FBE program and conducted a standing analysis at 51 F. Supp. 2d at 1356-62].

The court, citing Engineering Contractors Association of S. Florida, Inc. v. Metro. Engineering
Contractors Association, 122 F.3d 895 (11th Cir. 1997), held that “[e]xplicit racial preferences may

*“1d. at 1362-63. The court then set forth the strict scrutiny
standard for evaluating racial and ethnic preferences and the four factors enunciated in Engineering

not be used except as a ‘last resort.

Contractors Association, and the intermediate scrutiny standard for evaluating gender preferences. Id.

at 1363. The court found that under Engineering Contractors Association, the government could
utilize both post-enactment and pre-enactment evidence to meet its burden of a “strong basis in
evidence” for strict scrutiny, and “sufficient probative evidence” for intermediate scrutiny. Id.

The court found that the defendant bears the initial burden of satisfying the aforementioned
evidentiary standard, and the ultimate burden of proof remains with the challenging party to
demonstrate the unconstitutionality of the MBE/FBE program. Id. at 1364. The court found that
the plaintiff has at least three methods “to rebut the inference of discrimination with a neutral
explanation: (1) demonstrate that the statistics are flawed; (2) demonstrate that the disparities shown
by the statistics are not significant; or (3) present conflicting statistical data.” Id., citing Eng’g
Contractors Ass’'n, 122 F.3d at 916.

[The district court then set forth the Engineering Contractors Association opinion in detail.]

The court first noted that the Eleventh Circuit has recognized that disparity indices greater than 80
percent are generally not considered indications of discrimination. Id. at 1368, citing Eng’g
Contractors Assoc., 122 F.3d at 914. The court then considered the County’s pre-1994 disparity
study (the “Brimmer-Marshall Study”) and found that it failed to establish a strong basis in evidence

necessary to support the MBE/FBE program. Id. at 1368.

First, the court found that the study rested on the inaccurate assumption that a statistical showing of
underutilization of minorities in the marketplace as a whole was sufficient evidence of discrimination.
Id. at 1369. The court cited City of Richmond v. J.A. Croson Co., 488 U.S. 496 (1989) for the

proposition that discrimination must be focused on contracting by the entity that is considering the

preference program. Id. Because the Brimmer-Marshall Study contained no statistical evidence of
discrimination by the County in the award of contracts, the court found the County must show that
it was a “passive participant” in discrimination by the private sector. Id. The court found that the
County could take remedial action if it had evidence that prime contractors were systematically
excluding minority-owned businesses from subcontracting opportunities, or if it had evidence that its
spending practices are “exacerbating a pattern of prior discrimination that can be identified with
specificity.” Id. However, the court found that the Brimmer-Marshall Study contained no such data.

Id.

Second, the Brimmer-Marshall study contained no regression analysis to account for relevant
variables, such as firm size. Id. at 1369-70. At trial, Dr. Marshall submitted a follow-up to the earlier
disparity study; however, the court found the study had the same flaw in that it did not contain a
regression analysis. Id. The court thus concluded that the County failed to present a “strong basis in
evidence” of discrimination to justify the County’s racial and ethnic preferences. Id.
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The court next considered the County’s post-1994 disparity study. Id. at 1371. The study first
sought to determine the availability and utilization of minority- and female-owned firms. Id. The
court explained:

Two methods may be used to calculate availability: (1) bid analysis;
or (2) bidder analysis. In a bid analysis, the analyst counts the
number of bids submitted by minority or female firms over a period
of time and divides it by the total number of bids submitted in the
same period. In a bidder analysis, the analyst counts the number of
minority or female firms submitting bids and divides it by the total
number of firms which submitted bids during the same period.

Id. The court found that the information provided in the study was insufficient to establish a firm
basis in evidence to support the MBE/FBE program. Id. at 1371-72. The court also found it
significant to conduct a regression analysis to show whether the disparities were either due to
discrimination or other neutral grounds. Id. at 1375-76.

The plaintiff and the County submitted statistical studies of data collected between 1994 to 1997. 1d.
at 1376. The court found that the data were potentially skewed due to the operation of the
MBE/FBE program. Id. Additionally, the court found that the County’s standard deviation analysis
yielded non-statistically significant results (noting the Eleventh Circuit has stated that scientists
consider a finding of two standard deviations significant). Id. (internal citations omitted).

The court considered the County’s anecdotal evidence, and quoted Engineering Contractors
Association for the proposition that “[a]necdotal evidence can play an important role in bolstering
statistical evidence, but that only in the rare case will anecdotal evidence suffice standing alone.” Id.,
quoting Eng’g Contractors Ass’n, 122 F.3d at 907. The Brimmer-Marshall Study contained
anecdotal evidence. Id. at 1379. Additionally, the County held hearings but after reviewing the tape
recordings of the hearings, the court concluded that only two individuals testified to discrimination
by the County; one of them complained that the County used the MBE/FBE program to only
benefit African Americans. Id. The court found the most common complaints concerned barriers in
bonding, financing, and insurance and slow payment by prime contractors. Id. The court concluded
that the anecdotal evidence was insufficient in and of itself to establish a firm basis for the MBE/FBE
program. Id.

The court also applied a narrow tailoring analysis of the MBE/FBE program. “The Eleventh Circuit
has made it clear that the essence of this inquiry is whether racial preferences were adopted only as a
‘last resort.” Id. at 1380, citing Eng’g Contractors Assoc., 122 F.3d at 926. The court cited the
Eleventh Circuit’s four-part test and concluded that the County’s MBE/FBE program failed on

several grounds. First, the court found that a race-based problem does not necessarily require a race-
based solution. “If a race-neutral remedy is sufficient to cure a race-based problem, then a race-
conscious remedy can never be narrowly tailored to that problem.” Id., quoting Eng’g Contractors

Ass’n, 122 F.3d at 927. The court found that there was no evidence of discrimination by the County.
Id. ar 1380.
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The court found that even though a majority of the Commissioners on the County Board were
African American, the County had continued the program for decades. Id. The court held that the
County had not seriously considered race-neutral measures:

There is no evidence in the record that any Commissioner has
offered a resolution during this period substituting a program of
race-neutral measures as an alternative to numerical set-asides based
upon race and ethnicity. There is no evidence in the record of any
proposal by the staff of Fulton County of substituting a program of
race-neutral measures as an alternative to numerical set-asides based
upon race and ethnicity. There has been no evidence offered of any
debate within the Commission about substituting a program of
race-neutral measures as an alternative to numerical set-asides based
upon race and ethnicity .... Id.

The court found that the random inclusion of ethnic and racial groups who had not suffered
discrimination by the County also mitigated against a finding of narrow tailoring. Id. The court
found that there was no evidence that the County considered race-neutral alternatives as an
alternative to race-conscious measures nor that race-neutral measures were initiated and failed. Id. at
1381. The court concluded that because the MBE/FBE program was not adopted as a last resort, it
failed the narrow tailoring test. Id.

Additionally, the court found that there was no substantial relationship between the numerical goals
and the relevant market. Id. The court rejected the County’s argument that its program was
permissible because it set “goals” as opposed to “quotas,” because the program in Engineering
Contractors Association also utilized “goals” and was struck down. Id.

Per the MBE/FBE program’s gender-based preferences, the court found that the program was
sufficiently flexible to satisfy the substantial relationship prong of the intermediate scrutiny standard.
Id. at 1383. However, the court held that the County failed to present “sufficient probative evidence”
of discrimination necessary to sustain the gender-based preferences portion of the MBE/FBE
program. Id.

The court found the County’s MBE/FBE program unconstitutional and entered a permanent
injunction in favor of the plaintiff. Id. On appeal, the Eleventh Circuit affirmed per curiam, stating
only that it affirmed on the basis of the district court’s opinion. Webster v. Fulton County, Georgia,
218 F.3d 1267 (11¢h Cir. 2000).

19. Associated Gen. Contractors v. Drabik, 50 F. Supp. 2d 741 (S.D. Ohio 1999)

In this decision, the district court reaffirmed its earlier holding that the State of Ohio’s MBE
program of construction contract awards is unconstitutional. The court cited to F. Buddie
Contracting v. Cuyahoga Community College, 31 F. Supp. 2d 571 (N.D. Ohio 1998), holding a
similar local Ohio program unconstitutional. The court repudiated the Ohio Supreme Court’s
holding in Ritchey Produce, 707 N.E. 2d 871 (Ohio 1999), which held that the State’s MBE

program as applied to the state’s purchase of non-construction-related goods and services was

constitutional. The court found the evidence to be insufficient to justify the MBE program. The
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court held that the program was not narrowly tailored because there was no evidence that the State
had considered a race-neutral alternative.

This opinion underscored that governments must show four factors to demonstrate narrow tailoring:
(1) the necessity for the relief and the efficacy of alternative remedies, (2) flexibility and duration of
the relief, (3) relationship of numerical goals to the relevant labor market, and (4) impact of the relief
on the rights of third parties. The court held the Ohio MBE program failed to satisfy this test.

20. Phillips & Jordan, Inc. v. Watts, 13 F. Supp. 2d 1308 (N.D. Fla. 1998)

This case is instructive because it addressed a challenge to a state and local government MBE/FBE-
type program and considered the requisite evidentiary basis necessary to support the program. In
Phillips & Jordan, the district court for the Northern District of Florida held that the Florida
Department of Transportation’s (‘FDOT”) program of “setting aside” certain highway maintenance

contracts for African American- and Hispanic-owned businesses violated the Equal Protection Clause
of the Fourteenth Amendment to the United States Constitution. The parties stipulated that the
plaindiff, a non-minority business, had been excluded in the past and may be excluded in the future
from competing for certain highway maintenance contracts “set aside” for business enterprises owned
by Hispanic and African American individuals. The court held that the evidence of statistical
disparities was insufficient to support the Florida DOT program.

The district court pointed out that Florida DOT did not claim that it had evidence of intentional
discrimination in the award of its contracts. The court stated that the essence of FDOT’s claim was
that the two year disparity study provided evidence of a disparity between the proportion of
minorities awarded FDOT road maintenance contracts and a portion of the minorities “supposedly
willing and able to do road maintenance work,” and that FDOT did not itself engage in any racial or

ethnic discrimination, so FDOT must have been a passive participant in “somebody’s
discriminatory practices.

Since it was agreed in the case that FDOT did not discriminate against minority contractors bidding
on road maintenance contracts, the court found that the record contained insufficient proof of
discrimination. The court found the evidence insufficient to establish acts of discrimination against
African American- and Hispanic-owned businesses.

The court raised questions concerning the choice and use of the statistical pool of available firms
relied upon by the disparity study. The court expressed concern about whether it was appropriate to
use Census data to analyze and determine which firms were available (qualified and/or willing and
able) to bid on FDOT road maintenance contracts.

Recent State Court Decisions

21. Cleveland Constr., Inc. v. City of Cincinnatti, 169 Ohio App. 3d 627, 864
N.E.2d 116 (2006), cert. denied 128 S. Ct. 379 (U.S. 2007)

On appeal from Cleveland Construction, Inc. v. City of Cincinnati, WL 4880918, Case No.
A042683 (Ohio Court of Common Pleas, July 13, 2005 and August 29, 2005) (at Section V(C)(2a.),

infra), the Ohio Court of Appeals reversed the trial court’s entry of a directed verdict against
Cleveland Construction on the issue of lost profits, remanded the case for a new trial on the issue of
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liability and damages under 42 U.S.C. § 1983, and affirmed the trial court in all other respects. 864
N.E.2d 116, 133 (Ohio App. 2000).

On appeal, both parties below raised multiple enumerations of error with the trial court’s decision. In
the decision below, the trial court ruled that the city’s SBE Program created constitutionally
impermissible race- and gender-based classifications. (See 2005 Decision, at Section V(C)(2a.), infra).
In its fourth enumeration of error, the city argued that its SBE Program should not be subject to
strict scrutiny (for race-based classification) or intermediate scrutiny (for gender-based classification).
The city argued that its SBE Program did not create race- or gender-based classifications because the
city merely gathered availability estimates “for information purposes only” and bidders were required
only to document their good faith efforts at obtaining minority- and women-owned business
participation. The Court of Appeals rejected that argument holding that rigid quotas or set-asides are
not a prerequisite to a finding of a racial classification: “[w]here regulations pressure or encourage
contractors to hire minority subcontractors, courts must apply strict scrutiny.” 864 N.E.2d at 126.
The court noted that in Adarand I, although the challenged regulations did not require contractors to
hire minority subcontractors, they offered a financial incentive to do so, and the regulations were thus
subject to strict scrutiny. Id. at 127, citing Adarand Constructors v. Pena, 515 U.S. 200, 224 (1995).

The Court of Appeals determined that it had to look beyond the SBE Program’s “ostensibly neutral
labels such as ‘outreach program’ and ‘participation goals™ to determine whether the SBE Program
imposed racial classifications. Id. at 127. The court found that under the SBE Program, bidders were
required to use good faith efforts to promote opportunities for minority- and women-owned
businesses to the extent of their availability as determined by the city, and to submit detailed
descriptions of those good faith efforts. The court held that “[w]here the city’s SBE program required
documentation of a bidder’s specific efforts to achieve the participation of minority subcontractors to
the extent of their availability as predetermined by the city, the program undeniably pressured
bidders to implement racial preferences. Therefore, the program’s rules must be subject to strict
scrutiny.” Id. at 127. The court held that to the extent the SBE Program pressured contractors to
utilize female-owned subcontractors, that portion was subject to intermediate scrutiny. Because the
city conceded below that its SBE Program could not survive either standard of heightened scrutiny,
the court affirmed the trial court’s finding holding unconstitutional those portions of the SBE
Program causing bidders to use racial- or gender-based preferences. The court also overruled the city’s
enumeration of error over the trial court’s award of prevailing party attorneys’ fees to the plaintiff.

The Court of Appeals reversed the trial court’s entry of a directed verdict for the city on the plaintiff’s
claim for lost profit damages. The court confirmed that under Ohio law, a disappointed bidder
cannot recover lost profit damages when a municipality violates competitive-bidding laws. But, under
42 U.S.C. § 1983, a disappointed bidder may recover their lost profits as damages; the court cited to
Adarand, W.H. Scott Construction Co. v. Jackson, and Hershell Gill Consulting Engineers, Inc. v.

Miami-Dade County, Fla. in support of that proposition. The court reversed the entry of a directed
verdict and remanded to the trial court for a new trial on the issue of Section 1983 liability and
damages.

Finally, the Court of Appeals affirmed the trial court’s ruling that the named city officials sued in
their individual capacities were entitled to qualified immunity. The court determined that due to
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complex nature of the issues, the city officials could not have reasonably known that their conduct
was unconstitutional (required on order to overcome a qualified immunity defense).

The city subsequently applied for certiorari to the United States Supreme Court. The Supreme Court
denied certiorari on October 9, 2007. 128 S. Ct. 379 (Oct. 9, 2007).

22. Cleveland Constr., Inc. v. City of Cincinnati, Case No. A042683, WL
4880918 (Ohio Court of Common Pleas, July 13, 2005 and August 29,
2005)

This case is instructive as it addresses the validity of the City of Cincinnati’s program involving
contracting with MBE/WBEs, information that a city may gather as to MBE/FBE participation,
information that a city may track as to MBE/WBE participation, and the type of legislation the local
or state governments may consider adopting. Cleveland Construction, Inc. (the “plaintiff”)
challenged the City of Cincinnati’s (the “City”) Small Business Enterprise Program (the “Program”),
and a related SBE Subcontracting Outreach Program which applied to City-funded construction
projects valued in excess of $100,000. Case No. A0402638 (Ohio Common Pleas Court, July 13,
2005) at 5. The Program required prime contractors to subcontract a minimum percentage of their
bid (20% or greater on some construction contracts) to qualified available minority subcontractors.

Id.

The City stipulated that it lacked the necessary factual basis to withstand a strict scrutiny analysis, or
even an intermediate scrutiny analysis, of its Program. Id. at 10-11. The court then considered
whether the Program imposed classifications subject to such analyses. Id. The court found that “the
law does not prohibit governmental entities from recording statistics relating to race or gender, or
from tracking the progress of groups as identified by such categories, or from seeking to ascertain
whether any impermissible, discriminatory barriers are hampering the advancement of individuals
within groups as defined by race or gender.” Id. at 12. Accordingly, the court found that the City
could use MBE/WBE annual participation goals in conjunction with such a tracking program, and
other outreach efforts, as long as such efforts included no “further mechanism to promote or effectuate
or encourage others to meet such goals in any particular context.” Id. (internal citations omitted).

However, the court found that where outreach efforts operate as “a sub rosa preference — that is,
where their administration ‘indisputably pressures’ contractors to hire minority subcontractors —
courts must apply strict scrutiny.” Id. at 12-13. The court found that the Program contained a
number of race- and gender-classification provisions and “indisputably pressures” contractors to
recruit minority subcontractors, including requisite documentation of good faith outreach efforts and
potential investigation of recruitment efforts by the Office of Contract Compliance; accordingly, the
Program was subject to strict scrutiny. Id. at 13-14. Because the City conceded that the Program
could not survive a strict scrutiny analysis, the court found the Program facially unconstitutional and
ordered the City to take prompt action to remove all such unconstitutional provisions. Id. at 15.
However, the court found the plaintiff was unable to demonstrate that the unconstitutional aspects of
the Program caused him to lose the contract award at issue. Id. at 18.
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F. Recent Decisions Involving the Federal DBE Program and
Federally Funded Projects in Other Jurisdictions

There are several recent and pending cases involving challenges to the United States Federal DBE
Program and its implementation by the states and their governmental entities for federally funded
projects, similar to the Indiana DOT. To the extent the Indiana agencies and universities are
recipients of federal funds, these cases could have a significant impact on the nature and provisions of
their contracting and procurement on federally funded projects, including and relating to the
utilization of DBEs. In addition, these cases provide an instructive analysis of the recent application
of the strict scrutiny test to MBE/WBE- and DBE-type programs.

1. Western States Paving Co. v. Washington State DOT, 407 F.3d 983 (9th
Cir. 2005), cert. denied, 546 U.S. 1170 (2006)

This case out of the Ninth Circuit struck down a state’s implementation of the Federal DBE Program
for failure to pass constitutional muster. In Western States, the Ninth Circuit held that the State of
Washington’s implementation of the Federal DBE Program was unconstitutional because it did not
satisfy the narrow tailoring element of the constitutional test. The Ninth Circuit held that the State
must present its own evidence of past discrimination within its own boundaries in order to survive
constitutional muster and could not merely rely upon data supplied by Congress. The United States
Supreme Court denied certiorari. The analysis in the decision also is instructive in particular as to the
application of the narrowly tailored prong of the strict scrutiny test.

Plaintiff Western States Paving Co. (“plaintiff”) was a white male-owned asphalt and paving
company. 407 F.3d 983, 987 (9th Cir. 2005). In July of 2000, plaintiff submitted a bid for a project
for the City of Vancouver; the project was financed with federal funds provided to the Washington
State DOT (“WSDOT?”) under the Transportation Act for the 21" Century (“TEA-217). Id.

Congress enacted TEA-21 in 1991 and after multiple renewals, it was set to expire on May 31, 2004.
Id. at 988. TEA-21 established minimum minority-owned business participation requirements (10%)
for certain federally-funded projects. Id. The regulations require each state accepting federal
transportation funds to implement a DBE program that comports with the TEA-21. Id. TEA-21
indicates the 10 percent DBE utilization requirement is “aspirational,” and the statutory goal “does
not authorize or require recipients to set overall or contract goals at the 10 percent level, or any other
particular level, or to take any special administrative steps if their goals are above or below 10
percent.” Id.

TEA-21 sets forth a two-step process for a state to determine its own DBE utilization goal: (1) the
state must calculate the relative availability of DBE:s in its local transportation contracting industry
(one way to do this is to divide the number of ready, willing and able DBEs in a state by the total
number of ready, willing and able firms); and (2) the state is required to “adjust this base figure
upward or downward to reflect the proven capacity of DBEs to perform work (as measured by the
volume of work allocated to DBEs in recent years) and evidence of discrimination against DBEs
obtained from statistical disparity studies.” Id. at 989 (citing regulation). A state is also permitted to
consider discrimination in the bonding and financing industries and the present effects of past
discrimination. Id. (citing regulation). TEA-21 requires a generalized, “undifferentiated” minority
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goal and a state is prohibited from apportioning their DBE utilization goal among different minority
groups (e.g., between Hispanics, blacks, and women). Id. at 990 (citing regulation).

“A state must meet the maximum feasible portion of this goal through race- [and gender-] neutral
means, including informational and instructional programs targeted toward all small businesses.” Id.
(citing regulation). Race- and sex-conscious contract goals must be used to achieve any portion of the
contract goals not achievable through race- and gender-neutral measures. Id. (citing regulation).
However, TEA-21 does not require that DBE participation goals be used on every contract or at the
same level on every contract in which they are used; rather, the overall effect must be to “obtain that
portion of the requisite DBE participation that cannot be achieved through race- [and gender-]
neutral means.” Id. (citing regulation).

A prime contractor must use “good faith efforts” to satisfy a contract’s DBE utilization goal. Id.
(citing regulation). However, a state is prohibited from enacting rigid quotas that do not contemplate
such good faith efforts. Id. (citing regulation).

Under the TEA-21 minority utilization requirements, the City set a goal of 14 percent minority
participation on the first project plaintiff bid on; the prime contractor thus rejected plaintiff’s bid in
favor of a higher bidding minority-owned subcontracting firm. Id. at 987. In September of 2000,
plaintiff again submitted a bid on project financed with TEA-21 funds and was again rejected in
favor of a higher bidding minority-owned subcontracting firm. Id. The prime contractor expressly
stated that he rejected plaintiff’s bid due to the minority utilization requirement. Id.

Plaintiff filed suit against the WSDOT, Clark County, and the City, challenging the minority
preference requirements of TEA-21 as unconstitutional both facially and as applied. Id. The district
court rejected both of plaintiff’s challenges. The district court held the program was facially
constitutional because it found that Congress had identified significant evidence of discrimination in
the transportation contracting industry and the TEA-21 was narrowly tailored to remedy such
discrimination. Id. at 988. The district court rejected the as-applied challenge concluding that
Washington’s implementation of the program comported with the federal requirements and the state
was not required to demonstrate that its minority preference program independently satisfied strict
scrutiny. Id. Plaintiff appealed to the Ninth Circuit Court of Appeals. Id.

The Ninth Circuit considered whether the TEA-21, which authorizes the use of race- and gender-
based preferences in federally funded transportation contracts, violated equal protection, either on its
face or as applied by the State of Washington.

The court applied a strict scrutiny analysis to both the facial and as-applied challenges to TEA-21. Id.
at 990-91. The court did not apply a separate intermediate scrutiny analysis to the gender-based
classifications because it determined that it “would not yield a different result.” Id. at 990, n. 6.

Facial challenge (Federal Government). The court first noted that the federal government has
a compelling interest in “ensuring that its funding is not distributed in a manner that perpetuates the
effects of either public or private discrimination within the transportation contracting industry.” Id.
at 991, citing City of Richmond v. J.A. Croson Co., 488 U.S. 469, 492 (1989) and Adarand
Constructors, Inc. v. Slater (“*Adarand VII”), 228 F.3d 1147, 1176 (10th Cir. 2000). The court
found that “[b]oth statistical and anecdotal evidence are relevant in identifying the existence of

BBC RESEARCH & CONSULTING APPENDIX B, PAGE 105



discrimination.” Id. at 991. The court found that although Congress did not have evidence of
discrimination against minorities in every state, such evidence was unnecessary for the enactment of
nationwide legislation. Id. However, citing both the Eighth and Tenth Circuits, the court found that
Congress had ample evidence of discrimination in the transportation contracting industry to justify
TEA-21. Id. The court also found that because TEA-21 set forth flexible race-conscious measures to
be used only when race-neutral efforts were unsuccessful, the program was narrowly tailored and thus
satisfied strict scrutiny. Id. at 992-93. The court accordingly rejected plaintiff’s facial challenge. Id.

As-applied challenge (State of Washington). Plaintiff alleged TEA-21 was unconstitutional
as-applied because there was no evidence of discrimination in Washington’s transportation
contracting industry. Id. at 995. The State alleged that it was not required to independently
demonstrate that its application of TEA-21 satisfied strict scrutiny. Id. The United States intervened
to defend TEA-21’s facial constitutionality, and “unambiguously conceded that TEA-21’s race
conscious measures can be constitutionally applied only in those states where the effects of
discrimination are present.” Id. at 996; see also Br. for the United States at 28 (April 19, 2004)
(“DOT’s regulations ... are designed to assist States in ensuring that race-conscious remedies are

limited to only those jurisdictions where discrimination or its effects are a problem and on/ly as a last
Ly ) Ly
resort when race-neutral relief is insufficient.” (emphasis in original)).

The court found that the Eighth Circuit was the only other court to consider an as-applied challenge
to TEA-21 in Sherbrooke Turf, Inc. v. Minnesota DOT, 345 F.3d 964 (8th Cir. 2003), cert. denied
124 S. Ct. 2158 (2004). Id. at 996. The Eighth Circuit did not require Minnesota and Nebraska to

identify a compelling purpose for their programs independent of Congress’s nationwide remedial

objective. Id. However, the Eighth Circuit did consider whether the states’ implementation of TEA-
21 was narrowly tailored to achieve Congress’s remedial objective. Id. The Eighth Circuit thus looked
to the states’ independent evidence of discrimination because “to be narrowly tailored, a national
program must be limited to those parts of the country where its race-based measures are
demonstrably needed.” Id. (internal citations omitted). The Eighth Circuit relied on the states’
statistical analyses of the availability and capacity of DBEs in their local markets conducted by
outside consulting firms to conclude that the states satisfied the narrow tailoring requirement. Id. at

997.

The court concurred with the Eighth Circuit and found that Washington did not need to
demonstrate a compelling interest for its DBE program, independent from the compelling
nationwide interest identified by Congress. Id. However, the court determined that the district court
erred in holding that mere compliance with the federal program satisfied strict scrutiny. Id. Rather,
the court held that whether Washington’s DBE program was narrowly tailored was dependent on the
presence or absence of discrimination in Washington’s transportation contracting industry. Id. at
997-98. “If no such discrimination is present in Washington, then the State’s DBE program does not
serve a remedial purpose; it instead provides an unconstitutional windfall to minority contractors
solely on the basis of their race or sex.” Id. at 998. The court held that a Sixth Circuit decision to the
contrary, Tennessee Asphalt Co. v. Farris, 942 F.2d 969, 970 (6th Cir. 1991), misinterpreted earlier
case law. Id. at 997, n. 9.

The court found that moreover, even where discrimination is present in a state, a program is
narrowly tailored only if it applies only to those minority groups who have actually suffered
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discrimination. Id. at 998, citing Croson, 488 U.S. at 478. The court also found that in Monterey
Mechanical Co. v. Wilson, 125 F.3d 702, 713 (9th Cir. 1997), it had “previously expressed similar
concerns about the haphazard inclusion of minority groups in affirmative action programs ostensibly

designed to remedy the effects of discrimination.” Id. In Monterey Mechanical, the court held that
“the overly inclusive designation of benefited minority groups was a ‘red flag signaling that the statute
is not, as the Equal Protection Clause requires, narrowly tailored.”” Id., citing Monterey Mechanical,
125 F.3d at 714. The court found that other courts are in accord. Id. at 998-99, citing Builders Ass’n
of Greater Chi. v. County of Cook, 256 F.3d 642, 647 (7th Cir. 2001); Associated Gen. Contractors
of Ohio, Inc. v. Drabik, 214 F.3d 730, 737 (6th Cir. 2000); O’Donnell Constr. Co. v. District of
Columbia, 963 F.2d 420, 427 (D.C. Cir. 1992). Accordingly, the court found that each of the
principal minority groups benefited by Washington’s DBE program must have suffered

discrimination within the State. Id. at 999.

The court found that Washington’s program closely tracked the sample USDOT DBE program. Id.
WSDOT calculated its DBE participation goal by first calculating the availability of ready, willing
and able DBEs in the State (dividing the number of transportation contracting firms in the
Washington State Office of Minority, Women and Disadvantaged Business Enterprises Directory by
the total number of transportation contracting firms listed in the Census Bureau’s Washington
database, which equaled 11.17%). Id. WSDOT then upwardly adjusted the 11.17 percent base figure
to 14 percent “to account for the proven capacity of DBEs to perform work, as reflected by the
volume of work performed by DBEs [during a certain time period].” Id. Although DBEs performed
18 percent of work on State projects during the prescribed time period, Washington set the final
adjusted figure at 14 percent because TEA-21 reduced the number of eligible DBEs in Washington
by imposing more stringent certification requirements. Id. at 999, n. 11. WSDOT did not make an
adjustment to account for discriminatory barriers in obtaining bonding and financing. Id. WSDOT
similarly did not make any adjustment to reflect present or past discrimination “because it lacked any
statistical studies evidencing such discrimination.” Id.

WSDOT then determined that it needed to achieve 5 percent of its 14 percent goal through race-
conscious means based on a 9 percent DBE participation rate on state-funded contracts that did not
include affirmative action components (i.e., 9% participation could be achieved through race-neutral
means). Id. at 1000. The USDOT approved WSDOT goal-setting program and the totality of its
2000 DBE program. Id.

Washington conceded that it did not have statistical studies to establish the existence of past or
present discrimination. Id. It argued, however, that it had evidence of discrimination because
minority-owned firms had the capacity to perform 14 percent of the State’s transportation contracts
in 2000 but received only 9 percent of the subcontracting funds on contracts that did not include an
affirmative actions component. Id. The court found that the State’s methodology was flawed because
the 14 percent figure was based on the earlier 18 percent figure, discussed supra, which included
contracts with affirmative action components. Id. The court concluded that the 14 percent figure did
not accurately reflect the performance capacity of DBEs in a race-neutral market. Id. The court also
found the State conceded as much to the district court. Id.

The court held that a disparity between DBE performance on contracts with an affirmative action
component and those without “does not provide any evidence of discrimination against DBEs.” Id.
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The court found that the only evidence upon which Washington could rely was the disparity between
the proportion of DBE firms in the State (11.17%) and the percentage of contracts awarded to DBEs
on race-neutral grounds (9%). Id. However, the court determined that such evidence was entitled to
“little weight” because it did not take into account a multitude of other factors such as firm size. Id.

Moreover, the court found that the minimal statistical evidence was insufficient evidence, standing
alone, of discrimination in the transportation contracting industry. Id. at 1001. The court found that
WSDOT did not present any anecdotal evidence. Id. The court rejected the State’s argument that the
DBE applications themselves constituted evidence of past discrimination because the applications
were not properly in the record, and because the applicants were not required to certify that they had
been victims of discrimination in the contracting industry. Id. Accordingly, the court held that
because the State failed to proffer evidence of discrimination within its own transportation

contracting market, its DBE program was not narrowly tailored to Congress’s compelling remedial
interest. Id. at 1002-03.

The court affirmed the district court’s grant on summary judgment to the United States regarding
the facial constitutionality of TEA-21, reversed the grant of summary judgment to Washington on
the as-applied challenge, and remanded to determine the State’s liability for damages.

The dissent argued that where the State complied with TEA-21 in implementing its DBE program, it
was not susceptible to an as-applied challenge.

2. Western States Paving Co. v. Washington DOT, US DOT & FHWA, 2006 WL
1734163 (W.D. Wash. June 23, 2006) (unpublished opinion)

This case was before the district court pursuant to the Ninth Circuit’s remand order in Western
States Paving Co. Washington DOT, US DOT, and FHWA, 407 F.3d 983 (9th Cir. 2005), cert.
denied, 546 U.S. 1170 (2006). In this decision, the district court adjudicated cross Motions for
Summary Judgment on plaintiff’s claim for injunction and for damages under 42 U.S.C. §§1981,
1983, and $2000d.

Because the Washington Department of Transportation (“WSDOT”) voluntarily discontinued its
DBE program after the Ninth Circuit decision, supra, the district court dismissed plaintiff’s claim for
injunctive relief as moot. The court found “it is absolutely clear in this case that WSDOT will not
resume or continue the activity the Ninth Circuit found unlawful in Western States,” and cited
specifically to the informational letters WSDOT sent to contractors informing them of the
termination of the program.

Second, the court dismissed Western States’ claims under 42 U.S.C. §§ 1981, 1983, and 2000d
against Clark County and the City of Vancouver holding neither the City or the County acted with
the requisite discriminatory intent. The court held the County and the City were merely
implementing the WSDOT’s unlawful DBE program and their actions in this respect were
involuntary and required no independent activity. The court also noted that the County and the City
were not parties to the precise discriminatory actions at issue in the case, which occurred due to the
conduct of the “State defendants.” Specifically, the WSDOT — and not the County or the City —

developed the DBE program without sufficient anecdotal and statistical and evidence, and
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improperly relied on the affidavits of contractors seeking DBE certification “who averred that they
had been subject to ‘general societal discrimination.”

Third, the court dismissed plaintiff’s 42 U.S.C. §§ 1981 and 1983 claims against WSDOT, finding
them barred by the Eleventh Amendment sovereign immunity doctrine. However, the court allowed
plaintiff's 42 U.S.C. §2000d claim to proceed against WSDOT because it was not similarly barred.
The court held that Congress had conditioned the receipt of federal highway funds on compliance
with Title VI (42 U.S.C. § 2000d et seq.) and the waiver of sovereign immunity from claims arising
under Title VI. Section 2001 specifically provides that “a State shall not be immune under the
Eleventh Amendment of the Constitution of the United States from suit in Federal court for a
violation of ... Title VI.” The court held that this language put the WSDOT on notice that it faced

private causes of action in the event of noncompliance.

The court held that WSDOT’s DBE program was not narrowly tailored to serve a compelling
government interest. The court stressed that discriminatory intent is an essential element of a
plaintiff’s claim under Title VI. The WSDOT argued that even if sovereign immunity did not bar
plaintiff's §2000d claim, WSDOT could be held liable for damages because there was no evidence
that WSDOT staff knew of or consciously considered plaintiff’s race when calculating the annual
utilization goal. The court held that since the policy was not “facially neutral” — and was in fact
“specifically race conscious” — any resulting discrimination was therefore intentional, whether the
reason for the classification was benign or its purpose remedial. As such, WSDOT’s program was
subject to strict scrutiny.

In order for the court to uphold the DBE program as constitutional, WSDOT had to show that the
program served a compelling interest and was narrowly tailored to achieve that goal. The court found
that the Ninth Circuit had already concluded that the program was not narrowly tailored and the
record was devoid of any evidence suggesting that minorities currently suffer or have suffered
discrimination in the Washington transportation contracting industry. The court therefore denied
WSDOT’s Motion for Summary Judgment on the §2000d claim. The remedy available to Western
States remains for further adjudication and the case is currently pending.

3. Sherbrooke Turf, Inc. v. Minnesota DOT, and Gross Seed Company v.
Nebraska Department of Road, 345 F.3d 964 (8th Cir. 2003), cert.
denied, 541 U.S. 1041 (2004)

This case is instructive in its analysis of state DOT DBE-type programs and their evidentiary basis
and implementation. This case also is instructive in its analysis of the narrowly tailored requirement
for state DBE programs. In upholding the challenged Federal DBE Program at issue in this case, the
Eighth Circuit emphasized the race-, ethnicity- and gender-neutral elements, the ultimate flexibility
of the Program, and the fact the Program was tied closely only to labor markets with identified
discrimination.

In Sherbrooke Turf, Inc. v. Minnesota DOT, and Gross Seed Company v. Nebraska Department of
Road, the U.S. Court of Appeals for the Eighth Circuit upheld the constitutionality of the Federal
DBE Program (49 C.F.R. Part 26 ). The court held the Federal Program was narrowly tailored to
remedy a compelling governmental interest. The court also held the federal regulations governing the

states’ implementation of the Federal DBE Program were narrowly tailored, and the state DOT’s
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implementation of the Federal DBE Program was narrowly tailored to serve a compelling
government interest.

Sherbrooke and Gross Seed both contended that the Federal DBE Program on its face and as applied
in Minnesota and Nebraska violated the Equal Protection component of the Fifth Amendment’s Due
Process Clause. The Eighth Circuit engaged in a review of the Federal DBE Program and the
implementation of the Program by the Minnesota DOT and the Nebraska Department of Roads
under a strict scrutiny analysis and held that the Federal DBE Program was valid and constitutional
and that the Minnesota DOT’s and Nebraska DOR’s implementation of the Program also was
constitutional and valid. Applying the strict scrutiny analysis, the court first considered whether the
Federal DBE Program established a compelling governmental interest, and found that it did. It
concluded that Congress had a strong basis in evidence to support its conclusion that race-based
measures were necessary for the reasons stated by the Tenth Circuit in Adarand, 228 F. 3d at 1167-
76. Although the contractors presented evidence that challenged the data, they failed to present
affirmative evidence that no remedial action was necessary because minority-owned small businesses
enjoy non-discriminatory access to participation in highway contracts. Thus, the court held they
failed to meet their ultimate burden to prove that the DBE Program is unconstitutional on this
ground.

Finally, Sherbrooke and Gross Seed argued that the Minnesota DOT and Nebraska DOR must
independently satisfy the compelling governmental interest test aspect of strict scrutiny review. The
government argued, and the district courts’ below agreed, that participating states need not
independently meet the strict scrutiny standard because under the DBE Program the state must still
comply with the DOT regulations. The Eighth Circuit held that this issue was not addressed by the
Tenth Circuit in Adarand. The Eighth Circuit concluded that neither side’s position is entirely
sound.

The court rejected the contention of the contractors that their facial challenges to the DBE Program
must be upheld unless the record before Congress included strong evidence of race discrimination in
construction contracting in Minnesota and Nebraska. On the other hand, the court held a valid race-
based program must be narrowly tailored, and to be narrowly tailored, a national program must be
limited to those parts of the country where its race-based measures are demonstrably needed to the
extent that federal government delegates this tailoring function, as a state’s implementation becomes
relevant to a reviewing court’s strict scrutiny. Thus, the court left the question of state
implementation to the narrow tailoring analysis.

The court held that a reviewing court applying strict scrutiny must determine if the race-based
measure is narrowly tailored, that is, whether the means chosen to accomplish the government’s
asserted purpose are specifically and narrowly framed to accomplish that purpose. The contractors
have the ultimate burden of establishing that the DBE Program is not narrowly tailored. Id. The
compelling interest analysis focused on the record before Congress; the narrow-tailoring analysis
looks at the roles of the implementing highway construction agencies.

For determining whether a race-conscious remedy is narrowly tailored, the court looked at factors
such as the efficacy of alternative remedies, the flexibility and duration of the race-conscious remedy,
the relationship of the numerical goals to the relevant labor market, and the impact of the remedy on
third parties. Id. Under the DBE Program, a state receiving federal highway funds must, on an
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annual basis, submit to DOT an overall goal for DBE participation in its federally-funded highway
contracts. See, 49 C.F.R. § 26.45(f)(1). The overall goal “must be based on demonstrable evidence”
as to the number of DBEs who are ready, willing, and able to participate as contractors or
subcontractors on federally-assisted contracts. 49 C.F.R. § 26.45(b). The number may be adjusted
upward to reflect the state’s determination that more DBEs would be participating absent the effects
of discrimination, including race-related barriers to entry. See, 49 C.E.R. § 26.45(d).

The state must meet the “maximum feasible portion” of its overall goal by race-neutral means and
must submit for approval a projection of the portion it expects to meet through race-neutral means.
See, 49 C.F.R. § 26.45(a), (). If race-neutral means are projected to fall short of achieving the overall
goal, the state must give preference to firms it has certified as DBEs. However, such preferences may
not include quotas. 49 C.F.R. § 26.45(b). During the course of the year, if a state determines that it
will exceed or fall short of its overall goal, it must adjust its use of race-conscious and race-neutral
methods “[t]o ensure that your DBE program continues to be narrowly tailored to overcome the
effects of discrimination.” 49 C.F.R. § 26.51(f).

Absent bad faith administration of the program, a state’s failure to achieve its overall goal will not be
penalized. See, 49 C.F.R. § 26.47. If the state meets its overall goal for two consecutive years through
race-neutral means, it is not required to set an annual goal until it does not meet its prior overall goal
for a year. See, 49 C.F.R. § 26.51(f)(3). In addition, DOT may grant an exemption or waiver from
any and all requirements of the Program. See, 49 C.F.R. § 26.15(b).

Like the district courts below, the Eighth Circuit concluded that the DOT regulations, on their face,
satisfy the Supreme Court’s narrowing tailoring requirements. First, the regulations place strong
emphasis on the use of race-neutral means to increase minority business participation in government
contracting. 345 F. 3d at 972. Narrow tailoring does not require exhaustion of every conceivable
race-neutral alternative, but it does require serious good faith consideration of workable race-neutral

alternatives. 345 F. 3d at 971, citing Grutter v. Bollinger, 539 U.S. 306.

Second, the revised DBE Program has substantial flexibility. A state may obtain waivers or
exemptions from any requirements and is not penalized for a good faith effort to meet its overall goal.
In addition, the Program limits preferences to small businesses falling beneath an earnings threshold,
and any individual whose net worth exceeds $750,000.00 cannot qualify as economically
disadvantaged. See, 49 C.F.R. § 26.67(b). Likewise, the DBE program contains built-in durational
limits. 345 F. 3d at 972. A State may terminate its DBE program if it meets its annual overall goal
through race-neutral means for two consecutive years. Id; 49 C.F.R. § 26.51(f)(3).

Third, the court found, the USDOT has tied the goals for DBE participation to the relevant labor
markets. The regulations require states to set overall goals based upon the likely number of minority
contractors that would have received federal assisted highway contracts but for the effects of past
discrimination. See, 49 C.F.R. § 26.45(c)-(d)(Steps 1 and 2). Though the underlying estimates may
be inexact, the exercise requires the states to focus on establishing realistic goals for DBE participation
in the relevant contacting markets. Id. at 972.

Finally, Congress and DOT have taken significant steps, the court held, to minimize the race-base
nature of the DBE Program. Its benefits are directed at all small business owned and controlled by
the socially and economically disadvantaged. While TEA-21 creates a rebuttable presumption that
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members of certain racial minorities fall within that class, the presumption is rebuttable, wealthy
minority owners and wealthy minority-owned firms are excluded, and certification is available to
persons who are not presumptably disadvantaged that demonstrate actual social and economic
disadvantage. Thus, race is made relevant in the Program, but it is not a determinative factor. 345 F.
3d at 973. For these reasons, the court agreed with the district courts that the revised DBE Program
is narrowly tailored on its face.

Sherbrooke and Gross Seed also argued that the DBE Program as applied in Minnesota and Nebraska
is not narrowly tailored. Under the Federal Program, states set their own goals, based on local market
conditions; their goals are not imposed by the federal government nor do recipients have to tie them
to any uniform national percentage. 345 F. 3d at 973, citing 64 Fed. Reg. at 5102.

The court analyzed what Minnesota and Nebraska did in connection with their implementation of
the Federal DBE Program. Minnesota DOT commissioned a disparity study of the highway
contracting market in Minnesota. The study group determined that DBEs made up 11.4 percent of
the prime contractors and subcontractors in a highway construction market. Of this number 0.6
percent were minority-owned and 10.8 percent women-owned. Based upon its analysis of business
formation statistics, the consultant estimated that the number of participating minority-owned
business would be 34 percent higher in a race-neutral market. Therefore, the consultant adjusted its
DBE availability figure from 11.4 percent to 11.6 percent. Based on the study, Minnesota DOT
adopted an overall goal of 11.6 percent DBE participation for federally-assisted highway projects.
Minnesota DOT predicted that it would need to meet 9 percent of that overall goal through race-
and gender-conscious means, based on the fact DBE participation in state highway contracts dropped
from 10.25 percent in 1998 to 2.25 percent in 1999 when its previous DBE Program was suspended
by the injunction by the district court in an earlier decision in Sherbrooke. Minnesota DOT required
each prime contract bidder to make a good faith effort to subcontract a prescribe portion of the
project to DBEs, and determined that portion based on several individualized factors, including the
availability of DBEs in the extent of subcontracting opportunities on the project.

The contractor presented evidence attacking the reliability of the data in the study, but it failed to
establish that better data were available or that Minnesota DOT was otherwise unreasonable in
undertaking this thorough analysis and relying on its results. Id. The precipitous drop in DBE
participation when no race-conscious methods were employed, the court concluded, supports
Minnesota DOT’s conclusion that a substantial portion of its overall goal could not be met with
race-neutral measures. Id. On that record, the court agreed with the district court that the revised
DBE Program serves a compelling government interest and is narrowly tailored on its face and as
applied in Minnesota.

In Nebraska, the Nebraska DOR commissioned a disparity study also to review availability and
capability of DBE firms in the Nebraska highway construction market. The availability study found
that between 1995 and 1999, when Nebraska followed the mandatory 10 percent set-aside
requirement, 9.95 percent of all available and capable firms were DBEs, and DBE firms received 12.7
percent of the contract dollars on federally assisted projects. After apportioning part of this DBE
contracting to race-neutral contracting decisions, Nebraska DOR set an overall goal of 9.95 percent
DBE participation and predicted that 4.82 percent of this overall goal would have to be achieved by
race-and-gender conscious means. The Nebraska DOR required that prime contractors make a good
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faith effort to allocate a set portion of each contract’s funds to DBE subcontractors. The Eighth
Circuit concluded that Gross Seed, like Sherbrooke, failed to prove that the DBE Program is not
narrowly tailored as applied in Nebraska. Therefore, the court affirmed the district courts” decisions
in Gross Seed and Sherbrooke. (See district court opinions discussed infra.).

4. Sherbrooke Turf, Inc. v. Minnesota DOT, 2001 WL 1502841, No. 00-CV-
1026 (D. Minn. 2001) (unpublished opinion), aff’d 345 F.3d 964 (8th
Cir. 2003)

Sherbrooke involved a landscaping service contractor owned and operated by Caucasian males. The
contractor sued the Minnesota Department of Transportation claiming the Federal DBE provisions
of the Transportation Equity Act for the 21st Century (“TEA-217) are unconstitutional. Sherbrooke
challenged the “federal affirmative action programs,” the USDOT implementing regulations, and the
Minnesota DOT’s participation in the DBE Program. The United States Department of
Transportation and the Federal Highway Administration intervened as Federal defendants in the
case. Sherbrooke, 2001 WL 1502841 at *1.

The United States District Court in Sherbrooke relied substantially on the Tenth Circuit Court of
Appeals decision in Adarand Constructors, Inc. v. Slater, 228 F.3d 1147 (10th Cir. 2000), in holding
that the Federal DBE Program is constitutional. The district court addressed the issue of “random

inclusion” of various groups as being within the program in connection with whether the Federal
DBE Program is “narrowly tailored.” The court held that Congress cannot enact a national program
to remedy discrimination without recognizing classes of people whose history has shown them to be
subject to discrimination and allowing states to include those people in its DBE program.

The court held that the Federal DBE Program attempts to avoid the “potentially invidious effects of
providing blanket benefits to minorities” in part,

by restricting a state’s DBE preference to identified groups actually
appearing in the target state. In practice, this means Minnesota can
only certify members of one or another group as potential DBEs if
they are present in the local market. This minimizes the chance that
individuals — simply on the basis of their birth — will benefit from
Minnesota’s DBE program. If a group is not present in the local
market, or if they are found in such small numbers that they cannot
be expected to be able to participate in the kinds of construction
work TEA-21 covers, that group will not be included in the
accounting used to set Minnesota’s overall DBE contracting goal.

Sherbrooke, 2001 WL 1502841 at *10 (D. Minn.).

The court rejected plaintiff’s claim that the Minnesota DOT must independently demonstrate how
its program comports with Croson’s strict scrutiny standard. The court held that the “Constitution
calls out far different requirements when a state implements a federal affirmative action program, as
opposed to those occasions when a state or locality initiates the program.” Id. at *11 (emphasis
added). The court ruled in a footnote that TEA-21, being a federal program, “relieves the state of any
burden to independently carry the strict scrutiny burden.” Id. at *11 n.3. The court held states that
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establish DBE programs under TEA-21 and 49 C.F.R. Part 26 are implementing a congressionally
required program and not establishing a local one. As such, the court concluded that the state need
not independently prove its DBE program meets the strict scrutiny standard. Id.

5. Gross Seed Co. v. Nebraska Department of Roads, Civil Action File No.
4:00CV3073 (D. Neb. May 6, 2002), aff’d 345 F. 3d 964 (8th Cir. 2003)

The United States District Court for the District of Nebraska held in Gross Seed Co. v. Nebraska
(with the United States DOT and Federal Highway Administration as Interveners), that the Federal
DBE Program (codified at 49 C.F.R. Part 26) is constitutional. The court also held that the Nebraska
Department of Roads (“NDOR”) DBE Program adopted and implemented solely to comply with
the Federal DBE Program is “approved” by the court because the court found that 49 C.F.R. Part 26
and TEA-21 were constitutional.

The court concluded, similar to the court in Sherbrooke Turf, that the State of Nebraska did not
need to independently establish that its program met the strict scrutiny requirement because the

Federal DBE Program satisfied that requirement, and was therefore constitutional. The court did not
engage in a thorough analysis or evaluation of the NDOR Program or its implementation of the
Federal DBE Program. The court points out that the NDOR Program is adopted in compliance with
the Federal DBE Program, and that the USDOT approved the use of NDOR’s proposed DBE goals
for fiscal year 2001, pending completion of USDOT’s review of those goals. Significantly, however,
the court in its findings does note that the NDOR established its overall goals for fiscal year 2001
based upon an independent availability/disparity study.

The court upheld the constitutionality of the Federal DBE Program by finding the evidence
presented by the federal government and the history of the federal legislation are sufficient to
demonstrate that past discrimination does exist “in the construction industry” and that racial and
gender discrimination “within the construction industry” is sufficient to demonstrate a compelling
interest in individual areas, such as highway construction. The court held that the Federal DBE
Program was sufficiently “narrowly tailored” to satisfy strict scrutiny analysis based again on the
evidence submitted by the federal government as to the Federal DBE Program.

6. Adarand Constructors, Inc. v. Slater, 228 F.3d 1147 (10th Cir. 2000) cert.
granted then dismissed as improvidently granted sub nom. Adarand
Constructors, Inc. v. Mineta, 532 U.S. 941, 534 U.S. 103 (2001)

This is the Adarand decision by the United States Court of Appeals for the Tenth Circuit, which was

on remand from the earlier Supreme Court decision applying the strict scrutiny analysis to any
constitutional challenge to the Federal DBE Program. See Adarand Constructors, Inc. v. Pena, 515
U.S. 200 (1995). The decision of the Tenth Circuit in this case was considered by the United States

Supreme Court, after that court granted certiorari to consider certain issues raised on appeal. The

Supreme Court subsequently dismissed the writ of certiorari “as improvidently granted” without
reaching the merits of the case. The court did not decide the constitutionality of the Federal DBE
Program as it applies to state DOTs or local governments.

The Supreme Court held that the Tenth Circuit had not considered the issue before the Supreme
Court on certiorari, namely whether a race-based program applicable to direct federal contracting is
constitutional. This issue is distinguished from the issue of the constitutionality of the United States
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DOT DBE Program as it pertains to procurement of federal funds for highway projects let by states,
and the implementation of the Federal DBE Program by state DOTs. Therefore, the Supreme Court
held it would not reach the merits of a challenge to federal laws relating to direct federal
procurement.

Turning to the Tenth Circuit decision in Adarand Constructors, Inc. v. Slater, 228 F.3d 1147 (10th
Cir. 2000), the Tenth Circuit upheld in general the facial constitutionality of the Federal DBE
Program. The court found that the federal government had a compelling interest in not perpetuating

the effects of racial discrimination in its own distribution of federal funds and in remediating the
effects of past discrimination in government contracting, and that the evidence supported the
existence of past and present discrimination sufficient to justify the Federal DBE Program. The court
also held that the Federal DBE Program is “narrowly tailored,” and therefore upheld the
constitutionality of the Federal DBE Program.

It is significant to note that the court in determining the Federal DBE Program is “narrowly tailored”
focused on the current regulations, 49 C.F.R. Part 26, and in particular § 26.1(a), (b), and (f). The
court pointed out that the federal regulations instruct recipients as follows:

[ylou must meet the maximum feasible portion of your overall
goal by using race-neutral means of facilitating DBE participation,
49 C.F.R. § 26.51(a)(2000); see also 49 C.E.R. § 26.51(f)(2000)
(if a recipient can meet its overall goal through race-neutral
means, it must implement its program without the use of race-
conscious contracting measures), and enumerate a list of race-
neutral measures, see 49 C.F.R. § 26.51(b)(2000). The current
regulations also outline several race-neutral means available to
program recipients including assistance in overcoming bonding
and financing obstacles, providing technical assistance,
establishing programs to assist start-up firms, and other methods.
See 49 C.F.R. § 26.51(b). We therefore are dealing here with
revisions that emphasize the continuing need to employ non-race-
conscious methods even as the need for race-conscious remedies is

recognized. 228 F.3d at 1178-1179.

In considering whether the Federal DBE Program is narrowly tailored, the court also addressed the
argument made by the contractor that the program is over- and under-inclusive for several reasons,
including that Congress did not inquire into discrimination against each particular minority racial or
ethnic group. The court held that insofar as the scope of inquiry suggested was a particular state’s
construction industry alone, this would be at odds with its holding regarding the compelling interest
in Congtess’s power to enact nationwide legislation. Id. at 1185-1186. The court held that because of
the “unreliability of racial and ethnic categories and the fact that discrimination commonly occurs
based on much broader racial classifications,” extrapolating findings of discrimination against the
various ethnic groups “is more a question of nomenclature than of narrow tailoring.” Id. The court
found that the “Constitution does not erect a barrier to the government’s effort to combat
discrimination based on broad racial classifications that might prevent it from enumerating particular
ethnic origins falling within such classifications.” Id.
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Finally, the Tenth Circuit did not specifically address a challenge to the letting of federally-funded
construction contracts by state departments of transportation. The court pointed out that plaintiff
Adarand “conceded that its challenge in the instant case is to ‘the federal program, implemented by
federal officials,” and not to the letting of federally-funded construction contracts by state agencies.”
228 F.3d at 1187. The court held that it did not have before it a sufficient record to enable it to
evaluate the separate question of Colorado DOT’s implementation of race-conscious policies. Id. at
1187-1188.

7. Geod Corporation v. New Jersey Transit Corporation, et. seq. ____ F.Supp.
2d 2009 WL 2595607 (D.N.). August 20, 2009)

—r

Plaintiffs Geod Corporation and its officers, who are white males, sued the New Jersey Transit
Corporation (“NJT”) and state officials seeking a declaration that NJT’s DBE program was
unconstitutional and in violation of the United States 5* and 14" Amendment to the United States
Constitution and the Constitution of the State of New Jersey, and seeking a permanent injunction
against NJT for enforcing or utilizing its DBE program. The NJT’s DBE program was implemented
in accordance with the Federal DBE program and the Transportation Equity Act for the 21" century
(“TEA-217) and 49 C.F.R. Part 26.

The parties filed cross Motions for Summary Judgment. The plaintiff Geod challenged the
constitutionality of NJT°s DBE program for multiple reasons, including alleging NJT could not
justify establishing a program using race and sex based preferences; the NJT’s disparity study did not
provide a sufficient factual predicate to justify the DBE Program; NJT’s statistical evidence did not
establish discrimination; NJT did not have anecdotal data evidencing a “strong basis in evidence” of
discrimination which justified a race- and sex-based program; NJT’s program was not narrowly
tailored and over-inclusive; NJT could not show an exceedingly persuasive justification for gender
preferences; and that NJT’s program was not narrowly tailored because race neutral alternatives
existed. In opposition, NJT filed a Motion for Summary Judgment asserting that its DBE program
was narrowly tailored because it fully complied with the requirements of the Federal DBE program
and TEA-21.

Compelling interest. The district court held that states and their agencies are entitled to adopt the
federal governments’ compelling interest in enacting TEA-21 and its implementing regulations. 2009
WL 2595607 at *4. The court stated that plaintiff’s argument that NJT cannot establish the need for
its DBE program was a “red herring, which is unsupported.” The plaintiff did not question the
constitutionality of the compelling interest of the Federal DBE program. The court held that all
states “inherit the federal governments’ compelling interest in establishing a DBE program.” Id.

The court found that establishing a DBE program “is not contingent upon a state agency
demonstrating a need for same, as the federal government has already done so.” Id. The court
concluded that this reasoning rendered plaintiff’s assertions that NJT’s disparity study did not have
sufficient factual predicate for establishing its DBE program, and that no exceedingly persuasive
justification was found to support gender based preferences, as without merit. Id. The court held that
NJT does not need to justify establishing its DBE program, as it has already been justified by the
legislature. Id.
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NJT’s DBE program as applied. The court noted that both plaintiff’s and defendant’s arguments
were based on an alleged split in the Federal Circuit Courts of Appeal. Plaintiff Geod relies on
Western States Paving Company v. Washington State DOT, 407 F.3d 983(9" Cir. 2005) for the
proposition that an as-applied challenge to the constitutionality of a particular DBE program requires
a demonstration by the recipient of federal funds that the program is narrowly tailored. Id at *5. In
contrast, the NJT relied primarily on Northern Contracting, Inc. v. State of Illinois, 473 F.3d 715
(7" Cir. 2007) for the proposition that if a DBE program complies with TEA-21, it is narrowly
tailored. Id.

The court viewed the various Federal Circuit Court of Appeals decisions as fact specific
determinations which have lead to the parties distinguishing cases without any substantive difference
in the application of law. Id.

The court reviewed the decisions by the Ninth Circuit in Western States Paving and the Seventh
Circuit of Northern Contracting. In Western States Paving, the district court stated that the Ninth

Circuit held for a DBE program to pass constitutional muster, it must be narrowly tailored;
specifically, the recipient of federal funds must evidence past discrimination in the relevant market in
order to utilize race conscious DBE goals. Id. at *5. The Ninth Circuit, according to district court,
made a fact specific determination as to whether the DBE program complied with TEA-21 in order
to decide if the program was narrowly tailored to meet the federal regulation’s requirements. The
district court stated that the requirement that a recipient must evidence past discrimination “is
nothing more than a requirement of the regulation.” Id.

The court stated that the Seventh Circuit in Northern Contracting held a recipient must demonstrate

that its program is narrowly tailored, and that generally a recipient is insulated from this sort of
constitutional attack absent a showing that the state exceeded its federal authority. Id., citing
Northern Contracting, 473 F.3d at 721. The district court held that implicit in Northern
Contracting is the fact one may challenge the constitutionality of a DBE program, as it is applied, to

the extent that the program exceeds its federal authority. Id.

The court, therefore, concluded that it must determine first whether NJT’s DBE program complies
with TEA-21, then whether NJT exceeded its federal authority in its application of its DBE program.
In other words, the district court stated it must determine whether the NJT DBE program complies
with TEA-21 in order to determine whether the program, as implemented by NJT, is narrowly
tailored. Id.

The court pointed out that the Eighth Circuit Court of Appeals in Sherbrook Turf, Inc. v.
Minnesota DOT, 345 F.3d 964 (8th Cir. 2003) found Minnesota’s DBE program was narrowly
tailored because it was in compliance with TEA-21’s requirements. The Eighth Circuit in Sherbrook,

according to the district court, analyzed the application of Minnesota’s DBE program to ensure
compliance with TEA-21’s requirements to ensure that the DBE program implemented by
Minnesota DOT was narrowly tailored. Id. at *5.

The court held that TEA-21 delegates to each state that accepts federal transportation funds the
responsibility of implementing a DBE program that comports with TEA-21. In order to comport
with TEA-21, the district court stated a recipient must (1) determine an appropriate DBE
participation goal, (2) examine all evidence and evaluate whether an adjustment, if any, is needed to

BBC RESEARCH & CONSULTING APPENDIX B, PAGE 117



arrive at their goal, and (3) if the adjustment is based on continuing effects of past discrimination,
provide demonstrable evidence that is logically and directly related to the effect for which the
adjustment is sought. Id. at *6, citing Western States Paving Company, 407 F.3d at 983, 988.

Determination of DBE goal. First, the district court stated a recipient of federal funds must
determine, at the local level, the figure that would constitute an appropriate DBE involvement goal,
based on their relative availability of DBEs. Id. at *6, citing 49 C.F.R. § 26.45(c). In this case, the
court found that NJT did determine a base figure for the relative availability of DBEs, which
accounted for demonstrable evidence of local market conditions and was designed to be rationally
related to the relative availability of DBEs. Id. The court pointed out that NJT conducted a disparity
study; and the disparity study utilized NJT’s DBE lists from fiscal years 1995-1999 and Census Data
to determine its base DBE goal. The district court noted that the plaintiffs” argument that the data
used in the disparity study were stale was without merit and had no basis in law. The court found
that the disparity study took into account the primary industries, primary geographic market, and
race-neutral alternatives, then adjusted its goal to encompass these characteristics. Id. at *6.

The court stated that the use of DBE directories and Census data are what the legislature intended
for state agencies to utilize in making a base DBE goal determination. Id. Also, the court stated that
“perhaps more importantly, NJT’s DBE goal was approved by the USDOT every year from 2002
until 2008.” Id. at *6. Thus, the court found NJT appropriately determined their DBE availability,
which was approved by the USDOT, pursuant to 49 C.F.R. § 26.45(c). Id. at *6. The court held
that NJT demonstrated its overall DBE goal is based on demonstrable evidence of the availability of
ready, willing, and able DBE: relative to all businesses ready, willing, and able to participate in DOT
assisted contracts and reflects its determination of the level of DBE participation it would expect
absent the effects of discrimination. Id.

Also of significance, the court pointed out that plaintiffs did not provide any evidence that NJT did
not set a DBE goal based upon 49 C.F. § 26.45(c). The court thus held that genuine issues of
material fact remain only as to whether a reasonable jury may find that the method used by NJT to
determine its DBE goal was sufficiently narrowly tailored. Id. at *6.

NJT’s adjustment of its DBE goal. The district court pointed out that to determine what
adjustment to make the disparity study examined qualitative data such as focus groups on the pre-
qualification status of DBEs, working with prime contractors, securing credit, and its effect on DBE
participation, as well as procurement officer interviews to analyze, and compare and contrast their
relationships with non-DBE vendors and DBE vendors. Id. at *7. This qualitative information was
then compared to DBE bids and DBE goals for each year in question. NJT’s adjustment to its DBE
goal also included an analysis of the overall disparity ratio, as well as, DBE utilization based on race,
gender and ethnicity. Id. A decomposition analysis was also performed. Id.

The court concluded that NJT provided evidence that it, at a minimum, examined the current
capacity of DBEs to perform work in its DOT-assisted contracting program, as measured by the
volume of work DBEs have performed in recent years, as well as utilizing the disparity study itself.
The court pointed out there were two methods specifically approved by 49 C.F.R. § 26.45(d). Id.
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The court also found that NJT took into account race-neutral measures to ensure that the greatest
percentage of DBE participation was achieved through race- and gender-neutral means. The district
court concluded that “critically,” plaintiffs failed to provide evidence of another, more perfect,
method that could have been utilized to adjust NJT’s DBE goal. Id. at *7. The court held that
genuine issues of material fact remain only as to whether NJT’s adjustment to its DBE goal is
sufficiently narrowly tailored and thus constitutional. Id.

Effects of past discrimination. NJT, the court found, adjusted its DBE goal to account for the
effects of past discrimination, noting the disparity study took into account the effects of past
discrimination in the pre-qualification process of DBEs. Id. at *7. The court quoted the disparity
study as stating that it found non-trivial and statistically significant measures of discrimination in
contract amounts awarded during the study period. Id. at *8.

The court found, however, that what was “gravely critical” about the finding of the past effects of
discrimination is that it only took into account six groups including American Indian, Hispanic,
Asian, blacks, women and “unknown,” but did not include an analysis of past discrimination for the
ethnic group “Iraqi,” which is now a group considered to be a DBE by the NJT. Id. Because the
disparity report included a category entitled “unknown,” the court held a genuine issue of material
fact remains as to whether “Iraqi” is legitimately within NJT’s defined DBE groups and whether a
demonstrable finding of discrimination exists for Iraqis. Therefore, the court denied both plaintiffs’
and defendants’ Motions for Summary Judgment as to the constitutionality of NJT°s DBE program.

Qualified immunity and Title VI. The court also held that because the law was not clearly
established at the time NJT established its DBE program to comply with TEA-21, the individual
state defendants were entitled to qualified immunity and their Motion for Summary Judgment as to
the state officials was granted. The court, in addition, held that plaintiff’s Title VI claims were
dismissed because the individual defendants were not recipients of federal funds, and that the NJT as
an instrumentality of the State of New Jersey is entitled to sovereign immunity. Therefore, the court
held that the plaintiff’s claims based on the violation of 42 U.S.C. § 1983 were dismissed and NJT’s
Motion for Summary Judgment was granted as to that claim.

8. Klaver Construction, Inc. v. Kansas DOT, 211 F. Supp. 2d 1296 (D. Kan.
2002)

This is another case that involved a challenge to the USDOT Regulations that implement TEA-21
(49 C.F.R. Part 206), in which the plaintiff contractor sought to enjoin the Kansas Department of
Transportation (“DOT”) from enforcing its DBE Program on the grounds that it violates the Equal
Protection Clause under the Fourteenth Amendment. This case involves a direct constitutional
challenge to racial and gender preferences in federally-funded state highway contracts. This case
concerned the constitutionality of the Kansas DOT’s implementation of the Federal DBE Program,
and the constitutionality of the gender-based policies of the federal government and the race- and
gender-based policies of the Kansas DOT. The court granted the federal and state defendants’
(USDOT and Kansas DOT) Motions to Dismiss based on lack of standing. The court held the
contractor could not show the specific aspects of the DBE Program that it contends are
unconstitutional have caused its alleged injuries.
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G. Recent Decisions and Authorities Involving Federal
Procurement That May Impact Indiana MBE/WBE and
Disadvantaged Business Programs

1. Rothe Development Corp. v. U.S. Department of Defense, 545 F.3d 1023
(Fed. Cir. 2008)

Although this case does not involve the Federal DBE Program (49 C.E.R. Part 26), it is an analogous
case that may impact the legal analysis and law related to the validity of programs implemented by
recipients of federal funds, including the Federal DBE Program. Additionally, it underscores the
requirement that race-, ethnic- and gender-based programs of any nature must be supported by
substantial evidence. In Rothe, an unsuccessful bidder on a federal defense contract brought suit
alleging that the application of an evaluation preference, pursuant to a federal statute, to a small
disadvantaged bidder (SDB) to whom a contract was awarded, violated the Equal Protection clause of
the U.S. Constitution. The federal statute challenged is Section 1207 of the National Defense
Authorization Act of 1987 and as reauthorized in 2003. The statute provides a goal that 5 percent of
the total dollar amount of defense contracts for each fiscal year would be awarded to small businesses
owned and controlled by socially and economically disadvantages individuals. 10 U.S.C. § 2323.
Congress authorized the DOD to adjust bids submitted by non-socially and economically
disadvantaged firms upwards by 10 percent (the “Price Evaluation Adjustment Program” or “PEA”).

The district court held the federal statute, as reauthorized in 2003, was constitutional on its face. The
court held the 5 percent goal and the PEA program as reauthorized in 1992 and applied in 1998 was
unconstitutional. The basis of the decision was that Congress considered statistical evidence of
discrimination that established a compelling governmental interest in the reauthorization of the
statute and PEA program in 2003. Congress had not documented or considered substantial statistical
evidence that the DOD discriminated against minority small businesses when it enacted the statute
in 1992 and reauthorized it in 1998. The plaintiff appealed the decision.

The Federal Circuit found that the “analysis of the facial constitutionality of an act is limited to
evidence before Congress prior to the date of reauthorization.” 413 F.3d 1327 (Fed. Cir.
2005)(affirming in part, vacating in part, and remanding 324 F. Supp. 2d 840 (W.D. Tex. 2004).
The court limited its review to whether Congress had sufficient evidence in 1992 to reauthorize the
provisions in 1207. The court held that for evidence to be relevant to a strict scrutiny analysis, “the
evidence must be proven to have been before Congress prior to enactment of the racial classification.”
The Federal Circuit held that the district court erred in relying on the statistical studies without first
determining whether the studies were before Congress when it reauthorized section 1207. The
Federal Circuit remanded the case and directed the district court to consider whether the data
presented was so outdated that it did not provide the requisite strong basis in evidence to support the
reauthorization of section 1207.

On August 10, 2007 the Federal District Court for the Western District of Texas in Rothe
Development Corp. v. U.S. Dept. of Defense, 499 F.Supp.2d 775 (W.D.Tex. Aug 10, 2007) issued
its Order on remand from the Federal Circuit Court of Appeals decision in Rothe, 413 F.3d 1327
(Fed Cir. 2005). The district court upheld the constitutionality of the 2006 Reauthorization of
Section 1207 of the National Defense Authorization Act of 1987 (10 USC § 2323), which permits
the U.S. Department of Defense to provide preferences in selecting bids submitted by small
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businesses owned by socially and economically disadvantaged individuals (“SDBs”). The district
court found the 2006 Reauthorization of the 1207 Program satisfied strict scrutiny, holding that
Congress had a compelling interest when it reauthorized the 1207 Program in 2000, that there was
sufficient statistical and anecdotal evidence before Congress to establish a compelling interest, and
that the reauthorization in 2006 was narrowly tailored.

The district court, among its many findings, found certain evidence before Congress was “stale,” that
the plaintiff (Rothe) failed to rebut other evidence which was not stale, and that the decisions by the
Eighth, Ninth and Tenth Circuits in the decisions in Concrete Works, Adarand Constructors,

Sherbrooke Turf and Western States Paving (discussed above and below) were relevant to the

evaluation of the facial constitutionality of the 2006 Reauthorization.

2007 Order of the District Court (499 F.Supp. 2d 775). In the Section 1207 Act, Congress
set a goal that 5 percent of the total dollar amount of defense contracts for each fiscal year would be
awarded to small businesses owned and controlled by socially and economically disadvantaged
individuals. In order to achieve that goal, Congress authorized the DOD to adjust bids submitted by
non-socially and economically disadvantaged firms up to 10 percent (the “Price Evaluation
Adjustment Program” or “PEA”) 10 U.S.C. § 2323(e)(3). Rothe, 499 F.Supp.2d. at 782. Plaintiff
Rothe did not qualify as an SDB because it was owned by a Caucasian female. Although Rothe was

technically the lowest bidder on a DOD contract, its bid was adjusted upward by 10 percent, and a
third party, who qualified as a SDB, became the “lowest” bidder and was awarded the contract. Id.
Rothe claims that the 1207 Program is facially unconstitutional because it takes race into
consideration in violation of the Equal Protection component of the Due Process Clause of the Fifth
Amendment. Id. at 782-83. The district court’s decision only reviewed the facial constitutionality of
the 2006 Reauthorization of the 2007 Program.

The district court initially rejected six legal arguments made by Rothe regarding strict scrutiny review
based on the rejection of the same arguments by the Eighth, Ninth, and Tenth Circuit Courts of
Appeal in the Sherbrooke Turf, Western States Paving, Concrete Works, Adarand VII cases, and the
Federal Circuit Court of Appeal in Rothe. Rothe at 825-833.

The district court discussed and cited the decisions in Adarand VII (2000), Sherbrooke Turf (2003),
and Western States Paving (2005), as holding that Congress had a compelling interest in eradicating
the economic roots of racial discrimination in highway transportation programs funded by federal
monies, and concluding that the evidence cited by the government, particularly that contained in 7he
Compelling Interest (a.k.a. the Appendix), more than satisfied the government’s burden of production
regarding the compelling interest for a race-conscious remedy. Rothe at 827. Because the Urban
Institute Report, which presented its analysis of 39 state and local disparity studies, was cross-
referenced in the Appendix, the district court found the courts in Adarand VII, Sherbrooke Turf, and
Western States Paving, also relied on it in support of their compelling interest holding. Id. at 827.

The district court also found that the Tenth Circuit decision in Concrete Works IV, 321 F.3d 950
(10th Cir. 2003), established legal principles that are relevant to the court’s strict scrutiny analysis.

First, Rothe’s claims for declaratory judgment on the racial constitutionality of the earlier 1999 and
2002 Reauthorizations were moot. Second, the government can meet its burden of production
without conclusively proving the existence of past or present racial discrimination. Third, the
government may establish its own compelling interest by presenting evidence of its own direct
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participation in racial discrimination or its passive participation in private discrimination. Fourth,
once the government meets its burden of production, Rothe must introduce “credible, particularized”
evidence to rebut the government’s initial showing of the existence of a compelling interest. Fifth,
Rothe may rebut the government’s statistical evidence by giving a race-neutral explanation for the
statistical disparities, showing that the statistics are flawed, demonstrating that the disparities shown
are not significant or actionable, or presenting contrasting statistical data. Sixth, the government may
rely on disparity studies to support its compelling interest, and those studies may control for the
effect that pre-existing affirmative action programs have on the statistical analysis. Id. at 829-32.

Based on Concrete Works IV, the district court did not require the government to conclusively prove

that there is pervasive discrimination in the relevant market, that each presumptively disadvantaged
group suffered equally from discrimination, or that private firms intentionally and purposefully
discriminated against minorities. The court found that the inference of discriminatory exclusion can
arise from statistical disparities. Id. at 830-31.

The district court held that Congress had a compelling interest in the 2006 Reauthorization of the
1207 Program, which was supported by a strong basis in the evidence. The court relied in significant
part upon six state and local disparity studies that were before Congress prior to the 2006
Reauthorization of the 1207 Program. The court based this evidence on its finding that Senator
Kennedy had referenced these disparity studies, discussed and summarized findings of the disparity
studies, and Representative Cynthia McKinney also cited the same six disparity studies that Senator
Kennedy referenced. The court stated that based on the content of the floor debate, it found that
these studies were put before Congress prior to the date of the Reauthorization of Section 1207. Id.
at 838.

The district court found that these six state and local disparity studies analyzed evidence of
discrimination from a diverse cross-section of jurisdictions across the United States, and “they
constitute prima facie evidence of a nation-wide pattern or practice of discrimination in public and
private contracting.” Id. at 838-39. The court found that the data used in these six disparity studies is
not “stale” for purposes of strict scrutiny review. Id. at 839. The court disagreed with Rothe’s
argument that all the data was stale (data in the studies from 1997 through 2002), “because this data
was the most current data available at the time that these studies were performed.” Id. The court
found that the governmental entities should be able to rely on the most recently available data so long
as that data is reasonably up-to-date. Id. The court declined to adopt a “bright-line rule for
determining staleness.” Id.

The court referred to the reliance by the Ninth Circuit and the Eighth Circuit on the Appendix to
affirm the constitutionality of the United States Department of Transportation MBE [now DBE]
Program, and rejected five years as a bright-line rule for considering whether data is “stale.” Id. at
n.86. The court also stated that it “accepts the reasoning of the Appendix, which the court found
stated that for the most part “the federal government does business in the same contracting markets
as state and local governments. Therefore, the evidence in state and local studies of the impact of
discriminatory barriers to minority opportunity in contracting markets throughout the country is
relevant to the question whether the federal government has a compelling interest to take remedial
action in its own procurement activities.” Id. at 839, quoting 61 Fed.Reg. 26042-01, 26061 (1996).
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The district court also discussed additional evidence before Congress that it found in Congressional
Committee Reports and Hearing Records. Id. at 865-71. The court noted SBA Reports that were
before Congress prior to the 2006 Reauthorization. Id. at 871.

The district court found that the data contained in the Appendix, the Benchmark Study, and the
Urban Institute Report was “stale,” and the court did not consider those reports as evidence of a
compelling interest for the 2006 Reauthorization. Id. at 872-75. The court stated that the Eighth,
Ninth and Tenth Circuits relied on the Appendix to uphold the constitutionality of the Federal DBE
Program, citing to the decisions in Sherbrooke Turf, Adarand VII, and Western States Paving. Id. at
872. The court pointed out that although it does not rely on the data contained in the Appendix to
support the 2006 Reauthorization, the fact the Eighth, Ninth, and Tenth Circuits relied on this data
to uphold the constitutionality of the Federal DBE Program as recently as 2005, convinced the court

that a bright-line staleness rule is inappropriate. Id. at 874.

Although the court found that the data contained in the Appendix, the Urban Institute Report, and
the Benchmark Study was stale for purposes of strict scrutiny review regarding the 2006
Reauthorization, the court found that Rothe introduced no concrete, particularized evidence
challenging the reliability of the methodology or the data contained in the six state and local disparity
studies, and other evidence before Congress. The court found that Rothe failed to rebut the data,
methodology or anecdotal evidence with “concrete, particularized” evidence to the contrary. Id. at
875. The district court held that based on the studies, the government had satisfied its burden of
producing evidence of discrimination against African Americans, Asian Americans, Hispanic
Americans, and Native Americans in the relevant industry sectors. Id. at 876.

The district court found that Congress had a compelling interest in reauthorizing the 1207 Program
in 2006, which was supported by a strong basis of evidence for remedial action. Id. at 877. The court
held that the evidence constituted prima facie proof of a nationwide pattern or practice of
discrimination in both public and private contracting, that Congress had sufficient evidence of
discrimination throughout the United States to justify a nationwide program, and the evidence of
discrimination was sufficiently pervasive across racial lines to justify granting a preference to all five
purportedly disadvantaged racial groups. Id.

The district court also found that the 2006 Reauthorization of the 1207 Program was narrowly
tailored and designed to correct present discrimination and to counter the lingering effects of past
discrimination. The court held that the government’s involvement in both present discrimination
and the lingering effects of past discrimination was so pervasive that the Department of Defense and
Department of Air Force had become passive participants in perpetuating it. Id. The court stated it
was law of the case and could not be disturbed on remand that the Federal Circuit in Rothe III had
held that the 1207 Program was flexible in application, limited in duration and it did not unduly
impact on the rights of third parties. Id., quoting Rothe III, 262 F.3d at 1331.
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The district court thus conducted a narrowly tailored analysis that reviewed three factors:
1. The efficacy of race-neutral alternatives;

2. Evidence detailing the relationship between the stated numerical goal of 5 percent and the
relevant market; and

3. Over- and under-inclusiveness.

Id. The court found that Congress examined the efficacy of race-neutral alternatives prior to the
enactment of the 1207 Program in 1986 and that these programs were unsuccessful in remedying the
effects of past and present discrimination in the federal procurement. Id. The court concluded that
Congress had attempted to address the issues through race-neutral measures, discussed those
measures, and found that Congress’ adoption of race-conscious provisions were justified by the
ineffectiveness of such race-neutral measures in helping minority-owned firms overcome barriers. Id.
The court found that the government seriously considered and enacted race-neutral alternatives, but
these race-neutral programs did not remedy the widespread discrimination that affected the federal
procurement sector, and that Congress was not required to implement or exhaust every conceivable
race-neutral alternative. Id. at 880. Rather, the court found that narrow tailoring requires only
“serious, good faith consideration of workable race-neutral alternatives.” Id.

The district court also found that the 5 percent goal was related to the minority business availability
identified in the six state and local disparity studies. Id. at 881. The court concluded that the 5
percent goal was aspirational, not mandatory. Id. at 882. The court then examined and found that
the regulations implementing the 1207 Program were not over-inclusive for several reasons.

November 4, 2008 decision by the Federal Circuit Court of Appeals. On November 4,
2008, the Federal Circuit Court of Appeals reversed the judgment of the district court in part, and
remanded with instructions to enter a judgment (1) denying Rothe any relief regarding the facial
constitutionality of Section 1207 as enacted in 1999 or 2002, (2) declaring that Section 1207 as
enacted in 2006 (10 U.S.C. § 2323) is facially unconstitutional, and (3) enjoining application of
Section 1207 (10 U.S.C. § 2323).

The Federal Circuit Court of Appeals held that Section 1207, on its face, as reenacted in 2006,
violated the Equal Protection component of the Fifth Amendment right to due process. The court
found that because the statute authorized the Department of Defense to afford preferential treatment
on the basis of race, the court applied strict scrutiny, and because Congress did not have a “strong
basis in evidence” upon which to conclude that the Department of Defense was a passive participant
in pervasive, nationwide racial discrimination — at least not on the evidence produced by the
Department of Defense and relied on by the district court in this case — Section 1207 failed to meet
this strict scrutiny test. 545 F.3d at 1050.

Strict scrutiny framework. The Federal Circuit Court of Appeals recognized that the Supreme Court
has held a government may have a compelling interest in remedying the effects of past or present
racial discrimination. 545 F.3d at 1036. The court cited the decision in Croson, 488 U.S. at 492,

that it is “beyond dispute that any public entity, state or federal, has a compelling interest in assuring
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that public dollars, drawn from the tax contributions of all citizens, do not serve to finance the evil of

private prejudice.” 545 F.3d. at 1036, quoting Croson, 488 U.S. at 492.

The court held that before resorting to race-conscious measures, the government must identify the
discrimination to be remedied, public or private, with some specificity, and must have a strong basis
of evidence upon which to conclude that remedial action is necessary. 545 F.3d at 1036, quoting
Closon, 488 U.S. at 500, 504. Although the party challenging the statute bears the ultimate burden
of persuading the court that it is unconstitutional, the Federal Circuit stated that the government first
bears a burden to produce strong evidence supporting the legislature’s decision to employ race-
conscious action. 545 F.3d at 1036.

Even where there is a compelling interest supported by strong basis in evidence, the court held the
statute must be narrowly tailored to further that interest. Id. The court noted that a narrow tailoring
analysis commonly involves six factors: (1) the necessity of relief; (2) the efficacy of alternative, race-
neutral remedies; (3) the flexibility of relief, including the availability of waiver provisions; (4) the
relationship with the stated numerical goal to the relevant labor market; (5) the impact of relief on
the rights of third parties; and (6) the overinclusiveness or underinclusiveness of the racial
classification. Id.

Compelling interest — strong basis in evidence. The Federal Circuit pointed out that the statistical
and anecdotal evidence relief upon by the district court in its ruling below included six disparity
studies of state or local contracting. The Federal Circuit also pointed out that the district court found
that the data contained in the Appendix, the Urban Institute Report, and the Benchmark Study were
stale for purposes of strict scrutiny review of the 2006 Authorization, and therefore, the district court
concluded that it would not rely on those three reports as evidence of a compelling interest for the
2006 reauthorization of the 1207 Program. 545 F.3d 1023, citing to Rothe VI, 499 F.Supp. 2d at
875. Since the Department of Defense did not challenge this finding on appeal, the Federal Circuit
stated that it would not consider the Appendix, the Urban Institute Report, or the Department of
Commerce Benchmark Study, and instead determined whether the evidence relied on by the district
court was sufficient to demonstrate a compelling interest. Id.

Six state and local disparity studies. The Federal Circuit found that disparity studies can be relevant
to the compelling interest analysis because, as explained by the Supreme Court in Croson, “[w]here

there is a significant statistical disparity between the number of qualified minority contractors willing
and able to perform a particular service and the number of such contractors actually engaged by [a]
locality or the locality’s prime contractors, an inference of discriminatory exclusion could arise.” 545
F.3d at 1037-1038, quoting Croson, 488 U.S.C. at 509. The Federal Circuit also cited to the
decision by the Fifth Circuit Court of Appeals in W.H. Scott Constr. Co. v. City of Jackson, 199
F.3d 206 (5" Cir. 1999) that given Croson’s emphasis on statistical evidence, other courts

considering equal protection challenges to minority-participation programs have looked to disparity
indices, or to computations of disparity percentages, in determining whether Croson’s evidentiary
burden is satisfied. 545 F.3d at 1038, quoting W.H. Scott, 199 F.3d at 218.

The Federal Circuit noted that a disparity study is a study attempting to measure the difference- or
disparity- between the number of contracts or contract dollars actually awarded minority-owned
businesses in a particular contract market, on the one hand, and the number of contracts or contract
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dollars that one would expect to be awarded to minority-owned businesses given their presence in
that particular contract market, on the other hand. 545 F.3d at 1037.

Staleness. The Federal Circuit declined to adopt a per se rule that data more than five years old is
stale per se, which rejected the argument put forth by Rothe. 545 F.3d at 1038. The court pointed
out that the district court noted other circuit courts have relied on studies containing data more than
five years old when conducting compelling interest analyses, citing to Western States Paving v.
Washington State Department of Transportation, 407 F.3d 983, 992 (9" Cir. 2005) and Sherbrooke
Turf, Inc. v. Minnesota Department of Transportation, 345 F.3d 964, 970 (8" Cir. 2003)(relying on
the Appendix, published in 1996).

The Federal Circuit agreed with the district court that Congress “should be able to rely on the most
recently available data so long as that data is reasonably up-to-date.” 545 F.3d at 1039. The Federal
Circuit affirmed the district court’s conclusion that the data analyzed in the six disparity studies was
not stale at the relevant time because the disparity studies analyzed data pertained to contracts awarded
as recently as 2000 or even 2003, and because Rothe did not point to more recent, available data. Id.

Before Congress. The Federal Circuit found that for evidence to be relevant in the strict scrutiny
analysis, it “must be proven to have been before Congress prior to enactment of the racial

classification.” 545 F.3d at 1039, quoting Rothe V, 413 F.3d at 1338. The Federal Circuit had issues
with determining whether the six disparity studies were actually before Congress for several reasons,

including that there was no indication that these studies were debated or reviewed by members of
Congress or by any witnesses, and because Congress made no findings concerning these studies. 545
F.3d at 1039-1040. However, the court determined it need not decide whether the six studies were
put before Congress, because the court held in any event that the studies did not provide a
substantially probative and broad-based statistical foundation necessary for the strong basis in
evidence that must be the predicate for nation-wide, race-conscious action. Id. at 1040.

The court did note that findings regarding disparity studies are to be distinguished from formal
findings of discrimination by the Department of Defense “which Congress was emphatically not
required to make.” Id. at 1040, footnote 11 (emphasis in original). The Federal Circuit cited the
Dean v. City of Shreveport case that the “government need not incriminate itself with a formal
finding of discrimination prior to using a race-conscious remedy.” 545 F.3d at 1040, footnote 11

quoting Dean v. City of Shreveport, 438 F.3d 448, 445 (5th Cir. 2000).

Methodology. The Federal Circuit found that there were methodological defects in the six disparity
studies. The court found that the objections to the parameters used to select the relevant pool of
contractors was one of the major defects in the studies. 545 F.3d at 1040-1041.

The court stated that in general, “[a] disparity ratio less than 0.80” — i.e., a finding that a given
minority group received less than 80 percent of the expected amount — “indicates a relevant degree
of disparity,” and “might support an inference of discrimination.” 545 F.3d at 1041, quoting the
district court opinion in Rothe VI, 499 F.Supp. 2d at 842; and citing Engineering Contractors
Association of South Florida, Inc. v. Metropolitan Dade County, 122 F.3d 895, 914 (11th Cir.
1997). The court noted that this disparity ratio attempts to calculate a ratio between the expected

contract amount of a given race/gender group and the actual contract amount received by that group.

545 F.3d at 1041.
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The court considered the availability analysis, or benchmark analysis, which is utilized to ensure that
only those minority-owned contractors who are qualified, willing and able to perform the prime
contracts at issue are considered when performing the denominator of a disparity ratio. 545 F.3d at
1041. The court cited to an expert used in the case that a “crucial question” in disparity studies is to
develop a credible methodology to estimate this benchmark share of contracts minorities would
receive in the absence of discrimination and the touchstone for measuring the benchmark is to
determine whether the firm is ready, willing, and able to do business with the government. 545 F.3d
at 1041-1042.

The court concluded the contention by Rothe, that the six studies misapplied this “touchstone” of
Croson and erroneously included minority-owned firms that were deemed willing or potentially
willing and able, without regard to whether the firm was qualified, was not a defect that substantially
undercut the results of four of the six studies, because “the bulk of the businesses considered in these
studies were identified in ways that would tend to establish their qualifications, such as by their
presence on city contract records and bidder lists.” 545 F.3d at 1042. The court noted that with
regard to these studies available prime contractors were identified via certification lists, willingness
survey of chamber membership and trade association membership lists, public agency and
certification lists, utilized prime contractor, bidder lists, county and other government records and
other type lists. Id.

The court stated it was less confident in the determination of qualified minority-owned businesses by
the two other studies because the availability methodology employed in those studies, the court
found, appeared less likely to have weeded out unqualified businesses. Id. However, the court stated
it was more troubled by the failure of five of the studies to account officially for potential differences
in size, or “relative capacity,” of the business included in those studies. 545 F.3d at 1042-1043.

The court noted that qualified firms may have substantially different capacities and thus might be
expected to bring in substantially different amounts of business even in the absence of discrimination.
545 F.3d at 1043. The Federal Circuit referred to the Eleventh Circuit explanation similarly that
because firms are bigger, bigger firms have a bigger chance to win bigger contracts, and thus one
would expect the bigger (on average) non-MWBE firms to get a disproportionately higher percentage
of total construction dollars awarded than the smaller MWBE firms. 545 F.3d at 1043 quoting
Engineering Contractors Association, 122 F.3d at 917. The Federal Circuit pointed out its issues
with the studies accounting for the relative sizes of contracts awarded to minority-owned businesses,
but not considering the relative sizes of the businesses themselves. Id. at 1043.

The court noted that the studies measured the availability of minority-owned businesses by the
percentage of firms in the market owned by minorities, instead of by the percentage of total
marketplace capacity those firms could provide. Id. The court said that for a disparity ratio to have a
significant probative value, the same time period and metric (dollars or numbers) should be used in
measuring the utilization and availability shares. 545 F.3d at 1044, n. 12.

The court stated that while these parameters relating to the firm size may have ensured that each
minority-owned business in the studies met a capacity threshold, these parameters did not account
for the relative capacities of businesses to bid for more than one contract at a time, which failure
rendered the disparity ratios calculated by the studies substantially less probative on their own, of the
likelihood of discrimination. Id. at 1044. The court pointed out that the studies could have

BBC RESEARCH & CONSULTING APPENDIX B, PAGE 127



accounted for firm size even without changing the disparity ratio methodologies by employing
regression analysis to determine whether there was a statistically significant correlation between the
size of a firm and the share of contract dollars awarded to it. 545 F.3d at 1044 citing Engineering
Contractors Association, 122 F.3d at 917. The court noted that only one of the studies conducted

this type of regression analysis, which included the independent variables of a firm-age of a company,
owner education level, number of employees, percent of revenue from the private sector and owner

experience for industry groupings. Id. at 1044-1045.

The court stated, to “be clear,” that it did not hold that the defects in the availability and capacity
analyses in these six disparity studies render the studies wholly unreliable for any purpose. Id. at
1045. The court said that where the calculated disparity ratios are low enough, the court does not
foreclose the possibility that an inference of discrimination might still be permissible for some of the
minority groups in some of the studied industries in some of the jurisdictions. Id. The court
recognized that a minority-owned firm’s capacity and qualifications may themselves be affected by
discrimination. Id. The court held, however, that the defects it noted detracted dramatically from the
probative value of the six studies, and in conjunction with their limited geographic coverage,
rendered the studies insufficient to form the statistical core of the strong basis and evidence required
to uphold the statute. Id.

Geographic coverage. The court pointed out that whereas municipalities must necessarily identify
discrimination in the immediate locality to justify a race-based program, the court does not think that
Congress needs to have had evidence before it of discrimination in all 50 states in order to justify the
1207 program. Id. The court stressed, however, that in holding the six studies insufficient in this
particular case, “we do not necessarily disapprove of decisions by other circuit courts that have relied,
directly or indirectly, on municipal disparity studies to establish a federal compelling interest.” 545
F.3d at 1046. The court stated in particular, the Appendix relied on by the Ninth and Tenth Circuits
in the context of certain race-conscious measures pertaining to federal highway construction,
references the Urban Institute Report, which itself analyzed over 50 disparity studies and relied for its
conclusions on over 30 of those studies, a far broader basis than the six studies provided in this case.

Id.

Anecdotal evidence. The court held that given its holding regarding statistical evidence, it did not
review the anecdotal evidence before Congress. The court did point out, however, that there was not
evidence presented of a single instance of alleged discrimination by the Department of Defense in the
course of awarding a prime contract, or to a single instance of alleged discrimination by a private
contractor identified as the recipient of a prime defense contract. 545 F.3d at 1049. The court noted
this lack of evidence in the context of the opinion in Croson that if a government has become a
passive participant in a system of racial exclusion practiced by elements of the local construction
industry, then that government may take affirmative steps to dismantle the exclusionary system. 545
F.3d at 1048, citing Croson, 488 U.S. at 492.

The Federal Circuit pointed out that the Tenth Circuit in Concrete Works noted the City of Denver
offered more than dollar amounts to link its spending to private discrimination, but instead provided
testimony from minority business owners that general contractors who use them in city construction
projects refuse to use them on private projects, with the result that Denver had paid tax dollars to
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support firms that discriminated against other firms because of their race, ethnicity and gender. 545

F.3d at 1049, quoting Concrete Works, 321 F.3d at 976-977.

In concluding, the court stated that it stressed its holding was grounded in the particular items of
evidence offered by the Department of Defense, and “should not be construed as stating blanket
rules, for example about the reliability of disparity studies. As the Fifth Circuit has explained, there is
no ‘precise mathematical formula to assess the quantum of evidence that rises to the Croson ‘strong
basis in evidence’ benchmark.™ 545 F.3d at 1049, quoting W.H. Scott Constr. Co., 199 F.3d at 218
n.11.

Narrowly tailoring. The Federal Circuit only made two observations about narrowly tailoring,
because it held that Congress lacked the evidentiary predicate for a compelling interest. First, it noted
that the 1207 Program was flexible in application, limited in duration, and that it did not unduly
impact on the rights of third parties. 545 F.3d at 1049. Second, the court held that the absence of
strongly probative statistical evidence makes it impossible to evaluate at least one of the other
narrowly tailoring factors. Without solid benchmarks for the minority groups covered by the Section
1207, the court said it could not determine whether the 5 percent goal is reasonably related to the
capacity of firms owned by members of those minority groups — i.e., whether that goal is
comparable to the share of contracts minorities would receive in the absence of discrimination.” 545

F.3d at 1049-1050.

2. Dynalantic Corp. v. United States Dept. of Defense, 503 F. Supp. 2d 262
(D.D.C. 2007)

Dynalantic Corp. involves a recent challenge to the Department of Defense’s (“DOD”) utilization of
the Small Business Administration’s (“SBA”) 8(a) Business Development Program (the “8(a)
Program”). In its Order of August 23, 2007, the district court denied both parties’ Motions for
Summary Judgment because there was no information in the record regarding the evidence before
Congress supporting its 2006 reauthorization of the program in question; the court directed the
parties to propose future proceedings to supplement the record. 503 F. Supp. 2d 262, 263 (D.D.C.
2007).

The court first explained that the 8(a) Program sets a goal that no less than 5 percent of total prime
federal contract and subcontract awards for each fiscal year be awarded to socially and economically
disadvantaged individuals. Id. Each federal government agency is required to establish its own goal
for contracting but the goals are not mandatory and there is no sanction for failing to meet the goal.
Upon application and admission into the 8(a) Program, small businesses owned and controlled by
disadvantaged individuals are eligible to receive technological, financial, and practical assistance, and
support through preferential award of government contracts. For the past few years, the 8(a) Program
was the primary preferential treatment program the DOD used to meet its 5 percent goal. Id. at 264.

This case arose from a Navy contract that the DOD decided to award exclusively through the 8(a)
Program. The plaintiff owned a small company that would have bid on the contract but for the fact it
was not a participant in the 8(a) Program. After multiple judicial proceedings the D.C. Circuit
dismissed the plaintiff’s action for lack of standing but granted the plaintiff’s motion to enjoin the
contract procurement pending the appeal of the dismissal order. The Navy cancelled the proposed
procurement but the D.C. Circuit allowed the plaintiff to circumvent the mootness argument by
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amending its pleadings to raise a facial challenge to the 8(a) program as administered by the SBA and
utilized by the DOD. The D.C. Circuit held the plaintiff had standing because of the plaintiff’s
inability to compete for DOD contracts reserved to 8(a) firms, the injury was traceable to the race-
conscious component of the 8(a) Program, and the plaintiff’s injury was imminent due to the
likelihood the government would in the future try to procure another contract under the 8(a)
Program for which the plaintiff was ready, willing, and able to bid. Id. at 264-65.

On remand, the plaintiff amended its complaint to challenge the constitutionality of the 8(a)
Program and sought an injunction to prevent the military from awarding any contract for military
simulators based upon the race of the contractors. Id. at 265. The district court first held that the
plaintiff's complaint could be read only as a challenge to the DOD’s implementation of the 8(a)
Program [pursuant to 10 U.S.C. § 2323] as opposed to a challenge to the program as a whole. Id. at
266. The parties agreed that the 8(a) Program uses race-conscious criteria so the district court
concluded it must be analyzed under the strict scrutiny constitutional standard. The court found that
in order to evaluate the government’s proffered “compelling government interest,” the court must
consider the evidence that Congress considered at the point of authorization or reauthorization to
ensure that it had a strong basis in evidence of discrimination requiring remedial action. The court

cited to Western States Paving in support of this proposition. Id. The court concluded that because

the DOD program was reauthorized in 2000, the court must consider the evidence before Congress
in 2000.

The court cited to the recent Rothe decision as demonstrating that Congress considered significant
evidentiary materials in its reauthorization of the DOD program in 2006, including six recently
published disparity studies. The court held that because the record before it in the present case did
not contain information regarding this 2006 evidence before Congress, it could not rule on the
parties’ Motions for Summary Judgment. The court denied both motions and directed the parties to
propose future proceedings in order to supplement the record. Id. at 267.

3. “Federal Procurement After Adarand” (USCCR Report September, 2005)

In September of 2005, the United States Commission on Civil Rights (the “Commission”) issued its
report entitled “Federal Procurement After Adarand” setting forth its findings pertaining to federal
agencies’ compliance with the constitutional standard enunciated in Adarand. United States
Commission on Civil Rights: Federal Procurement After Adarand (Sept. 2005), available at
http://www.usccr.gov, citing Adarand, 515 U.S. at 237-38. The following is a brief summary of the
report.

In 1995, the United States Supreme Court decided Adarand Constructors, Inc. v. Pena, 515 U.S.
200 (1995), which set forth the constitutional standard for evaluating race-conscious programs in

federal contracting. The Commission states in its report that the court in Adarand held that racial
classifications imposed by federal, state and local governments are subject to strict scrutiny and the
burden is upon the government entity to show that the racial classification is the least restrictive way
to serve a “compelling public interest;” the government program must be narrowly tailored to meet
that interest. The court held that narrow tailoring requires, among other things, that “agencies must
first consider race-neutral alternatives before using race conscious measures.” [p. ix]
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Scope and methodology of the Commission’s report. The purpose of the Commission’s
study was to examine the race-neutral programs and strategies implemented by agencies to meet the
requirements set forth in Adarand. Accordingly, the study considered the following questions:

m Do agencies seriously consider workable race-neutral alternatives, as required by Adarand?

® Do agencies sufficiently promote and participate in race-neutral practices such as mentor-protégé
programs, outreach, and financial and technical assistance?

® Do agencies employ and disclose to each other specific best practices for consideration of race-
neutral alternatives?

®m  How do agencies measure the effects of race-neutral programs on federal contracting?
®  What race-neutral mechanisms exist to ensure government contracting is not discriminatory?

The Commission’s staff conducted background research, reviewing government documents, federal
procurement and economic data, federal contracting literature, and pertinent statutes, regulations
and court decisions. The Commission selected seven agencies to study in depth and submitted
interrogatories to assess the agencies’ procurement methods. The agencies selected for evaluation
procure relatively large amounts of goods and services, have high numbers of contracts with small
businesses, SDBs, or HUBZone firms, or play a significant support or enforcement role: the Small
Business Administration (SBA), and the Departments of Defense (DOD), Transportation (DOT),
Education (DOEd), Energy (DOEn), Housing and Urban Development (HUD), and State (DOS).

The report did not evaluate existing disparity studies or assess the validity of data suggesting the
persistence of discrimination. It also did not seek to identify whether, or which, aspects of the
contracting process disparately affect minority-owned firms.

Findings and recommendations. The Commission concluded that “among other requirements,
agencies must consider race-neutral strategies before adopting any that allow eligibility based, even in
part, on race.” [p. ix] The Commission further found “that federal agencies have not complied with
their constitutional obligation, according to the Supreme Court, to narrowly tailor programs that use
racial classifications by considering race-neutral alternatives to redress discrimination.” [p. ix]

The Commission found that “agencies have largely failed to apply the Supreme Court’s requirements,
or [the U.S. Department of Justice’s (“DO]J”)] guidelines, to their contracting programs.” [p. 70] The
Commission found that agencies “have not seriously considered race-neutral alternatives, relying
instead on SBA-run programs, without developing new initiatives or properly assessing the results of
existing programs.” [p. 70]

The Commission identified four elements that underlie “serious consideration” of race-neutral
efforts, ensure an inclusive and fair race-neutral system, and tailor race-conscious programs to meet a
documented need: “Element 1: Standards — Agencies must develop policy, procedures, and
statistical standards for evaluating race-neutral alternatives; Element 2: Implementation — Agencies
must develop or identify a wide range of race-neutral approaches, rather than relying on only one or
two generic government-wide programs; Element 3: Evaluation — Agencies must measure the
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effectiveness of their chosen procurement strategies based on established empirical standards and
benchmarks; Element 4: Communication — Agencies should communicate and coordinate race-
neutral practices to ensure maximum efficiency and consistency government-wide.” [p. xi]

The Commission found that “despite the requirements that Adarand imposed, federal agencies fail to
consider race-neutral alternatives in the manner required by the Supreme Court’s decision.” [p. xiii]
The Commission also concluded that “[a]gencies engage in few race-neutral strategies designed to
make federal contracting more inclusive, but do not exert the effort associated with serious
consideration that the Equal Protection Clause requires. Moreover, they do not integrate race-neutral
strategies into a comprehensive procurement approach for small and disadvantaged businesses.” [p.
xiii]

Serious consideration [P. 71]

Finding: Most agencies could not demonstrate that they consider race-neutral alternatives before
resorting to race-conscious programs. Due to the lack of specific guidance from the DOJ, “agencies
appear to give little thought to their legal obligations and disagree both about what the law requires
and about the legal ramifications of their actions.”

Recommendation: Agencies must adopt and follow guidelines to ensure consideration of race-
neutral alternatives, which system could include: (1) identifying and evaluating a wide range of
alternatives; (2) articulating the underlying facts that demonstrate whether race-neutral plans work;
(3) collecting empirical research to evaluate success; (4) ensuring such assessments are based on
current, competent and comprehensive data; (5) periodically reviewing race conscious plans to
determine their continuing need; and (6) establishing causal relationships before concluding that a
race-neutral plan is ineffective. Best practices could include: (1) statistical standards by which agencies
would determine when to abandon race race-conscious efforts; (2) ongoing data collection, including
racial and ethnic information, by which agencies would assess effectiveness; and (3) policies for
reviewing what constitutes disadvantaged status and the continued necessity for strategies to increase
inclusiveness.

Antidiscrimination policy and enforcement [P. 72]

Finding: The federal government lacks an appropriate framework for enforcing nondiscrimination in
procurement. Limited causes of action are available to contractors and subcontractors, but the most
accessible mechanisms are restricted to procedural complaints about bidding processes.

Recommendation: The enactment of legislation expressly prohibiting discrimination based on race,
color, religion, sex, national origin, age, and disability, in federal contracting and procurement. Such
legislation should include protections for both contractors and subcontractors and establish clear
sanctions, remedies and compliance standards. Enforcement authority should be delegated to each
agency with contracting capabilities.

Finding: Most agencies do not have policies or procedures to prevent discrimination in contracting.
Generally, agencies are either unaware of or confused about whether federal law protects government
contractors from discrimination.
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Recommendation: The facilitation of agency development and implementation of civil rights
enforcement policies for contracting. Agencies must establish strong enforcement systems to provide
individuals a means to file and resolve complaints of discriminatory conduct. Agencies must also
adopt clear compliance review standards and delegate authority for these functions to a specific, high-
level component. Once agencies adopt nondiscrimination policies, they should conduct regular
compliance reviews of prime and other large contract recipients, such as state and local agencies.
Agencies should widely publicize complaint procedures, include them with bid solicitations, and
codify them in acquisition regulations. Civil rights personnel in each agency should work with
procurement officers to ensure that contractors understand their rights and responsibilities and
implement additional policies upon legislative action.

Finding: Agencies generally employ systems for reviewing compliance with subcontracting goals
made at the bidding stage, but do not establish norms for the number of reviews they will conduct,
nor the frequency with which they will do so.

Recommendation: Good faith effort policies should be rooted in race-neutral outreach. Agencies
should set standards for and carry out regular on-site audits and formal compliance reviews of SDB
subcontracting plans to make determinations of contractors’ good faith efforts to achieve established
goals. Agencies should develop and disseminate clear regulations for what constitutes a good faith
effort, specific to individual procurement goals and procedures. Agencies should also require that all
prime contractors be subject to audits, and require prime contractors to demonstrate all measures
taken to ensure equal opportunity for SDBs to compete, paying particular attention to contractors
that have not achieved goals expressed in their offers.

Ongoing review [P. 73]

Finding: Narrow tailoring requires regular review of race-conscious programs to determine their
continued necessity and to ensure that they are focused enough to serve their intended purpose.
However, no agency reported policies, procedures, or statistical standards for when to use race-
conscious instead of race-neutral strategies, nor had agencies established procedures to reassess
presumptions of disadvantage.

Recommendation: Agencies must engage in regular, systematic reviews (perhaps biennial) of race-
conscious programs, including those that presume race-based disadvantage. They should develop and
document clear policies, standards and justifications for when race-conscious programs are in effect.
Agencies should develop and implement standards for the quality of data they collect and use to
analyze race-conscious and race-neutral programs and apply these criteria when deciding
effectiveness. Agencies should also evaluate whether race-neutral alternatives could reasonably
generate the same or similar outcomes, and should implement such alternatives whenever possible.
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Data and measurement [P. 73-75]

Finding: Agencies have neither conducted race disparity studies nor collected empirical data to assess
the effects of procurement programs on minority-owned firms.

Recommendation: Agencies should conduct regular benchmark studies which should be tailored to
each agency’s specific contracting needs; and the results of the studies should be used in setting

procurement goals.

Finding: The current procurement data does not evaluate the effectiveness or continuing need for
race-neutral and/or race-conscious programs.

Recommendation: A task force should determine what data is necessary to implement narrow
tailoring and assess whether (1) race-conscious programs are still necessary, and (2) the extent to
which race-neutral strategies are effective as an alternative to race-conscious programs.

Finding: Agencies do not assess the effectiveness of individual race-neutral strategies (e.g., whether
contract unbundling is a successful race-neutral strategy).

Recommendation: Agencies should measure the success of race-neutral strategies independently so
they can determine viability as alternatives to race-conscious measures (e.g., agencies could track the
number and dollar value of contracts broken apart, firms to which smaller contracts are awarded, and
the effect of such efforts on traditionally excluded firms).

Communication and collaboration [P. 75]

Finding: Agencies do not communicate effectively with each other about efforts to strengthen
procurement practices (e.g., there is no exchange of race-neutral best practices).

Recommendation: Agencies should engage in regular meetings with each other to share information
and best practices, coordinate outreach, and develop measurement strategies.

Outreach [P. 76]

Finding: Even though agencies engage in outreach efforts, there is little evidence that their efforts to
reach small and disadvantaged businesses are successful. They do not produce planning or reporting
documents on outreach activities, nor do they apply methods for tracking activities, expenditures, or
the number and types of beneficiaries.

Recommendation: Widely broadcast information on the Internet and in popular media is only one
of several steps necessary for a comprehensive and effective outreach program. Agencies can use a
variety of formats — conferences, meetings, forums, targeted media, Internet, printed materials, ad
campaigns, and public service announcements — to reach appropriate audiences. In addition,
agencies should capitalize on technological capabilities, such as listservs, text messaging, audio
subscription services, and new technologies associated with portable listening devices, to circulate
information about contracting opportunities. Agencies should include outreach in budget and
planning documents, establish goals for conducting outreach activities, track the events and diversity
of the audience, and train staff in outreach strategies and skills.
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Conclusion. The Commission found that 10 years after the Supreme Court’s Adarand decision,
federal agencies have largely failed to narrowly tailor their reliance on race-conscious programs and
have failed to seriously consider race-neutral decisions that would effectively redress discrimination.
Although some agencies employ some race-neutral strategies, the agencies fail “to engage in the basic
activities that are the hallmarks of serious consideration,” including program evaluation, outcomes
measurement, reliable empirical research and data collection, and periodic review.

The Commission found that most federal agencies have not implemented “even the most basic race-
neutral strategy to ensure equal access, i.e., the development, dissemination, and enforcement of
clear, effective antidiscrimination policies. Significantly, most agencies do not provide clear recourse
for contractors who are victims of discrimination or guidelines for enforcement.”

One Commission member, Michael Yaki, filed an extensive Dissenting Statement to the Report. [pp.
79-170]. This Dissenting Statement by Commissioner Yaki was referred to and discussed by the
district court in Rothe Development Corp. v. US DOD, 499 F.Supp.2d 775, 864-65 (W.D. Tex.
August 10, 2007), reversed on appeal, Rothe, 545 F.3d 1023 (Fed.Cir 2008), (see discussion of
Rothe above at Section VII, 1.). In his dissent, Commissioner Yaki criticized the Majority Opinion,

including noting that his statistical data was “deleted” from the original version of the draft Majority
Opinion that was received by all Commissioners. The district court in Rothe considered the data
discussed by Yaki.
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APPENDIX C.
General Approach to Utilization Data Collection
and Analysis

BBC studied both prime contracts and subcontracts that the Indiana Department of Administration
(IDOA), Indiana Department of Transportation (INDOT) and each state educational institution
(SEI) awarded during the study period.’ To determine which procurements to include in its analyses,
BBC made the following considerations.”

Overview of Utilization Data Collection and Analysis

For IDOA, INDOT and each SEI, BBC collected information on construction, professional services,
goods and support services contracts, including data on subcontracts.

Data collection. The study team collected basic information about procurements that IDOA,
INDOT and each SEI awarded during the study period.

Procurement number and name of vendor. BBC requested information for each procurement such
as procurement number and vendor name (including unique vendor number if possible).

Award date. BBC obtained award date for each procurement. The study period included fiscal years
2007, 2008 and 2009. Thus, BBC examined procurements that IDOA, INDOT and each SEI
awarded between July 1, 2006 and June 30, 2009.

Procurement amount. The study team requested award amount or other information on the size of
each state and SEI procurement. BBC determined procurement amounts based on the data that
IDOA, INDOT and each SEI provided for different procurement types. For most procurements, the
study team used the total amount at the time of award (including change orders and amendments).
For other procurements, the study team used the total amount paid during the study period.

For purposes of the utilization and disparity analysis, the study team examined procurements worth
$5,000 or more for each entity. The study team chose $5,000 as its analysis threshold because IDOA,
INDOT and SElIs typically made purchases worth less than $5,000 through procurement cards
(p-cards) or through other informal purchasing methods.

Description of the work or product. BBC requested information regarding the type of good or
service that each agency and SEI procured to help determine the primary line of work, or
“subindustry,” of the vendor.

1 « 3]
Together, IDOA and INDOT contracts are referred to as “state” contracts.

2 . . . .
Unless otherwise noted, “contracts” and “procurements” are used interchangeably in this report.
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Funding source. BBC obtained information on funding source from procurement data. Because
federal funding accounted for a small proportion of procurement dollars for IDOA and the SElIs,
BBC did not make a distinction between federally- and non-federally-funded procurements for those
entities. BBC analyzed federally-funded construction and professional services procurements
separately from state-funded construction and professional services procurements for INDOT,
because Federal Highway Administration (FHWA) funding accounts for a substantial proportion of
INDOT’s construction and professional services spend and because INDOT implements the Federal
DBE Program for those contracts.’

MBE/WBE/DBE contract goals. The study team examined procurements regardless of whether
MBE/WBE/DBE goals might have applied.

Location of the work. Because many of the entities participating in the disparity study have multiple
locations (e.g., campuses located in different regions of the state), BBC requested information to
identify location of work, especially for construction and professional services contracts that pertained
to specific sites.

Subcontractor dollars. When a procurement included subcontractor participation and subcontractor
data were available, BBC examined dollars going to the prime contractor and any dollars going to
subcontractors, which included materials suppliers for certain contracts.’ The study team calculated
subcontractor dollars as the total procurement amount (at the time of award) committed or budgeted
for each listed subcontractor. BBC calculated prime contractor dollars as the total procurement
amount less the sum of dollars committed to listed subcontractors.’

IDOA and the SEIs did not have complete information on subcontracts. For large contracts likely to
have subcontracts, BBC contacted prime contractors directly to compile information such as:

m  Name of subcontractor;

m  Description of work;

m  Subcontractor address and phone number;

®  Amount budgeted for or committed to subcontractor; and

®  Amount paid to subcontractor as of June 30, 2009.

} BBC used information from INDOT to determine whether a contract contained FHWA dollars. INDOT considered a
procurement to be federally-funded if it included at least $1 of FHWA funding.

4 . {9 . <« . > . . .
Unless otherwise noted, “subcontractors” and “suppliers” are used interchangeably in this report.

5 .

In the few cases where payment data were more complete than award data, BBC used the amount paid to each
subcontractor as of June 30, 2009. When the study team used payment amounts, it calculated prime contract dollars as the
total paid amount to the prime contractor as of June 30, 2009 less the sum of dollars paid to listed subcontractors.
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Types of procurements included in the utilization and disparity analysis. In total, BBC
examined 321,411 procurements (not including subcontracts) that IDOA, INDOT and SEIs
awarded during the study period, representing $41 billion. A portion of those procurements were
suitable for analysis in the disparity study, depending on procurement type and the prime contractor’s
specific area of work specialization (“subindustry”).

Determination of work type for each contract and subcontract. For each examined procurement,
BBC classified the prime contractor’s and subcontractors’ primary areas of work into distinct
subindustries, which the study team then grouped into one of four larger industries: construction,

Y group &
professional services (including architecture and engineering), goods and support services. For
example, the study team classified a number of firms into the subindustries of “building construction”
and “plumbing and HVAC,” both of which were then grouped in the industry of “construction.”

BBC classified prime contractors and subcontractors into 97 distinct subindustries based on
information that the study team obtained from:

m  Business lists purchased from Dun & Bradstreet;
m  Each entity’s procurement and vendor data;
m  Telephone surveys with prime contractors and subcontractors;

m  State agency and SEI review; and

Other research on prime contractors and subcontractors (e.g., Internet research).

Once the study team classified prime contractors and subcontractors into subindustries and
aggregated total subindustry procurement dollars across the participating state agencies and SEIs,
BBC identified subindustries that would not be included in the study, for one of four reasons:

1. The subindustry is not typically included in a disparity study.
2. The subindustry reflected a national market.

3. The subindustry reflected a relatively small dollar volume.

4. The procurements could not be classified into a subindustry.

1. Subindustries not typically included in a disparity study. The study team identified and
excluded procurements belonging to one of the following subindustries that BBC does not typically
include in a disparity study.

®  Government, not-for-profit organizations or associations, which represent
organizations that are not “owned”;

®  Educational, social or medical services, which represent markets that are dominated by
public and not-for-profit organizations;
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m  Utilities, waste management and broadcast and communications services, which
typically represent government-regulated industries (often regulated monopolies);

m  Banking and insurance, which typically represent national or international markets and
often involve payments that do not fit the definition of a “procurement”;

®  Real estate transactions, which typically represent real property purchases or leases;

m  Legal services, which often include large payments for real property purchases, leases or
legal settlements; and

m  Computers, software and publishing, which are produced and distributed by a single
national or international source and are typically subject to copyright laws.

Figure C-1 shows total procurement dollars across the participating state agencies and SElIs for each of
the subindustries not typically included in a disparity study.

Figure C-1.

Combined IDOA, INDOT and SEI procurement dollars for
subindustries not typically included in disparity studies,
July 1, 2006 — June 30, 2009

Total dollars
Subindustry (in thousands)
Government $13,832,666
Medical, psychological and dental services $7,767,642
Educational services and schools $3,275,286
Banking $3,129,475
Associations and non-profits $1,220,539
Social services $322,949
Legal services $223,622
Utilities and waste management $167,812
Real estate services $162,172
Broadcast and communication services $144,705
Computers and computer equipment $113,343
Software $92,070
Insurance $82,011
Horse tracks $70,289
Child care $39,429
Publishing $24,255
Transit operations $6,238
Airports $2,939
Total $30,677,441

Source: BBC Research & Consulting.
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2. Subindustries that reflect national markets. Case law related to MBE/WBE programs requires
utilization and availability analyses to focus on the “relevant geographic market area” (see Appendix
B). In accordance with those laws, BBC identified and excluded procurements in subindustries for
which IDOA, INDOT and SEIs awarded the majority of procurement dollars to firms outside of
Indiana, thus reflecting national markets. Figure C-2 presents total procurement dollars for each of
the subindustries that the study team excluded from its analyses because less than 50 percent of those
dollars went to firms that were located in Indiana.’

Figure C-2.

Combined IDOA, INDOT and SEI procurement dollars for
subindustries for which work primarily went to firms outside the
relevant geographic market area (outside Indiana),

July 1, 2006 — June 30, 2009

Total dollars

Subindustry (in thousands)
Scientific and medical equipment $122,066
Other goods $107,338
Biological and medical products $26,641
Clothing $5,353
Leasing and rental services $4,787
Musical instruments $3,092
School and classroom equipment and supplies $2,590
Fine art $1,951
Transportation equipment $1,423

Total $275,240

Source: BBC Research & Consulting.

Additional analyses indicated that the procurements that the participating state agencies and SEIs
made in the subindustries shown in Figure C-2 were awarded to firms from all across the country and
not just to firms located in states that border Indiana. Consistent with that overall trend, there was no
evidence that the SEIs located closest to Indiana’s borders — Vincennes University and the
University of Southern Indiana — awarded substantial procurement dollars to firms located just
across state lines.

* The study team coded each firm that the participating state agencies and SEIs utilized as having an Indiana location if the
firm had a billing, sales or other office address within the state.
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3. Subindustries that reflect relatively small dollar volume. The study team sought to examine
subindustries for which procurement dollars were substantial across all participating state agencies and
SEls. Figure C-3 shows the subindustries — and corresponding procurement dollars — that BBC
excluded from its analyses because they reflected relatively small dollar amounts.”

Figure C-3.
Combined IDOA, INDOT Total dollars
and SEl procurement Subindustry (in thousands)
dollars for subindustries
excluded because of small Other services $74,504
dollar amounts, July 1,
2006 — June 30, 2009 Retail stores $30,453
Repair services $15,599
Source: Sports $5,663
BBC Research & Consulting. . .
Mail or messenger services $6,566
Total $132,785

4. Procurements that could not be classified. BBC was unable to collect subindustry information
for 6,052 utilized firms across the nine participating entities, accounting for $206 million, or less than
1 percent, of total procurement dollars. Because BBC could not accurately determine subindustries
for those firms, the study team excluded the procurements that those firms were awarded from the
final analyses.

Subindustries included in the final analyses. Figure C-4 lists the 64 subindustries included in
BBC’s final analyses and the total procurement dollars that each subindustry represented across
IDOA, INDOT and SEIs. Together, those subindustries accounted for over $10 billion, or 24

percent, of total procurement dollars during the study period.

7 . . . . .
“Other services” is comprised of several, disparate types of services.
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Figure C-4.
Combined IDOA, INDOT and SEI procurement dollars for subindustries
included in final analyses, July 1, 2006 — June 30, 2009

Total dollars

Subindustry (in thousands)
Highway, street and bridge construction $3,013,989
Building construction $885,293
Business services and consulting $860,325
Engineering $691,553
Excavation $650,819
IT and data services $411,376
Asphalt $255,038
Electrical work $220,943
Food and concessions $192,072
Architectural and design services $184,307
Other building construction $164,354
Other construction services $137,658
Construction materials $123,987
Water, sewer, and utility lines $121,999
Computer systems and services $121,327
Other construction materials $120,740
Environmental services and transportation planning $106,862
Industrial equipment and machinery $103,597
Plumbing and HVAC $98,209
Electrical equipment and supplies $98,208
Communications equipment $90,375

Automobiles $89,771

Furniture $88,752
Finance consulting and accounting $86,849
Petroleum and petroleum products $85,716
Vehicle parts and supplies $82,372
Trucking, hauling and storage $81,297
Human resources and job training services $80,502
Advertising, marketing and public relations $66,258
Concrete work $61,753
Masonry, drywall and stonework $61,714
Printing and copying $55,612
Roofing $45,103
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Figure C-4. (continued)
Combined IDOA, INDOT and SEI procurement dollars for subindustries
included in final analyses, July 1, 2006 — June 30, 2009

Total dollars
Subindustry (in thousands)
Residential construction $42,874
Testing services $42,558
Painting $41,331
Laboratory equipment $41,011
Heavy construction equipment rental $27,947
Coal and other minerals $27,148
Research services $26,449
Office equipment $26,111
Surveying and mapmaking $20,639
Concrete and related products $20,605
Cleaning and janitorial services $20,573
Office supplies $19,960
Tools $18,054
Insulation and waterproofing $17,098
Elevator installation, repair and equipment $15,339
Ceiling and floor contractor $13,759
Industrial chemicals $11,021
Wrecking and demolition $10,829
Cleaning and janitorial supplies $10,500
Security guard services $9,497
Uniforms and linens $8,912
Floor coverings $8,501
Restaurant and hotel equipment $8,221
Athletic goods $7,871
Security services $6,893
Construction management $6,413
Law enforcement equipment and supplies $5,821
Landscape architecture $2,836
Tires and inner tubes $2,051
Foundation work $1,204
Agricultural services $789
Total $10,061,543

Source: BBC Research & Consulting.
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In addition, Figure C-5 presents the procurement dollars that each agency and SEI spent during the

study period in each of the four study industries — construction, professional services, goods and

support services.

Figure C-5.
Procurement dollars (in thousands) for IDOA, INDOT and SEls, by procurement area,
July 1, 2006 — June 30, 2009

State agency Construction
Ball State University $154,405
IDOA $456,101
Indiana State University $93,083
Indiana University $440,588
INDOT $4,474,360
Ilvy Tech Community College $96,013
Purdue University $434,406
University of Southern Indiana $78,730
Vincennes University $31,608
Total $6,259,295

Professional services

$40,754
$1,422,139
$15,675
$143,196
$894,203
$39,933
$134,116
$11,632
$6,604

$2,708,252

Goods

$30,564
$436,781
$13,844
$120,234
$123,221
$38,915
$118,774
$25,592
$11,409

$919,335

Support services

$1,680
$75,295
$1,625
$19,979
$53,053
$13,467
$7,909
$1,045
$609

$174,661

Source: BBC Research & Consulting.

Vendor information, including race/ethnicity/gender of ownership. In addition to
collecting procurement and subcontract data from each entity, the study team obtained names,

addresses, phone numbers and other information about the vendors that performed the work. BBC

obtained contact information from vendor data that each agency/SEI maintains in its data systems as

well as from the subcontract data collection effort.

BBC used name and contact information to obtain additional data about utilized vendors from

business lists that the study team purchased from Dun & Bradstreet and from telephone interviews

that the study team completed with prime contractors and subcontractors. From these two sources,

BBC obtained the following information about utilized vendors:

Primary line of work or subindustry;
MBE/WBE status;

Race/ethnicity/gender of ownership;

Firm size;

Year in which the firm was established; and

Additional contact information.
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The study team also used information from MBE/WBE/DBE certification lists to obtain information
about each firm’s MBE/WBE status and race/ethnicity/gender of ownership. BBC used the following

certification lists:
m  State of Indiana MBE/WBE certification list;
m  City of Indianapolis MBE/WBE certification list; and

m  INDOT DBE certification list.

BBC reviewed the information collected for contractors and vendors (including subcontractors) with
staff from each entity before proceeding with the utilization, availability, disparity and case study
analyses.

Differences from utilization reports developed by the IDOA, INDOT and SEls. The State
of Indiana requires state agencies and SEIs to submit annual reports detailing their MBE/WBE
utilization during the previous year. Each agency and SEI reports the dollars that they spent with
MBE/WBE firms in construction, professional services, goods and support services.

The way in which MBE/WBE utilization is calculated for annual utilization reports varies
substantially from entity to entity. As a result, there may be several important differences in how each
state agency and SEI calculates its MBE/WBE utilization and how BBC did so for the purposes of the
disparity study.

Excluded subindustries. Only a portion of the procurements that participating state agencies and
SEIs awarded during the study period were suitable for the analysis in the disparity study. BBC
excluded several procurements based on subindustry, including those that are not typically included
in a disparity study (e.g., not-for-profit organizations and legal services) and those that reflect national
markets (e.g., scientific and medical equipment and software). It is possible that many of those
procurements were included in each entity’s calculation of its MBE/WBE utilization during the study

period.

Procurement amounts. The study team used award amount to represent the value of most of the
procurements included in the disparity study. By contrast, state agencies and SEIs typically use paid-
to-date amounts. The value of procurements and the proportion of dollars that went to MBE/WBEs
may vary based on whether they are calculated using award amounts or paid-to-date amounts.

MBE/WBE certified firms. To calculate MBE/WBE/DBE utilization for annual utilization reports,
state agencies and SEIs typically consider only those firms that are certified as such through the State
of Indiana (or through INDOT for DBE utilization on federally-funded contracts). To calculate
MBE/WBE utilization for the disparity study, BBC considered all minority and women-owned firms,
regardless of whether they were certified with the State of Indiana or INDOT."

*In Chapter 5, BBC presents utilization and disparity analyses for all minority and women-owned firms considered together
and separately for MBE/WBE/DBE certified firms and firms that meet the financial qualifications for DBE certification.
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Subcontractor data. During the study period, most of the participating state agencies and SEIs
tracked subcontractor participation only for MBE/WBE firms.” For those entities, information about
non-MBE/WBE subcontractors was not reflected in annual utilization reports to the State of Indiana.
For example, if an MBE/WBE prime contractor used non-MBE/WBE subcontractors, the amounts
paid to those subcontractors would be attributed to the prime contractor when calculating
MBE/WBE utilization for an annual report.

As part of the disparity study, BBC collected subcontract information for both MBE/WBE and non-
MBE/WBE subcontractors, and that information was reflected in the study team’s measures of
MBE/WBE utilization.

Differences from the previous disparity study. The State of Indiana last completed a disparity
study in 2006."" The method that BBC used to complete the present study differed in several key
ways from the method that Bucher + Christian used in the 2006 study.

Excluded subindustries. Both Bucher + Christian and BBC excluded certain procurements based on
subindustry, including those that are not typically included in a disparity study. However, there were
certain subindustries that BBC excluded from its analyses that Bucher + Christian included (e.g.,
medical services). Similarly, there were certain subindustries that BBC included in its analyses that
Bucher + Christian excluded (e.g., office equipment and furniture).

Procurement amounts. When possible, the study team used award amount to represent the value of
the procurements included in the disparity study. By contrast, Bucher + Christian based its analyses
primarily on data from the State of Indiana’s GEAC System, which contains payment data pertaining
to procurements that IDOA awarded during the study period. The value of procurements and the
proportion of dollars of each procurement that went to MBE/WBEs may vary substantially based on
whether they are calculated using award amounts or paid amounts.

Subcontractor data. As part of the disparity study, BBC collected subcontract information for both
MBE/WBE and non-MBE/WBE subcontractors, and that information was reflected in the study
team’s measures of MBE/WBE utilization. Bucher + Christian collected only MBE/WBE subcontract

information when available and used statistical adjustments when that information was not available.

Participating entities. This disparity study includes data from state agencies that Bucher + Christian
did not include (e.g., Department of Child Services and Department of Education). Similarly, the
Bucher + Christian study included data from state agencies that this study does not include (e.g.,
Gaming Commission and Airport Authority). In addition, BBC included complete utilization and
disparity analyses for each SEI in the State of Indiana — Ball State University, Indiana State
University, Indiana University, Ivy Tech Community College, Purdue University, University of
Southern Indiana and Vincennes University.

’ As part of the Federal DBE Program, INDOT maintained both MBE/WBE and non-MBE/WBE subcontract information
for the construction and professional services contracts that it awarded during the study period.

10 Bucher + Christian Consulting, Inc. 2006. Statistical Analysis of Utilization of State Contracts for the State of Indiana. Prepared
for the Indiana Department of Administration.
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Data Collection for Each Entity

The balance of Appendix C describes data collection specific to each entity participating in the
disparity study.

Indiana Department of Administration. BBC requested information for each construction,
professional services, goods and support services procurement that IDOA and other state agencies
awarded during the study period.” IDOA produced reports from its data systems that provided the
requested procurement information. The reports were based on two systems that included
overlapping data.

®  Public Works database. The Public Works database — a Microsoft Access database
that the Public Works Department maintains — contained contract data pertaining to
construction and maintenance contracts as well as architectural and engineering
contracts that IDOA and other state agencies awarded during the study period.

®  GEAC System. The GEAC System contained payment data pertaining to construction,
professional services, goods and support services procurements that IDOA awarded
during the study period.

m  ISCBA contract reports. The Indiana Stadium and Convention Building Authority
(ISCBA) provided reports that included data about contracts that it awarded during the
study period in connection with two large construction projects — building Lucas Oil
Stadium and the Indiana Convention Center.

For each report, IDOA advised the study team on how to use the provided data, including how to
identify unique bid opportunities and how to aggregate procurement dollar amounts. Because data for
certain procurements appeared in multiple data sources, IDOA worked with BBC to link data
between the Public Works database and the GEAC system so the study team could avoid over-
counting dollars.

Subcontract data. Because IDOA did not maintain complete information about subcontracts for the
procurements that it awarded during the study period, BBC worked with IDOA staff to request
subcontract data directly from prime contractors. With the assistance of IDOA staff, the study team
began by identifying construction and professional services contracts that were determined to have
likely included subcontractor participation." For each of those contracts, BBC contacted the prime
contractor via U.S. mail and requested the following information about each subcontractor —
regardless of MBE/WBE status — that the prime contractor used:

m  Name of subcontractor;

m  Description of work;

! As explained in Chapter 1, BBC’s utilization and disparity analyses for IDOA include state agencies for which IDOA
tracks and administers contracting and procurement data. For a complete list of state agencies included with IDOA’s data,
see Figure 1-1.

12 . . . .
IDOA staff determined that goods and support services procurements that were awarded during the study period were
unlikely to have included subcontractor participation.
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m  Subcontractor address and phone number;
®  Amount budgeted for or committed to subcontractor; and
®  Amount paid to subcontractor as of June 30, 2009.

The study team contacted 196 prime contractors in connection with 272 procurements, representing
91 percent of the construction and professional services dollars that the study team included in
IDOA’s utilization analysis. BBC received complete subcontract information for 225 of the 272
procurements (83%) about which it inquired.

Case study data. To complete case studies of MBE/WBE participation in IDOA’s bid process during
the study period, BBC examined bid tabulations for a sample of the procurements included in the
utilization analysis.

IDOA maintained bid tabulations for many of the procurements it awarded in fiscal years 2007, 2008
and 2009. BBC randomly selected 100 public works procurements to be included in IDOA’s case
study analysis, stratified by procurement area, procurement size and year of award.”” BBC successfully
collected bid tabulations for 80 of those procurements.

Agency review. After BBC collected procurement and vendor data, the study team compiled the
information into tables submitted to IDOA for review. BBC used IDOA feedback to finalize
procurement and vendor data.

Indiana Department of Transportation. INDOT produced reports from its data systems to
provide the procurement information that the study team requested. The reports were based on
several systems that included overlapping data.

®  Transport System. The Transport System contained contract data pertaining to
construction contracts that INDOT awarded during the study period.

m  Professional Services Contracting System. The Professional Services Contracting
System (PSCS) contained contract data pertaining to professional services contracts —
including architecture and engineering — that INDOT awarded during the study
period.

m  PeopleSoft System. The PeopleSoft System contained purchase order data pertaining to

construction, professional services, goods and support services procurements that
INDOT awarded between July 1, 2007 and June 30, 2009.

®  Advantage System. The Advantage System contained purchase order data pertaining to
construction, professional services, goods and support services procurements that
INDOT awarded between July 1, 2006 and June 30, 2007.

3. . . . .
Bid tabulation data were only available for construction and design contracts.
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For each report, INDOT advised the study team on how to use the provided data, including how to
identify unique bid opportunities and how to aggregate procurement dollar amounts. In addition,
because PeopleSoft and Advantage included data pertaining to contracts included in Transport and
PSCS, INDOT provided BBC with information that linked data in the purchase order systems to
data in the contract systems. That information allowed the study team to exclude purchase order data
from PeopleSoft and Advantage for contracts that were already being included from Transport and
PSCS to avoid over-counting dollars.

Subcontract data. INDOT maintained complete subcontract information for the construction and
. . . . . 14 ..

professional services contracts that it awarded during the study period. ™ In addition to contract data,

the Transport System and PSCS also included the following information about corresponding

subcontracts:

m  Name of subcontractor;

m  Description of work;

m  Subcontractor address and phone number; and
®  Amount budgeted for subcontractor.

Case study data. To complete a case study analysis of MBE/WBE participation in INDOT’s bid
process during the study period, BBC examined bid tabulations for a sample of the procurements that
the study team included in the utilization analysis.

INDOT maintained bid tabulations for many of the procurements that it awarded in fiscal years
2007, 2008 and 2009. BBC randomly selected 64 construction and professional services
procurements to be included in INDOT’s case study analysis, stratified by procurement area,
procurement size and year of award. BBC successfully collected bid tabulations for 47 — or 73
percent — of those procurements."”

Agency review. After BBC collected procurement and vendor data, the study team compiled the
information into tables that it submitted to INDOT for review. BBC used INDOT feedback to
finalize procurement and vendor data.

Ball State University. Ball State University (BSU) produced reports from its data systems that
provided the procurement information that the study team requested. The reports were based on two
systems — the Contractor database and the FRS system. Information about a particular procurement
appeared in only one system.

m  Contractor database. The Contractor database — a Microsoft Access database that
BSU maintains — contained contract data pertaining to construction contracts and
architectural and engineering contracts that BSU awarded during the study period.

14 . . . . . . . .

INDOT staff determined that other professional services (not including architecture and engineering) and goods and
support services procurements that were awarded during the study period were unlikely to have included subcontractor
participation.

15 . S . :
BBC did not obtain bid tabulation data for goods and support services contracts.
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m  FRS System. The FRS System contained payment data pertaining to construction,
professional services and goods and support services procurements that BSU awarded
during the study period.

For each report, BSU advised the study team on how to use the provided data, including how to
identify unique bid opportunities and how to aggregate procurement dollar amounts.

Subcontract data. Because BSU did not maintain complete information about subcontracts for any
of the procurements that it awarded during the study period, BBC worked with BSU staff to request
subcontract data directly from prime contractors. For each construction and architectural and
engineering contract awarded during the study period, BSU staff mailed a written request to the
prime contractor that asked for the following information about each subcontractor (regardless of
MBE/WBE status) that the prime contractor used: "*

m  Name of subcontractor;

m  Description of work;

m  Subcontractor address and phone number;

®  Amount budgeted for or committed to subcontractor; and
®  Amount paid to subcontractor as of June 30, 2009.

BSU contacted 57 prime contractors in connection with 94 procurements, representing all of the
construction and architectural dollars that the study team included in BSU’s utilization analysis. BSU
received complete subcontract information for 70 of the 94 procurements (74%) about which it
inquired.

Case study data. To complete a case study analysis of MBE/WBE participation in BSU’s bid process
during the study period, BBC examined bid tabulations for a sample of the procurements included in
the utilization analysis.

BSU maintained bid tabulations for the procurements that it awarded in fiscal years 2007, 2008 and
2009. BBC successfully collected bid tabulations for 250 BSU procurements.”

Agency review. After BBC collected procurement and vendor data, the study team compiled the
information into tables that it submitted to BSU for review. BBC used BSU feedback to finalize
procurement and vendor data.

Indiana State University. ISU produced a report from its Banner system that provided the
procurement information that the study team requested. ISU advised the study team on how to use
the provided data, including how to identify unique bid opportunities and how to aggregate
procurement dollar amounts.

16 . . . . . . . .
BSU staff determined that other professional services (not including architecture and engineering) and goods and support
services procurements that were awarded during the study period were unlikely to have included subcontractor participation.

17 . . . .
Bid tabulation data were not available for design contracts.
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Subcontract data. Because ISU did not maintain complete information about subcontracts for its
procurements during the study period, BBC worked with ISU staff to request subcontract data
directly from prime contractors. For each procurement that ISU awarded during the study period,
ISU staff contacted the prime contractor via email and requested the following information about
each subcontractor — regardless of MBE/WBE status — that the prime contractor used:

m  Name of subcontractor;
m  Subcontractor address and phone number; and
®  Amount budgeted for or committed to subcontractor.

Case study data. To complete a case study analysis of MBE/WBE participation in ISU’s bid process
during the study period, BBC examined bid tabulations for a sample of procurements that the study
team included in the utilization analysis.

ISU maintained bid tabulations for many of the procurements that it awarded in fiscal years 2007,
2008 and 2009. BBC randomly selected 120 procurements to be included in ISU’s case study
analysis, stratified by procurement area, procurement size and year of award. BBC successfully
collected bid tabulations for all 120 of those procurements.

Agency review. After BBC collected procurement and vendor data, the study team compiled the
information into tables that it submitted to ISU for review. BBC used ISU feedback to finalize
procurement and vendor data.

Indiana University. Indiana University (IU) produced reports from two systems that included
overlapping data — the Maintenance Management System (MMS) and the Epic System.

®  Maintenance Management System. MMS contained contract data pertaining to
construction and architectural and engineering contracts that IU awarded during the
study period.

m  Epic System. The Epic System contained purchase order data pertaining to
construction, professional services (including architecture and engineering), goods and
support services procurements that IU awarded during the study period.

For each report, IU advised the study team on how to use the provided data, including how to
identify unique bid opportunities and how to aggregate procurement dollar amounts. In addition,
because both data systems included data pertaining to the same construction and architecture and
engineering procurements, IU provided BBC with information that linked contract data in MMS to
purchase order data in the Epic System. That information allowed the study team to exclude purchase
order data from the Epic System for contracts that were already being included from the MMS system
to avoid over-counting dollars.

Subcontract data. IU maintained complete subcontract information for the architecture and
engineering contracts that it awarded in fiscal years 2007, 2008 and 2009. However, it did not
maintain subcontract information for any other procurement areas.
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Architecture and engineering. IU maintained subcontract information for the architecture and
engineering contracts that it awarded during the study period in its hardcopy contract files. ITU
provided the study team with electronic scans of those files. Each contract file included the following
information about corresponding subcontracts:

m  Name of subcontractor;

m  Description of work;

m  Subcontractor address and phone number; and
®  Amount budgeted for subcontractor.

Construction. BBC worked with IU staff to request subcontract data directly from prime contractors
for construction contracts. The study team began by identifying construction procurements worth

18
$100,000 or more.

Using the $100,000 threshold, IU contacted 117 prime contractors in connection with 217
procurements, representing 99 percent of the construction dollars that the study team included in
IU’s utilization analysis. IU received complete subcontract information for 188 of the 217
procurements (87%) about which it inquired.

Case study data. To complete a case study analysis of MBE/WBE participation in IU’s bid process
during the study period, BBC examined bid tabulations for a sample of the procurements that the
study team included in the utilization analysis.

IU maintained bid tabulations for many of the procurements that it awarded in fiscal years 2007,
2008 and 2009. BBC randomly selected 97 procurements to be included in IU’s case study analysis,
stratified by procurement area, procurement size and year of award.”” BBC successfully collected bid
tabulations for all 97 of those procurements.

Agency review. After BBC collected procurement and vendor data, the study team compiled the
information into tables that it submitted to IU for review. BBC used IU feedback to finalize
procurement and vendor data.

lvy Tech Community College. Ivy Tech Community College (Ivy Tech) produced reports from its
data systems that provided the procurement information that the study team requested. The reports
were based on two systems that included overlapping data — a contracts list from hardcopy data files
and the Banner System.

m  Contracts list. Ivy Tech used its hardcopy data files to compile a list of construction and
architecture and engineering contracts that were awarded during the study period.

18 . . . . . . . . . .

1U staff identified other professional services (not including architecture and engineering) and goods and support services
procurements that were likely to have included subcontractor participation. For those procurements, IU staff contacted
prime contractors requested subcontractor information and provided the study team with the data that prime contractors
submitted.

19 . . . .
Bid tabulation data were not available for design contracts.
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m  Banner System. The Banner System contained purchase order and invoice data
pertaining to construction, professional services (including architecture and engineering)
and goods and support services procurements that Ivy Tech awarded during the study

period.

For each report, Ivy Tech advised the study team on how to use the provided data, including how to
identify unique bid opportunities and how to aggregate procurement dollar amounts. In addition,
because both data systems included data pertaining to the same construction and architectural and
engineering procurements, Ivy Tech provided BBC with information that linked contract data in the
contracts list to purchase order and invoice data in the Banner System. That information allowed the
study team to exclude data from the Banner System for contracts that were already being included
from the contracts list to avoid over-counting dollars.

Subcontract data. Ivy Tech used the same construction management firm to manage the large public
works projects that it awarded during the study period. BBC worked with Ivy Tech staff to request
subcontractor data from the construction management firm for contracts related to large public works
projects. Those projects represented the vast majority of the construction and architectural and
engineering dollars that the study team included in Ivy tech’s utilization analysis.

The contract management firm was able to provide the following information about each
subcontractor — regardless of MBE/WBE status — that the prime contractor used for each contract:

m  Name of subcontractor;
m  Subcontractor address and phone number; and
®  Amount budgeted for or committed to subcontractor.

In addition, Ivy Tech’s regional campuses were able to provide subcontractor data for some
relatively small renovation contracts that they awarded during the study period.

Case study data. To complete a case study analysis of MBE/WBE participation in Ivy Tech’s bid
process during the study period, BBC examined bid tabulations for a sample of the procurements that
the study team included in the utilization analysis. Ivy Tech maintained bid tabulations for the
procurements it awarded in connection with each of its large public works projects and was able to
provide those data to the study team (62 procurements).”

Agency review. After BBC collected procurement and vendor data, the study team compiled the
information into tables that it submitted to Ivy Tech for review. BBC used Ivy Tech feedback to
finalize procurement and vendor data.

20 . . . . . .
Bid tabulation data were not available for goods and support services contracts and were available for one professional
services contract.
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Purdue University. Purdue University (Purdue) produced reports from its data systems that
provided the procurement information that the study team requested. The reports were based on
various data systems, depending on procurement area. Information about a particular procurement
appeared in only one system.

m  Construction Project Tracking System. The Construction Project Tracking System
(CPTS) contained contract data pertaining to construction procurements that Purdue
awarded during the study period.

®  FE Log. FE Log contained contract data pertaining to professional services procurements
— including architecture and engineering — that Purdue awarded during the study

period.

®  SRM. SRM contained purchase order data pertaining to goods and support services
purchases that Purdue made between February 7, 2007 and June 30, 2009.”

®  Ariba. Ariba contained purchase order data pertaining to goods and support services
purchases that Purdue made between July 1, 2006 and February 6, 2007.

®  Maximo. Maximo contained purchase order data pertaining to certain goods and
support services purchases that Purdue’s General Stores Department made between July
1, 2006 and February 6, 2007.”

For each report, Purdue advised the study team on how to use the provided data, including how to
identify unique bid opportunities and how to aggregate contract and payment dollar amounts.

Subcontract data. Because Purdue did not maintain complete information about subcontracts for
the procurements that it awarded during the study period, BBC worked with Purdue staff to request
subcontract data directly from prime contractors. With the assistance of Purdue staff, the study team
identified construction and professional services contracts that were determined to have likely
included subcontractor participation. * For each of those contracts, BBC contacted the prime
contractor via U.S. mail and requested the following information about each subcontractor —
regardless of MBE/WBE status — that the prime contractor used:

m  Name of subcontractor;
m  Description of work;

m  Subcontractor address and phone number;

21 .. . .

In addition to purchase order amounts, the SRM system included data on the amount paid through June 30, 2009 for
procurements included in the system. Purdue staff identified a small number of procurements for which payment data was a
better representation of procurement size than purchase order amount.

* Data for purchases that the General Stores Department made after February 6, 2007 appeared in SRM.

23 . . . . . . . .
PU staff determined that other professional services (not including architecture and engineering) and goods and support
services procurements that were awarded during the study period were unlikely to have included subcontractor participation.
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®  Amount budgeted for or committed to subcontractor; and
®  Amount paid to subcontractor as of June 30, 2009.

The study team contacted 166 prime contractors in connection with 401 procurements, representing
86 percent of the construction and professional services dollars that the study team included in
Purdue’s utilization analysis. BBC received complete subcontract information for 258 of the 401
procurements (64%) about which it inquired.

Case study data. To complete a case study analysis of MBE/WBE participation in PU’s bid process
during the study period, BBC examined bid tabulations for a sample of the procurements that the
study team included in the utilization analysis.

Purdue maintained bid tabulations for many of the procurements that it awarded in fiscal years 2007,
2008 and 2009. BBC randomly selected 90 procurements to be included in Purdue’s case study
analysis, stratified by procurement area, procurement size and year of award. BBC successfully
collected bid tabulations for 87 — or 97 percent — of those procurements.

In addition, Purdue maintained information about which firms they short-listed for design contracts
it awarded during the study period worth more than $2 million. Purdue was able to able to provide
those data to the study team (30 procurements).

Agency review. After BBC collected procurement and vendor data, the study team compiled the
information into tables that it submitted to Purdue for review. BBC used Purdue feedback to finalize
procurement and vendor data.

University of Southern Indiana. University of Southern Indiana (USI) produced reports from its
data systems that provided the procurement information that the study team requested. The reports
were based on two data sources that included overlapping data — a contracts list from hardcopy data
files and the Banner System.

m  Contracts list. USI used its hardcopy data files to compile a list of construction and
professional services contracts that were awarded during the study period.

m  Banner System. The Banner System contained purchase order and invoice data
pertaining to construction, professional services, goods and support services
procurements that USI awarded during the study period.

For each report, USI advised the study team on how to use the provided data, including how to
identify unique bid opportunities and how to aggregate procurement dollar amounts. Because both
systems included data pertaining to the same construction and professional services procurements,
USI provided BBC with information that linked contract data in the contracts list to payment data in
the Banner System. That information allowed the study team to exclude purchase order and invoice
data from the Banner System for contracts that were already being included from the contracts list to

avoid over counting dollars.
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Subcontract data. Because USI did not maintain complete information about subcontracts for any
of the procurements that it awarded during the study period, BBC worked with USI staff to request
subcontract data directly from prime contractors. For each construction and professional services
contract awarded during the study period, USI staff contacted the prime contractor via U.S. mail to
request information about each subcontractor utilized in the USI contract.

USI contacted 38 prime contractors in connection with 73 procurements, representing all of the
construction and professional services dollars that the study team included in USI’s utilization
analysis. USI received complete subcontract information for 55 of the 73 procurements (75%) about
which it inquired.

Case study data. To complete a case study analysis of MBE/WBE participation in USI’s bid
process during the study period, BBC examined bid tabulations for a sample of the procurements that
the study team included in the utilization analysis.

USI maintained bid tabulations for many of the procurements that it awarded in fiscal years 2007,
2008 and 2009. BBC randomly selected 120 procurements to be included in USI’s case study
analysis, stratified by procurement area, procurement size and year of award. BBC successfully
collected bid tabulations for 115 — or 96 percent — of those procurements. >

Agency review. After BBC collected procurement and vendor data, the study team compiled the
information into tables that it submitted to USI for review. BBC used USI feedback to finalize
procurement and vendor data.

Vincennes University. Vincennes University (VU) produced reports from its data systems that
provided the procurement information that the study team requested. The reports were based on two
sources that included overlapping data — a contracts list from hardcopy data files and the Banner
System.

m  Contracts list. VU used its hardcopy data files to compile a list of construction and
professional services —including architecture and engineering — contracts that were
awarded during the study period.

m  Banner System. The Banner System contained purchase order and invoice data
pertaining to construction, professional services and goods and support services
procurements that VU awarded during the study period.

For each report, VU advised the study team on how to use the provided data, including how to
identify unique bid opportunities and how to aggregate procurement dollar amounts. Because both
data systems included data pertaining to the same construction and professional services
procurements, VU provided BBC with information that linked contract data in the contracts list to
purchase order and invoice data in the Banner System. That information allowed the study team to
exclude data from the Banner System for contracts that were already being included from the
contracts list to avoid over-counting dollars.

2% . . . .
Bid tabulation data were not available for design contracts.
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Subcontract data. Because VU did not maintain complete information about subcontracts for any
of the procurements that it awarded during the study period, BBC worked with VU staff to request
subcontract data directly from prime contractors. With the assistance of VU staff, the study team
began by identifying construction and professional services contracts that were determined to have
likely included subcontractor participation.” For each construction and professional services contract
awarded during the study period, BBC contacted the prime contractor via U.S. mail and requested
information about each subcontractor.

BBC contacted 59 prime contractors in connection with 134 procurements, representing 84 percent
of the construction and professional services dollars that the study team included in VU’s utilization
analysis. The study team received complete subcontract information for 105 of the 134 procurements
(78%) about which it inquired.

Case study data. To complete a case study analysis of MBE/WBE participation in VU’s bid process
during the study period, BBC examined bid tabulations for a sample of the procurements that the
study team included in the utilization analysis.

VU maintained bid tabulations for many of the procurements that it awarded in fiscal years 2007,
2008 and 2009. BBC randomly selected 109 procurements to be included in VU’s case study
analysis, stratified by procurement area, procurement size and year of award. BBC successfully
collected bid tabulations for all of those procurements.

Agency review. After BBC collected procurement and vendor data, the study team compiled the
information into tables that it submitted to VU for review. BBC used VU feedback to finalize
procurement and vendor data.

25 . . . .
VU staff determined that goods and support services procurements that were awarded during the study period were
unlikely to have included subcontractor participation.
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APPENDIX D.
Collection of Availability Information

Appendix D describes the study team’s analysis of MBE/WBE availability for contracts that the
Indiana Department of Administration (IDOA), the Indiana Department of Transportation
(INDOT) and state educational institutions (SEIs) awarded between July 1, 2006 and June 30,
2009. Together, IDOA and INDOT contracts are referred to as “state” contracts or procurements.

Appendix D expands on the analysis presented in Chapter 5 by explaining:

Opverall approach to collecting availability information;
Development of business establishments list;
Development of interview instrument;

Interview execution and performance;

m o 0 % 2>

Additional considerations; and
F.  Availability estimates by region and MSA.

A. Overall Approach to Collecting Availability Information

BBC contracted with the Survey Research Center at IUPUI (SRC) to conduct telephone interviews
with business establishments in Indiana. Business establishments that SRC interviewed were those:

m  Identified in Dun & Bradstreet Marketplace (D&B) as doing work in fields closely related to
the types of construction, professional services, goods and support services that the study team
examined in the utilization analysis; and

m  With locations in Indiana.

Note that D&B does not require firms to pay a fee to be included in its Marketplace listings — it is
completely free to listed firms. D & B Marketplace is accepted as the most comprehensive and
complete source of business listings in the nation. Rather than drawing a sample of listings from the
D&B database, the study team attempted to contact every listing in relevant industry codes. SRC
attempted to reach 31,842 business listings and found that 6,720 listings were non-working or wrong
numbers.
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SRC successfully contacted 12,296 business establishments, about one-half of the establishments with
valid phone listings. More than 3,200 establishments that were successfully contacted indicated they
were not interested in discussing their firms’ availability for IDOA, INDOT or SEI contracts. More
than 9,000 firms completed interviews about firm characteristics, their interest and qualifications for
state and SEI work and other topics. After screening for qualifications, interest in future contracts and
subcontracts, and other factors, BBC identified 3,997 firms that were available for IDOA, INDOT
or SEI procurements awarded during the study period.

B. Development of List of Business Establishments

BBC developed a list of business establishments to contact for availability interviews from D&B
information. BBC determined business specializations related to the types of construction,
professional services, goods and support services work examined in the disparity study. The study
team then identified 8-digit D&B industry codes that best corresponded to those contracts and
subcontracts and collected information about Indiana firms that D&B listed as having their primary
lines of business within those industry specializations.

The study team did not expect every Indiana firm in the selected industry specializations to be
available for state or SEI work. In fact, for some industries, BBC anticipated that relatively few firms
would perform that type of work for the state or SEIs. In the same vein, the study team did not
design the research effort so that every firm possibly performing construction, professional services,
goods and support services work would be called as part of the interviews. To do so would have
required including work types that are only marginally related to those industries. In addition, some
firms within the core lines of work that the interviews encompassed were either missing from the
D&B database or may not have responded to the interview effort.

For the above reasons, the interview database does not include all firms possibly available for state
and SEI work in Indiana. The study team’s goal was to develop, with a high degree of precision,
unbiased estimates of the relative availability of MBE/WBEs among firms doing business in Indiana
within the lines of work principally involved in state and SEI contracting.

Identifying the relevant subindustries for IDOA, INDOT and SEI contracting. BBC
determined the types of firms involved with state and SEI contracting by reviewing IDOA, INDOT
and SEI prime contract and subcontract dollars that went to different types of businesses during the
study period. Appendix C describes the study team’s collection and analysis of state and SEI prime
contract and subcontract data for the study period.

D&B has developed 8-digit industry codes that provide more precise definitions of firm
specializations than the 4-digit SIC codes or the NAICS codes that the federal government has
prepared. Figure D-1 on the following page lists industry codes within construction, professional
services, goods and support services for which BBC purchased lists of firms to contact as part of the
availability interview process. The study team grouped those industry codes into distinct
subindustries, which are also shown in Figure D-1.
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Determining list of establishments to be contacted. BBC purchased information about each
Indiana business establishment that:

m  D&AB listed within the industry codes presented in Figure D-1; and
m  Had a phone number listed in the D&B database.

BBC purchased information on 31,842 business establishments to be contacted as part of the
availability interviews. This total included 16,727 construction establishments, 8,311 professional
services establishments and 6,804 goods and support services establishments.

Because D&B organizes its database by “business establishment” and not by “firm,” BBC purchased

business listings in that fashion. Therefore, multiple Indiana locations for a single firm were obtained
in the list of establishments to be called. The study team attempted to contact each establishment by
telephone. BBC’s method for consolidating information for multiple establishments for a firm into a
single record are described later in this appendix.
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Figure D-1.

Construction, professional services, goods and support services subindustries included in the
disparity study availability interviews

Industry code

Construction

Asphalt
1499-0700
2951-0000
2951-0201
2952-0000

1541-0000
1541-9905
1541-9908
1541-9909
1541-9910
1541-9912
1542-0000
1542-0100
1542-0101
1542-0102
1542-0103
1542-0301
1542-0400
1542-0403
1542-0406
1542-9901
1542-9902
1542-9903
1629-9905
1791-9904

1752-0000
1752-9901
1752-9903
1752-9904
1752-9905
1752-9906
1752-9907
1752-9908
1771-0102

3272-0000
3272-0303
3272-9904
3273-0000

Industry description

Asphalt mining and bituminous stone quarrying
Asphalt paving mixtures and blocks
Asphalt and asphaltic paving mixtures (not from refineries)

Asphalt felts and coatings

Building construction

Industrial buildings and warehouses

Industrial buildings, new construction, nec
Prefabricated building erection, industrial

Renovation, remodeling and repairs: industrial buildings
Steel building construction

Warehouse construction

Nonresidential construction, nec

Commercial and office building contractors
Commercial and office building, new construction
Commercial and office buildings, prefabricated erection
Commercial and office buildings, renovation and repair
Garage construction

Specialized public building contractors

Hospital construction

School building construction

Custom builders, non-residential

Design and erection, combined: non-residential
Institutional building construction

Power plant construction

Exterior wall system installation

Ceiling and floor contractor

Floor laying and floor work, nec
Access flooring system installation
Carpet laying

Ceramic floor tile installation
Linoleum installation

Resilient floor laying

Vinyl floor tile and sheet installation
Wood floor installation and refinishing
Grouting work

Concrete and related products

Concrete products, nec
Concrete products, precast, nec
Prestressed concrete products

Ready-mixed concrete

Industry code

Concrete work
1771-0000
1771-0100
1771-0101
1771-0103
1771-0200
1771-0201
1771-0202
1771-9901
1771-9902
1771-9903
1771-9905
1791-9902
1791-9907
1799-0207

Industry description

Concrete work

Stucco, gunite, and grouting contractors
Exterior concrete stucco contractor
Gunite contractor

Curb and sidewalk contractors

Curb construction

Sidewalk contractor

Concrete pumping

Concrete repair

Flooring contractor

Patio construction, concrete

Concrete reinforcement, placing of
Precast concrete structural framing or panels, placing of

Glazing of concrete surfaces

Construction materials

1411-0000
1411-0100
1411-0104
1411-0200
1422-0000
1422-0100
1422-0103
1422-9902
1423-0000
1429-0000
1429-0100
1429-0103
1429-9905
1429-9906
1442-0000
1442-0100
1442-0101
1442-0102
1442-0200
1442-0201
3441-0000
3441-0200
3441-0201
3441-9901
3441-9903
3441-9906

Dimension stone

Limestone and marble dimension stone
Limestone, dimension-quarrying

Granite dimension stone

Crushed and broken limestone

Limestones, ground

Lime rock, ground

Cement rock, crushed and broken-quarrying
Crushed and broken granite

Crushed and broken stone, nec

Igneus rock, crushed and broken-quarrying
Trap rock, crushed and broken-quarrying
Grits mining (crushed stone)

Marble, crushed and broken-quarrying
Construction sand and gravel

Sand mining

Common sand mining

Construction sand mining

Gravel and pebble mining

Gravel mining

Fabricated structural metal

Fabricated structural metal for bridges
Bridge sections, prefabricated, highway
Building components, structural steel
Expansion joints (structural shapes), iron or steel

Joists, open web steel: long-span series
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Figure D-1. (continued)
Construction, professional services, goods and support services fields included in the disparity
study availability interviews

Industry code

3612-0109
3613-0213
3621-9902
3625-0200
3625-9904
3674-0000
3674-0103
3825-0000
3993-0102
5063-0000
5063-0100
5063-0103
5063-0104
5063-0200
5063-0202
5063-0203
5063-0205
5063-0206
5063-0216
5063-0217
5063-0220
5063-0300
5063-0302
5063-0303
5063-0304
5063-0500
5063-0501
5063-0502
5063-0503
5063-0504
5063-0600
5063-0601
5063-0602
5063-9901
5063-9903
5063-9904
5063-9905

1791-9903
1796-9901
3534-0000
3534-0100
5084-0803

Industry description

Construction (continued)

Electrical equipment and supplies

Transformers, except electric

Switchgear and switchgear accessories, nec
Generator sets: gasoline, diesel, or dual-fuel
Industrial electrical relays and switches
Control equipment, electric
Semiconductors and related devices

Light emitting diodes

Instruments to measure electricity
Scoreboards, electric

Electrical apparatus and equipment
Transformers and transmission equipment
Power transmission equipment, electric
Transformers, electric

Electrical fittings and construction materials
Cable conduit

Circuit breakers

Electrical construction materials

Electrical supplies, nec

Switchboards

Switches, except electronic, nec

Wiring devices

Wire and cable

Building wire and cable

Control and signal wire and cable, including coaxial
Electronic wire and cable

Electric alarms and signaling equipment
Alarm systems, nec

Burglar alarm systems

Fire alarm systems

Signaling equipment, electrical

Batteries

Batteries, dry cell

Storage batteries, industrial

Antennas, receiving, satellite dishes
Generators

Motor controls, starters and relays: electric

Motors, electric

Elevator installation, repair and equipment

Elevator front installation, metal
Elevator installation and conversion
Elevators and moving stairways
Elevators and equipment

Elevators

Industry code

Electrical work
1711-0403
1731-0000
1731-0100
1731-0103
1731-0104
1731-0200
1731-0201
1731-0202
1731-0203
1731-0300
1731-0302
1731-0303
1731-0304
1731-0305
1731-0400
1731-0401
1731-0402
1731-0403
1731-9902
1731-9903
1731-9904

Excavation

1794-0000
1794-9901

Floor coverings
5023-0400
5023-0401
5023-0402
5023-0403
5023-0404
5023-0405

Foundation work
1741-0100
1741-0101
1771-9904

Industry description

Solar energy contractor

Electrical work

Electric power systems contractors

Standby or emergency power specialization
Switchgear and related devices installation
Electronic controls installation

Computerized controls installation

Energy management controls

Environmental system control installation
Communications specialization

Fiber optic cable installation

Sound equipment specialization

Telephone and telephone equipment installation
Voice, data, and video wiring contractor

Safety and security specialization

Access control systems specialization

Closed circuit television installation

Fire detection and burglar alarm systems specialization
Computer installation

General electrical contractor

Lighting contractor

Excavation work

Excavation and grading, building construction

Floor coverings

Carpets

Floor cushion and padding

Resilient floor coverings: tile or sheet
Rugs

Wood flooring

Foundation and retaining wall construction
Foundation building

Foundation and footing contractor

Heavy construction equipment rental

7353-0000
7353-0102
7353-9901
7353-9902

Heavy construction equipment rental
Oil well drilling equipment, rental or leasing
Cranes and aerial lift equipment, rental or leasing

Earth moving equipment, rental or leasing
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Figure D-1. (continued)

Construction, professional services, goods and support services fields included in the disparity

study availability interviews

stry code Industry description

Construction (continued)

Highway, street and bridge construction

1611-0000 Highway and street construction

1611-0200 Surfacing and paving

1611-0202 Concrete construction: roads, highways, sidewalks, etc.
1611-0203 Grading

1611-0204 Highway and street paving contractor

1611-0205 Resurfacing contractor

1611-9901 General contractor, highway and street construction
1611-9902 Highway and street maintenance

1622-0000 Bridge, tunnel, and elevated highway construction
1622-9901 Bridge construction

1622-9902 Highway construction, elevated

1622-9903 Tunnel construction

1771-0300 Driveway, parking lot, and blacktop contractors
1771-0301 Blacktop (asphalt) work

1771-0302 Driveway contractor

1771-0303 Parking lot construction

Insulation and waterproofing

1742-0200 Acoustical and insulation work

1742-0201 Acoustical and ceiling work

1742-0203 Insulation, buildings

1799-0200 Coating, caulking, and weather, water, and fireproofing
1799-0201 Caulking (construction)

1799-0202 Coating of concrete structures with plastic
1799-0203 Coating of metal structures at construction site
1799-0204 Corrosion control installation

1799-0205 Dampproofing

1799-0206 Fireproofing buildings

1799-0208 Insulation of pipes and boilers

1799-0209 Waterproofing

Masonry, drywall and stonework

1741-0000 Masonry and other stonework
1741-9901 Bricklaying

1741-9902 Chimney construction and maintenance
1741-9903 Concrete block masonry laying
1741-9904 Drain tile installation

1741-9905 Marble masonry, exterior construction
1741-9906 Refractory or acid brick masonry
1741-9907 Stone masonry

1741-9908 Tuckpointing or restoration
1742-0000 Plastering, drywall, and insulation
1742-0100 Plaster and drywall work

1742-0101 Drywall

1742-0104 Plastering, plain or ornamental
1742-0105 Stucco work, interior

1752-9902 Asphalt tile installation

Industry code Industry description

Other building construction
1711-0401 Mechanical contractor
1711-0402 Process piping contractor
1761-9901 Architectural sheet metal work

1761-9902 Ceilings, metal: erection and repair
1761-9903 Sheet metal work, nec

1761-9904 Siding contractor

1791-0000 Structural steel erection

1791-9905 Iron work, structural

1791-9908 Smoke stacks, steel: installation and maintenance
1791-9909 Storage tanks, metal: erection

1795-9903 Dismantling steel oil tanks

1796-0000 Installing building equipment

1799-0100 Athletic and recreation facilities construction
1799-0102 Court construction, indoor athletic

Other construction materials

2851-0000 Paints and allied products

3089-0307 Fences, gates, and accessories: plastics

3354-0102 Coils, rod, extruded, aluminum

3494-0000 Valves and pipe fittings, nec

3564-0105 Filters, air: furnaces, air conditioning equipment, etc.
3585-0000 Refrigeration and heating equipment

3585-0100 Air conditioning equipment, complete

3669-0103 Fire detection systems, electric

5051-0214 Pipe and tubing, steel

5063-0400 Lighting fixtures

5063-0401 Light bulbs and related supplies

5063-0402 Lighting fittings and accessories

5063-0403 Lighting fixtures, commercial and industrial
5063-0404 Lighting fixtures, residential

5074-0300 Plumbing fittings and supplies

5075-0000 Warm air heating and air conditioning

5075-0100 Air conditioning and ventilation equipment and supplies
5075-0101 Air conditioning equipment, except room units, nec
5075-0102 Air filters

5075-0105 Compressors, air conditioning

5075-0107 Dehumidifiers, except portable

5075-0108 Dust collecting equipment

5075-0109 Fans, heating and ventilation equipment

5075-0111 Ventilating equipment and supplies

5075-0200 Warm air heating equipment and supplies
5075-0201 Electrical heating equipment

5075-0202 Furnaces, heating: electric

5075-0205 Thermostats
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Figure D-1. (continued)
Construction, professional services, goods and support services fields included in the disparity
study availability interviews

stry code

1611-0100
1611-0101
1611-0102
1611-9903
1711-0300
1711-0301
1711-0302
1781-0000
1781-9902
1799-0700
1799-0801

1711-0000
1711-0100
1711-0101
1711-0102
1711-0103
1711-0104
1711-0200
1711-0400
1711-0404
1711-0405
1711-9901
7623-9901

Roofing
1761-0000
1761-0100
1761-0101
1761-0102
1761-0103
1761-0104

7311-0000
7319-9902
8743-0000
8743-9903

8712-0000

8741-0100
8742-0400
8748-0000
8748-0202

Professional services

Industry description

Construction (continued)

Other construction services

Highway signs and guardrails

Guardrail construction, highways

Highway and street sign installation
Highway reflector installation

Sprinkler contractors

Fire sprinkler system installation

Irrigation sprinkler system installation
Water well drilling

Servicing, water wells

Parking facility equipment and maintenance

Asbestos removal and encapsulation

Plumbing and HVAC

Plumbing, heating, air-conditioning
Boiler and furnace contractors

Boiler maintenance contractor

Boiler setting contractor

Heating systems repair and maintenance
Hydronics heating contractor

Plumbing contractors

Heating and air conditioning contractors

Ventilation and duct work contractor

Warm air heating and air conditioning contractor

Refrigeration contractor

Air conditioning repair

Roofing, siding, and sheetmetal work
Roofing and gutter work

Gutter and downspout contractor
Roof repair

Roofing contractor

Skylight installation

Advertising, marketing and public relations

Advertising agencies
Media buying service
Public relations services

Public relations and publicity

Architectural and design services

Architectural services

Business services and consulting

Business management
Industry specialist consultants
Business consulting, nec

Economic consultant

Industry code

Painting
1721-0000
1721-0200
1721-0300

Industry description

Painting and paper hanging
Commercial painting

Industrial painting

Residential construction

1522-0104
1522-0106
1522-0107
1522-0201

Dormitory construction

Multi-family dwelling construction, nec
Multi-family dwellings, new construction
Remodeling, multi-family dwellings

Water, sewer, and utility lines

1623-0000
1623-0101
1623-0103
1623-0201
1623-0203
1623-0300
1623-0301
1623-0302
1623-0303
1623-9901
1623-9903
1623-9904
1623-9906
4613-0000

Water, sewer, and utility lines

Gas main construction

Oil and gas pipeline construction
Cable laying construction
Telephone and communication line construction
Water and sewer line construction
Aqueduct construction

Sewer line construction

Water main construction

Electric power line construction
Pipe laying construction

Pipeline construction, nsk
Underground utilities contractor

Refined petroleum pipelines

Wrecking and demolition

1795-0000
1795-9901
1795-9902
1799-0503

Wrecking and demolition work
Concrete breaking for streets and highways
Demolition, buildings and other structures

Construction site cleanup

Computer systems and services

7373-0300
7373-0301
7373-0302
7376-0000
7379-0000
7379-0100
7379-0105
7379-0200
7379-0201

Computer system selling services

Turnkey vendors, computer systems
Value-added resellers, computer systems
Computer facilities management
Computer related services, nec

Computer related maintenance services
Computer data escrow service

Computer related consulting services
Computer hardware requirements analysis

Construction management

8741-9902
8742-0402

Construction management

Construction project management consultant
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Figure D-1. (continued)
Construction, professional services, goods and support services fields included in the disparity
study availability interviews

stry code

Industry description

Industry code Industry description

Engineering
8711-0000
8711-0202
8711-0400
8711-0401
8711-0402
8711-0404
8711-9901
8711-9903
8711-9905
8712-0101
8748-0400

0711-9906
8711-0101
8711-9906
8731-0302
8733-0201
8742-0410
8744-9904
8748-0200
8748-0203
8748-0204
8748-9905
8999-0700
8999-0701

7361-0000
7361-0204
8249-0102
8249-0200
8331-0000
8331-0100
8742-0206

7389-0800
7389-0801
8713-0000

Testing services
7389-0200
8734-0000
8734-0300
8734-0301
8734-9909
8748-0102

Professional services (continued)

Engineering services

Mechanical engineering
Construction and civil engineering
Building construction consultant
Civil engineering

Structural engineering

Acoustical engineering

Consulting engineer

Electrical or electronic engineering

Architectural engineering

Systems analysis and engineering consulting services

Environmental services and transportation planning

Soil testing services

Pollution control engineering
Energy conservation engineering
Environmental research
Archeological expeditions
Transportation consultant
Environmental remediation
Urban planning and consulting services
Industrial development planning
Traffic consultant

Environmental consultant

Earth science services

Geological consultant

Human resources and job training services

Employment agencies

Nurses' registry

Vocational apprentice training
Business training services

Job training and related services
Job training services

Training and development consultant

Surveying and mapmaking

Mapmaking services
Mapmaking or drafting, including aerial

Surveying services

Inspection and testing services
Testing laboratories

Pollution testing

Hazardous waste testing

Soil analysis

Testing service, educational or personnel

IT and data services

7371-0000 Computer programming services

7371-0100 Custom computer programming services

7371-0101 Computer software systems analysis and design, custom
7371-0200 Computer software writing services

7371-0201 Computer code authors

7371-0202 Computer software writers, freelance

7371-0300 Computer software development and applications
7371-0301 Computer software development

7371-0302 Software programming applications

7373-0000 Computer integrated systems design

7373-0100 Systems software development services

7373-0101 Computer systems analysis and design

7373-0102 Systems engineering, computer related

7373-0200 Systems integration services

7373-0201 Local area network (LAN) systems integrator
7373-0202 Office computer automation systems integration
7373-0400 Computer-aided system services

7373-0401 Computer-aided design (CAD) systems service
7373-0402 Computer-aided engineering (CAE) systems service
7373-0403 Computer-aided manufacturing (CAM) systems service
7374-9902 Data processing service

7379-0202 Data processing consultant

7379-0203 Online services technology consultants

8742-9905 Management information systems consultant
8748-0401 Systems analysis or design

8748-0402 Systems engineering consultant, ex. computer or professional

Landscape architecture
0781-0000 Landscape counseling and planning
0781-0201 Landscape architects

Research services
8731-0100 Biological research
8731-0200 Commercial physical research
8731-0201 Chemical laboratory, except testing
8731-9902 Medical research, commercial
8732-0000 Commercial nonphysical research

8732-0100 Market analysis, business, and economic research
8732-0101 Business analysis

8732-0102 Business economic service

8732-0103 Business research service

8732-0104 Economic research
8732-0105 Market analysis or research

8732-0106 Merger, acquisition, and reorganization research
8732-0108 Research services, except laboratory

8732-0109 Survey service: marketing, location, etc.
8732-0200 Commercial sociological and educational research

8732-0201 Educational research
8734-0200 Product testing laboratories
8734-9911 Water testing laboratory
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Figure D-1. (continued)

Construction, professional services, goods and support services fields included in the disparity

study availability interviews

Industry description

Goods

Athletic goods

5091-0000 Sporting and recreation goods
5091-0200 Golf and skiing equipment and supplies
5091-0202 Skiing equipment

5091-0500 Fitness equipment and supplies
5941-0400 Exercise equipment

Automobiles

5511-9901 Automobiles, new and used

Cleaning and janitorial supplies
2844-0000
5087-0300

Toilet preparations

Cleaning and maintenance equipment and supplies

Coal and other minerals
1221-0000
1221-0103 Strip mining, bituminous
5052-0201 Coal

Bituminous coal and lignite-surface mining

Communications equipment

3651-9901 Electronic kits for home assembly: radio, TV, phonograph
3661-0100 Telephones and telephone apparatus

3661-9908 Fiber optics communications equipment

5064-0000 Electrical appliances, television and radio

5065-0200 Communication equipment

5065-0204 Intercommunication equipment, electronic

5065-0400 Radio and television equipment and parts

5065-0409 Video equipment, electronic

5099-0500 Video and audio equipment

Food and concessions

2051-0202 Cakes, bakery: except frozen
2086-0000 Bottled and canned soft drinks
2099-0000 Food preparations, nec

5113-0201 Cups, disposable plastic and paper
5141-0000 Groceries, general line

5141-9901 Food brokers

5148-0000 Fresh fruits and vegetables
5149-0000 Groceries and related products, nec
5411-9904 Grocery stores, chain

5812-0201 Concessionaire

5812-9906 Contract food services

5963-0200 Food services, direct sales

Industrial chemicals

2813-0000 Industrial gases
3312-0100 Chemicals and other products derived from coking
5169-0207 Industrial gases

Industry code Industry description

Furniture
2522-0000 Office furniture, except wood
2522-0102 Chairs, office: padded or plain: except wood
2531-0000 Public building and related furniture
2531-0100 School furniture
2531-9908 Picnic tables or benches, park
3821-0000 Laboratory apparatus and furniture
5021-0100 Office and public building furniture
5021-0106 Office furniture, nec
5021-0107 Public building furniture, nec
5021-0109 School desks
5021-0110 Theater seats
5021-0200 Household furniture
5021-0202 Dressers
5021-0203 Juvenile furniture
5021-0205 Tables, occasional
5021-0301 Beds
5021-0303 Mattresses
5021-0304 Waterbeds

5021-9901 Bookcases

5021-9902 Chairs

5021-9904 Outdoor and lawn furniture, nec
5021-9905 Racks

5021-9906 Shelving

5021-9907
5712-9904

Unfinished furniture

Office furniture

Industrial equipment and machinery

3492-9903 Hose and tube fittings and assemblies, hydraulic/pneumatic
3533-9903 Oil field machinery and equipment

3564-0200 Blowers and fans

3823-0400 Industrial process measurement equipment

5082-0102 Road construction and maintenance machinery

5084-0706 Pollution control equipment, air (environmental)
5084-0805 Pumps and pumping equipment, nec

Laboratory equipment

3821-0104 Clinical laboratory instruments, except medical and dental
3826-0000 Laboratory analytical instruments
5049-0103 Laboratory equipment, except medical or dental

Law enforcement equipment and supplies

3999-1201 Badges, metal: policemen, firemen, etc.
5049-9903 Law enforcement equipment and supplies
5099-0102 Firearms, except sporting
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Figure D-1. (continued)

Construction, professional services, goods and support services fields included in the disparity

study availability interviews

Industry description

Industry code

Industry description

Goods (continued)

Office supplies
2621-0000 Paper mills
2671-0000 Paper; coated and laminated packaging
2672-0000 Paper; coated and laminated, nec
2782-0000 Blankbooks and loose-leaf binders

5111-9901 Fine paper

5111-9902 Printing paper

5112-0000 Stationery and office supplies
5112-0103 Writing ink

5112-0200 Social stationery and greeting cards
5112-0201 Greeting cards

5112-0202 Stationery

5112-0300 Albums, scrapbooks and binders
5112-0301 Albums (photo) and scrapbooks
5112-0400 Computer and photocopying supplies
5112-0401 Computer paper

5112-0402 Data processing supplies
5112-0404 Photocopying supplies
5112-0405 Laser printer supplies
5112-0500 Office filing supplies

5112-0501 File cards

5112-9902 Business forms

5112-9904 Envelopes

5112-9905 Inked ribbons

5112-9906 Manifold business forms
5112-9907 Office supplies, nec

5112-9908 Sales and receipt books
5943-9902 Office forms and supplies

Petroleum and petroleum products
1311-0100 Crude petroleum and natural gas production
1311-0101 Crude petroleum production

5172-0203 Gasoline
5172-9905 Petroleum brokers

Support services

Agricultural services
0711-9901 Fertilizer application services
0721-0302 Crop dusting services
0723-0201 Corn drying services

Security guard services

7381-0104 Protective services, guard

3955-9902 Print cartridges for laser and other computer printers

5172-0000 Petroleum product wholesalers, except bulk stations/terminals

Office equipment
5044-0000
5044-0101
5044-0102
5044-0103
5044-0200
5044-0203
5044-0204
5044-0205
5044-0207
5044-0301
5044-0401
5044-0402
5044-9902
5044-9903
7699-2002

Office equipment

Accounting machines, excl. machine program readable type
Adding machines

Cash registers

Copying equipment

Duplicating machines

Microfilm equipment

Micrographic equipment

Photocopy machines

Dictating machines

Addressing machines

Mailing machines

Check writing, signing, and endorsing machines
Vaults and safes

Office equipment and accessory customizing

Restaurant and hotel equipment

5046-0306

Restaurant equipment and supplies, nec

Tires and inner tubes

3011-0000

Tools
3545-0000
3699-0202
5072-0100

Tires and inner tubes

Machine tool accessories
Laser welding, drilling, and cutting equipment

Bolts, nuts, and screws

Uniforms and linens

5699-0102
7213-0000

Uniforms
Linen supply

Vehicle parts and supplies

3999-9945
5531-0103

Wheelchair lifts
Automotive parts

Printing and copying

2752-0100
2752-0101
2759-0602
3993-9904
5199-1001
7389-1706
7389-9962

Offset and photolithographic printing
Offset printing

Letterpress printing

Displays, paint process

Decals

Printing broker

Printers' services: folding, collating, etc.
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Figure D-1. (continued)

Construction, professional services, goods and support services fields included in the disparity

study availability interviews

stry code Industry description

Support services (continued)

Cleaning and janitorial services

7217-0000 Carpet and upholstery cleaning

7349-0100 Building and office cleaning services
7349-0101 Building cleaning service

7349-0102 Building maintenance, except repairs
7349-0103 Hospital housekeeping

7349-0104 Janitorial service, contract basis
7349-0105 Lighting maintenance service
7349-0106 Office cleaning or charring

7349-0107 School custodian, contract basis
7349-0108 Service station cleaning and degreasing
7349-0200 Building component cleaning service
7349-0201 Acoustical tile cleaning service
7349-0202 Air duct cleaning

7349-0203 Chimney cleaning

7349-0204 Floor waxing

7349-0205 Exhaust hood or fan cleaning
7349-9901 Chemical cleaning services

7349-9902 Cleaning service, industrial or commercial
7349-9903 Maid services, contract or fee basis

7349-9905 Window blind cleaning
7349-9906 Window cleaning

7217-0100 Carpet and upholstery cleaning on customer premises
7217-0101 Carpet and furniture cleaning on location

7217-0102 Upholstery cleaning on customer premises
7349-0000 Building maintenance services, nec

7349-9904 Telephone booth cleaning and maintenance

Industry code

Industry description

Trucking, hauling and storage

4212-0200
4212-0201
4212-0202
4212-9904
4212-9905
4212-9907
4212-9908
4212-9912
4213-9902
4213-9904
4213-9905
4213-9906
4213-9907
4213-9908
4213-9909
4215-9903

Liquid transfer services

Liquid haulage, local

Petroleum haulage, local
Draying, local: without storage
Dump truck haulage

Hazardous waste transport
Heavy machinery transport, local
Steel hauling, local

Building materials transport
Heavy hauling, nec

Heavy machinery transport
Household goods transport
Less-than-truckload (LTL)

Liquid petroleum transport, non-local
Mobile homes transport
Package delivery, vehicular
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C. Development of Interview Instrument

The study team drafted a telephone interview instrument to collect business information from
construction, professional services, goods and support services firms.' IDOA staff reviewed the
interview guide before the study team used it in the field. As an example, the interview guide that
BBC used with construction establishments is provided in Figure D-8 at the end of this appendix.
The study team modified the questionnaire slightly for each industry in order to use terms commonly
used in those fields. For example, the words “prime consultant” and “subconsultant” were substituted
for “prime contractor” and “subcontractor” when interviewing professional services firms.

BBC developed a fax and email version of the questionnaire for firms that were initially contacted by
telephone but that preferred to complete the questionnaire in hard copy format. Those firms
returned completed questionnaires to the study team via fax or e-mail.

Interview structure. The availability questionnaire included the following sections. Note that each
section was asked of all firms. Interviewers did not know ownership status (i.e., race/ethnicity/gender of
owners) when calling a firm.

Identification of purpose. The interviews began by identifying the State of Indiana as the survey
sponsor and describing the purpose of the study (e.g., “developing a list of companies involved in
construction, maintenance or design work on a wide range of public projects”).

Verification of correct firm name. The interviewer verified that he or she had reached the correct
business, and if not, inquired about the correct contact information for that business. When the firm
name was not correct, interviewers asked if the respondent knew how to contact the company. The
BBC study team followed up with the desired company based on the new contact information (see
areas “X” and “Y” of the Availability Questionnaire in Figure D-8).

Verification of for-profit business status. The interviewer asked whether the organization was a for-
profit business as opposed to a government or not-for-profit entity (Question A2). Interviewers
continued the interview with firms that responded “yes” to this question.

Confirmation of main line of business. Firms confirmed their primary line of business according to
D&B (Question A3). If D&B’s industry classification was incorrect, firms described their primary line
of business (Question A4). After the interview was complete, BBC coded new information on primary
line of business into appropriate 8-digit industry codes.

Sole location or multiple locations. Because the study team interviewed business establishments and
not firms, business owners and managers were asked if their firm had other locations
(Question A5), and whether their establishment was an affiliate or subsidiary of another firm

(Questions A8 and A9).

BBC used similar questionnaires in several previous availability analyses in other states.
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Past bids or work with government agencies, public colleges and in the private sector. The
interviewer asked about bids for or work on past government, public college and private sector
contracts. For construction and professional services firms, these questions were asked both in terms
of prime contracts and subcontracts (Questions B1 through B12).

Qualifications and interest in future transportation work. Firm representatives were asked about
their qualifications and interest in future work with government agencies and public colleges. For
construction and professional services firms, these questions were asked both in terms of prime
contractor participation and subcontractor participation (Questions B13 through B16).

Geographic areas. The interviewer asked a series of questions about the geographic areas in which
firms could work. The geographic areas included metropolitan statistical areas of the state that
corresponded to Northern, Central and Southern Indiana (Questions C1 through C4). Figure 1-2 in
Chapter 1 presents a map of the regions and metropolitan statistical areas included in the disparity
study.

Year firm established. The interviewer asked firms to identify the approximate year that the firm was
established (Question D1).

Largest contracts. The study team asked firms to identify the value of the largest contract on which
they had bid or been awarded in Indiana in the past five years. For construction and professional
services firms, these questions were asked both in terms of prime contracts and subcontracts

(Questions D2 through D4).

Ownership. Firms were asked whether they were at least 51 percent owned and controlled by women
and/or minorities. If firms indicated that they were minority-owned, they were also asked about the
race/ethnicity of ownership (Questions E1 through E3).

Business size. Several interview questions probed firms about their size in terms of 2008 revenue and
number of employees. For firms with multiple establishments, this area of questions also asked about
revenue and number of employees across all locations (Questions F1 through F6). The study team
confirmed that information through several other data sources, including:

m  State of Indiana MBE/WBE certification list;

= City of Indianapolis MBE/WBE certification list;
m  INDOT DBE certification list;

m  IDOA bidders list;

m IDOA, INDOT and SEI vendor data; and

Small Business Administration 8(a) certification list.

When information about race/ethnicity or gender of ownership conflicted between sources, BBC
reconciled that information through follow up telephone calls with the firm.
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Comments about the marketplace and doing business with the state and SEls. Near the end of
the interview, the interviewer asked a series of questions concerning general insights on the
marketplace and state contracting practices. This set of questions was introduced with the following
statement: “Finally, we're interested in whether your company has experienced barriers or difficulties
associated with starting or expanding a business in your industry or with obtaining work. Think
about your experiences in Indiana within the past five years as we ask you these questions.”

(see Question Gla through G1j)

The interview also included an open-ended question about the Indiana marketplace: “Finally, what
general thoughts or insights do you have on starting or expanding a business in your industry or
winning contracts with state agencies or public colleges as a prime or subcontractor?”

(see Question G2)

Contact information. The interview concluded by collecting complete contact information for the
establishment and the individual who completed the interview (Questions H1 through H6).

D. Interview Execution and Responses

BBC held planning sessions with SRC executives and training sessions with SRC interviewers prior to
conducting the availability interviews. SRC programmed and conducted the interviews via telephone
and periodically provided data reports. To minimize non-response, BBC instructed SRC to make at
least five attempts to successfully reach a person at each phone number.

BBC instructed SRC to identify and interview an available company representative such as the
owner, manager, chief financial officer or other key official who could provide accurate and detailed
responses to the questions included in the interview.

The interviews were conducted in late 2009 and early 2010.

Performance. The interview process began with a large number of D&B business listings for
organizations in Indiana in certain lines of work related to construction, professional services, goods
and support services. At the end of the availability analysis process, firms that reported being qualified
and interested in working with government agencies or public colleges in Indiana and had bid on or
performed related work were included in the database used for the availability analysis.

Figure D-2 on the following page shows the steps between the beginning set of 31,842
establishments and the 12,296 establishments that the study team was able to successfully contact for
availability interviews.

Non-working or wrong phone numbers. Some of the business listings that the study team
purchased from D&B and that SRC attempted to contact were:

®m  Non-working phone numbers (6,363 listings); or
®m  Wrong numbers for the desired businesses (357 listings).

Some non-working phone and wrong numbers reflected firms going out of business or changing their
names and phone numbers between the time that D&B listed them in its database and the time that
the study team attempted to contact them.
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Working phone numbers. Figure D-2 also presents the final disposition of the 25,122 business
establishments with working phone numbers that SRC attempted to contact. For some of those

business listings, SRC:

®m  Could not reach anyone after a minimum of five phone calls at different times of the day and on

different days of the week (11,254 listings);

®m  Could not reach a responsible staff member after a minimum of five phone calls at different
times of the day on different days of the week (1,020 listings);

®  Could not conduct the interview due to language barriers (interviews were only conducted in

English; 39 listings);

m  Upon request from the business, sent a hardcopy fax or e-mail availability interview but did not

ultimately receive a completed interview (513 establishments).

In sum, the study team successfully contacted 12,296 business establishments, or 49 percent of

business establishments with valid phone listings.

Figure D-2.

Disposition of attempts
to interview D&B
business listings

Note:

* After multiple attempts to complete
interview.

Source:

BBC Research & Consulting from
2009-2010
Availability Interviews.

Beginning list
Less non-working phone numbers
Less wrong number/business

Unique business listings with working phone numbers
Less no answer *
Less could not reach responsible staff member *
Less language barrier
Less unreturned fax/email

Establishments successfully contacted

Percent of
Number business
of firms listings
31,842
6,363
357
25,122 100.0 %
11,254 44.8
1,020 4.1
39 0.2
513 2.0
12,296 48.9 %

Establishments not interested in discussing availability for state and SEI work. Figure D-3 shows
that of the 12,296 business establishments that the study team successfully contacted, 3,227
establishments were not interested in discussing availability for state or SEI work. About three-fourths

(74%) of successfully-contacted business establishments completed interviews about firm
characteristics (9,069 establishments).
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Firms available for state and SEI work. The study team only deemed a portion of the business
establishments that completed availability interviews as available for the construction, professional
services, goods or support services contracts that IDOA, INDOT or SEIs awarded during the study
period. Figure D-3 presents the number of business establishments that completed availability
interviews but that the study team excluded from the availability analysis for various reasons.

m  Of the establishments that completed an availability interview, 3,417 indicated that they were
an organization other than a for-profit business. Non-profit and public sector organizations
were not included in the availability analysis. The interview ended when a respondent reported
that his or her establishment was not a for-profit business.

m  Prior to analyzing results, BBC excluded 181 establishments that indicated that they were
involved in construction, professional services, goods or support services work but reported
main lines of work that were outside the scope of the study.

® A number of individual establishments of multi-location firms completed the interview. Prior to
analyzing results, BBC collapsed responses from these multiple establishments into a single
response (described below), which reduced the number of establishments by 167.

®m  The study team excluded 1,037 firms from the availability analysis that reported not having bid
on or been awarded contracts in Indiana within the past five years.

m  BBC excluded an additional 270 establishments from the availability analysis because they
reported not being interested in either prime contracting or subcontracting opportunities with

IDOA, INDOT or SEIs.

After these exclusions, the interview effort produced a database of 3,997 firms for the availability

analysis.
Figure D-3. —_——
Screening of completed business of firms
telephone interviews for possible
stablishments successfully contacte .

inclusion in the availability Establishment fully contacted 12,296
analysis Less establishments not interested in discussing availability for State/SEl work 3,227
Note: Establishments that completed interviews about firm characteristics 9,069

? € ) ) Less not a business 3,417
*Slx'hundred 'and twen.ty-ell'ght of these firms were Less line of work outside scope 181
not included in the availability marketplace analysis L ltiol blish 167
(Appendix H), because they did not respond to ess multiple establishments
question D2 or D4 on the availability survey.
Source: Firms available for State/SEl work 5,304
BBC Research & Consulting from Less no _paSt bld_/award 1,037
2009-2010 Availability Interviews. Less no interest in future work 270

Firms possibly available for State/SEl work included in BBC analysis* 3,997
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Coding responses from multi-location firms. Multiple responses from different establishments
operating under the same firm name were combined into a single, summary case according to the

following rules:

If any of the establishments reported bidding or working on a contract within a particular
industry, the study team considered the firm to have bid or worked on a contract in that
industry.

The roles of work (prime contractor or subcontractor) that establishments reported were
combined into a single variable, again corresponding to the appropriate industry. For example,
if one establishment reported that it works as a prime contractor and another establishment
reported that it works as a subcontractor, then the study team would have considered the firm
available for both prime contracts and subcontracts.

If any establishment said that it was interested and able to work within any of the three
geographic regions and any of the 15 metropolitan statistical areas (see part C of the interview
instrument in Figure D-8), then the study team considered the firm to be available for work in
those geographic locations.

Except when there was a large discrepancy among the individual responses in a set of
establishments’ self-reported founding dates, BBC used the median founding date that the
establishments provided. In cases of large discrepancies, BBC followed-up with the firm to
obtain accurate founding date information.

The largest contract on which a firm bid or worked was equivalent to the largest contract
reported by any of its establishments. The study team determined firm revenue in a similar
manner.

The study team determined the number of employees for firms with multiple completed
interviews by calculating the mode or the mean response of multiple establishments.

BBC coded firms with multiple completed interviews as women- or minority-owned if the
majority of multiple establishments indicated such status.

E. Additional Considerations

The study team explored several possible limitations in its approach to estimating relative availability,

particularly as they relate to INDOT’s implementation of the Federal DBE program. These

additional considerations include:

Not providing a count of all firms available for state and SEI work;

Not using MBE/WBE or DBE directories, prequalification lists or bidders lists;
Using Dun & Bradstreet lists as the sample frame;

Selection of specific industries;

Non-response bias; and

Reliability of answers to interview questions.
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Not providing a count of all firms available for state and SEI work. The purpose of the
availability interviews was to estimate the percentage of firms available for state and SEI work that are
minority- and women-owned. The interviews did not provide a comprehensive listing of every firm
available for state and SEI work and should not be used in that way. Federal courts have approved the
interview approach that BBC used in this study (for example, see the Seventh Circuit decision in
Northern Contracting in Appendix C). USDOT guidance on goal-setting also recommends an
interview approach to measure availability for implementation of the Federal DBE Program.”

Not using MBE/WBE or DBE directories, prequalification lists or bidders lists. USDOT
guidance for determining relative availability of DBEs recommends dividing the number of firms in
an agency’s DBE directory by the total number of firms in the marketplace, as reported in U.S.
Census data. As another option, the USDOT suggests using a list of prequalified firms or a bidders
list to analyze the relative availability of DBEs for an agency’s contracts and subcontracts.

There are several reasons why the study team rejected those approaches when measuring availability

for INDOT as well as for IDOA and SElIs.

®m  Dividing a simple count of certified DBEs or certified MBE/WBEs by a U.S. Census count of
total firms does not provide the data on firm characteristics the study team desired for this
disparity study. For example, the interviews provide data on individual firms’ qualifications, bid
capacity and interest in state and SEI work, which allowed the study team to take a more refined
approach to measuring availability.

®  As mentioned previously, IDOA, INDOT and SEIs do not maintain comprehensive
prequalification lists for firms across industries.

The methodology applied in this study takes a “custom census” approach and adds several layers of
refinement to precisely measure MBE/WBE availability. Court cases involving state implementation
of the Federal DBE Program have approved the use of a “custom census” approach to measuring
availability (for example, see the Seventh Circuit decision on Northern Contracting in Appendix C).

Using Dun & Bradstreet lists as the sample frame. BBC began its “custom census” approach
to measuring availability with D&B Marketplace business lists. D&B does not require firms to pay a
fee to be included in its Marketplace listings — it is completely free to listed firms. D&B provides
the most comprehensive private database of business listings in the United States. Even so, the
database does not include all establishments operating in Indiana:

m  There can be a lag between formation of a new business and inclusion in D&B, meaning that
the newest firms are underrepresented in the sample frame. Based on information from BBC’s
interview effort, newly formed firms are more likely to be minority- or women-owned,
suggesting that MBE/WBEs might be slightly underrepresented in the final database of

interviewed firms.

* USDOT. Tips for Goals Setting in the Disadvantaged Business Enterprise (DBE) Program
(http://osdbu.dot.gov/?Tabld=133)
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m  Although D&B includes home-based businesses, these businesses are more difficult to identify
and are thus somewhat less likely than other businesses to be included in the D&B database.
Small, home-based businesses are more likely than large firms to be minority- or women-owned,
which again suggests that MBEs and WBEs might be slightly underrepresented in the final
availability data set.

BBC is not able to quantify how much, if any, underrepresentation of minority- and women-owned
firms exists in the final availability database. BBC does conclude, however, that any such
underrepresentation would be minor and not have a meaningful effect on disparity analyses. There
are also no substitute business listings that would better address these issues than D&B Marketplace.

Selection of specific industries. Defining an industry based on specific industry codes

(e.g., NAICS, SIC or D&B industry codes) is a standard step when analyzing an economic sector.
Government and private sector economic data are typically organized according to these industry
codes. As with any such research, there are limitations when choosing the specific D&B codes to
define sets of establishments to be interviewed. For example, it was not possible for BBC to include
all firms possibly related to construction, professional services, goods and support services contracts
without conducting interviews with nearly every firm in Indiana.

In addition, some D&B codes are imprecise and overlap with other business specialties, and D&B
does not maintain an 8-digit level of detail for each firm in its database. Some businesses span several
types of work, even at the 4-digit level of specificity. This overlap can make classifying firms into a
single line of business difficult and imprecise. When firm owners and managers were asked to identify
primary lines of business, they often gave broad answers. For these reasons, BBC collapsed many of
the industry codes into broader subindustries to more accurately classify firms in the availability
database.

Non-response bias. An analysis of non-response bias considers whether firms that were not
successfully interviewed are different from those that were successfully interviewed and included in
the final data set. There are opportunities for non-response bias in any survey effort. The study team
considered the potential for non-response bias due to:

m  Research sponsorship;
m  Work specializations; and
m  Language barriers.

Research sponsorship and introduction. Interviewers introduced themselves by identifying the
State of Indiana as the interview sponsor because firms may be less likely to answer somewhat
sensitive business questions if the interviewer was unable to identify the sponsor. In past interview
efforts — particularly those related to availability studies for other states — BBC has found that
identifying the sponsor substantially increases businesses” willingness to participate. The response rate
that the study team observed in this study is consistent with that notion — nearly three-fourths of
the 12, 296 firms that BBC successfully contacted completed an availability interview.

Work specializations. Businesses in highly-mobile fields, such as trucking, may be more difficult to
reach for availability interviews than firms more likely to work out of a fixed office (e.g., engineering
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firms). This suggests that response rates may differ by business specialization. Simply counting all
interviewed firms across work specializations to determine overall MBE/WBE availability would lead
to estimates that were biased in favor of work specializations that included firms that could be easily
contacted by telephone.

Work specialization as a potential source of non-response bias in the BBC availability analysis is
minimal because the availability analysis compares firms within particular work fields before
determining an MBE/WBE availability figure. In other words, the potential for trucking firms to be
less likely to complete an interview is less important, because MBE/WBE trucking firms completing
interviews are compared with other trucking firms and not to all firms across all specializations. In
this example, work specialization would be a source of non-response bias only if particular subsets of
trucking firms were less likely than other subsets to be easily contacted by telephone.

Language barriers. State and SEI contracting documents are in English and are not in other
languages. The study team made the decision to only include businesses able to complete the
interview in English in the availability analysis to eliminate language barriers as a potential
explanation for any differences in outcomes observed between MBE/WBEs and majority-owned
firms. Firms unable to complete the interviews due to language barriers represented 0.2 percent of the
business list.

Response reliability. Firm owners and managers were asked questions that may be difficult to
answer, including firm revenues and employment. For that reason, the study team prompted them
with D&B information for their establishment and asked them to confirm that information or
provide more accurate estimates. Further, respondents were typically not asked to give absolute
figures for difficult questions such as firm revenue and number of employees. Rather, they were given
ranges of dollar figures or employment levels.

BBC explored reliability by analyzing consistency of interview responses for the firm revenue and
firm employment questions. BBC found interview responses to these questions to be internally
consistent. That is, firms tended to report revenue figures consistent with their employment levels.

F. Availability Estimates by Region and MSA

BBC calculated availability estimates by region of Indiana — Northern, Central and Southern —
and by metropolitan statistical areas (MSAs) of the state. The method that BBC used to calculate
those availability estimates differs considerably from the method that BBC used to calculate
availability estimates individually for each agency and SEI participating in the study.

The availability estimates by region and by MSA were calculated for illustrative purposes only. They
were not used in BBC’s disparity analyses, nor should they be compared directly to the availability
estimates presented in Chapter 5, which were calculated using a “custom census” approach that was
tailored to the contracts of each participating agency/SEIL

Availability by region. Figure D-4 presents MBE/WBE availability by region of Indiana —
Northern, Central or Southern. Availability estimates for each region reflects the availability of
MBE/WBE:s for IDOA, INDOT and SEI procurements combined if those procurements had all
originated from the region. For example, the availability estimates shown for the Northern region
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reflect MBE/WBE availability if all the state and SEI contracts that were examined in the study had
originated in the Northern part of Indiana (which they did not).

Figure D-4.
Availability of firms for IDOA, INDOT and SEI procurement across region, July 2006—june 2009,
by race, ethnicity and gender

Utilization benchmark
(availability %)
Professional Support
Race, ethnicity and gender Construction services Goods services Total
Northern region
African American-owned 1.0 % 2.8 % 23 % 7.9 % 1.2 %
Asian-Pacific American-owned 0.1 2.2 1.1 1.4 0.3
Subcontinent Asian American-owned 0.4 2.7 0.1 0.1 0.6
Hispanic American-owned 0.2 0.9 1.9 14.8 0.5
Native American-owned 0.7 0.6 0.0 0.4 0.7
Total MBE 2.5 % 9.2 % 54 % 24.5 % 33 %
WBE (white women-owned) 9.3 10.4 8.9 13.6 9.4
Total MBE/WBE 11.8 % 19.6 % 14.3 % 38.2 % 12.7 %
Central region
African American-owned 1.7 % 23 % 1.7 % 6.0 % 1.9 %
Asian-Pacific American-owned 0.2 2.1 2.6 0.7 1.1
Subcontinent Asian American-owned 0.7 3.0 0.1 0.0 1.4
Hispanic American-owned 0.2 1.0 2.1 3.5 0.7
Native American-owned 0.5 0.4 0.1 1.1 0.4
Total MBE 3.4 % 8.7 % 6.5 % 11.3 % 57 %
WBE (white women-owned) 8.2 17.3 10.9 223 1.9
Total MBE/WBE 11.5 % 26.0 % 17.4 % 33.6 % 17.5 %
Southern region
African American-owned 1.4 % 3.0 % 1.0 % 7.9 % 1.7 %
Asian-Pacific American-owned 0.5 3.2 0.7 0.5 0.9
Subcontinent Asian American-owned 0.8 2.6 0.1 0.0 1.0
Hispanic American-owned 0.2 0.8 1.8 1.2 0.5
Native American-owned 1.3 0.6 0.0 0.8 11
Total MBE 4.3 % 10.2 % 3.5 % 10.4 % 52 %
WBE (white women-owned) 8.1 13.3 8.5 24.9 9.1
Total MBE/WBE 12.4 % 23.5 % 12.0 % 353 % 143 %

Note: See Figures K-21 through K-35 in Appendix K for the North, Central and South regions.
Numbers may not sum perfectly due to rounding.
Source: BBC Research & Consulting from 2009/2010 Availability Survey.

Availability for Northern MSAs. Figure D-5 presents MBE/WBE availability by MSA in the
Northern region of Indiana. As with availability by region, the availability for each MSA reflects the
availability of MBE/WBEs for IDOA, INDOT and SEI procurements combined if those
procurements had all originated from a particular MSA. For example, the availability estimates shown
for the Michigan City-La Porte MSA reflect MBE/WBE availability if all the state and SEI contracts
that were examined in the study had originated in that MSA (which they did not).
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Figure D-5.

Availability of firms for IDOA, INDOT and SEI procurement across MSAs in the Northern
region, July 2006—June 2009, by race, ethnicity and gender

Race, ethnicity and gender

Michigan City-La Porte
African American-owned
Asian-Pacific American-owned

Hispanic American-owned

Native American-owned
Total MBE

WBE (white women-owned)
Total MBE/WBE

South Bend-Mishawaka
African American-owned
Asian-Pacific American-owned

Hispanic American-owned

Native American-owned
Total MBE

WBE (white women-owned)
Total MBE/WBE

Gary-Hammond-East Chicago
African American-owned
Asian-Pacific American-owned

Hispanic American-owned

Native American-owned
Total MBE

WBE (white women-owned)
Total MBE/WBE

Fort Wayne
African American-owned
Asian-Pacific American-owned

Hispanic American-owned

Native American-owned
Total MBE

WBE (white women-owned)
Total MBE/WBE

Elkhart-Goshen
African American-owned
Asian-Pacific American-owned

Hispanic American-owned

Native American-owned
Total MBE

WBE (white women-owned)
Total MBE/WBE

Utilization benchmark
(availability %)

Subcontinent Asian American-owned

Subcontinent Asian American-owned

Subcontinent Asian American-owned

Subcontinent Asian American-owned

Subcontinent Asian American-owned

Professional Support
Construction services Goods services
2.1 % 2.5% 1.7 % 5.6 %
0.3 2.2 3.0 0.7
0.7 2.9 0.1 0.0
0.6 0.8 2.2 4.2
1.1 0.5 0.0 1.1
4.9 % 8.8 % 7.0 % 11.5 %
10.5 16.6 9.0 18.8
15.4 % 25.4 % 16.1 % 30.4 %
1.6 % 2.5% 1.7 % 5.5%
0.3 2.2 3.0 0.6
0.7 2.9 0.1 0.0
0.6 0.8 2.2 4.3
1.1 0.4 0.0 1.1
4.3 % 8.8 % 7.0 % 11.4 %
10.2 16.9 8.7 19.4
14.6 % 25.7 % 15.8 % 30.8 %
2.2 % 2.5% 1.7 % 5.4 %
0.2 2.2 3.0 0.6
0.8 3.0 0.1 0.0
0.7 0.8 23 4.3
1.2 0.4 0.0 1.1
51 % 8.9 % 7.2 % 11.4 %
10.3 16.4 9.1 19.8
15.5 % 25.4 % 16.3 % 31.2 %
1.6 % 2.4 % 1.7 % 53 %
0.3 2.2 2.9 0.6
0.7 2.9 0.1 0.0
0.3 0.8 2.1 4.3
1.0 0.4 0.1 1.0
4.0 % 8.7 % 6.9 % 11.3 %
1.1 16.7 8.5 207
151 % 25.4 % 153 % 32.0 %
1.6 % 2.5 % 1.8 % 5.5 %
0.3 2.2 3.0 0.6
0.7 3.0 0.1 0.0
0.6 0.8 2.1 4.2
1.0 0.4 0.0 1.0
4.3 % 8.9 % 7.0 % 11.4 %
10.5 17.0 8.6 19.6
14.8 % 25.9 % 15.6 % 31.0 %

Total

2.2
1.1
1.2
0.9
0.8
6.3

121

18.4

1.9
1.1
1.3
0.9
0.8
5.9

121

17.9

23
1.0
1.3
0.9
0.9
6.4
12.0
18.5

1.9
1.0
1.2
0.7
0.8
5.6
12.5
18.2

1.9
1.1
1.3
0.8
0.8
5.9

12.3

18.1

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

Note: See Figures K-21 through K-35 in Appendix K for the North, Central and South regions.

Numbers may not sum perfectly due to rounding.
Source:  BBC Research & Consulting from 2009/2010 Availability Survey.
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Availability for Central MSAs. Figure D-6 presents MBE/WBE availability by MSA in the Central
region of Indiana. The availability for each MSA reflects the availability of MBE/WBEs for IDOA,
INDOT and SEI procurements combined if those procurements had all originated from a particular
MSA. For example, the availability estimates shown for the Lafayette MSA reflect MBE/WBE

availability if all the state and SEI contracts that were examined in the study had originated in that
MSA (which they did not).
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Figure D-6.

Availability of firms for IDOA, INDOT and SEI procurement across MSAs in the Central region,
July 2006—June 2009, by race, ethnicity and gender

Race, ethnicity and gender

Lafayette

African American-owned
Asian-Pacific American-owned
Subcontinent Asian American-owned
Hispanic American-owned
Native American-owned

Total MBE
WBE (white women-owned)

Total MBE/WBE

Anderson

African American-owned
Asian-Pacific American-owned
Subcontinent Asian American-owned
Hispanic American-owned
Native American-owned

Total MBE
WBE (white women-owned)

Total MBE/WBE

Kokomo

African American-owned
Asian-Pacific American-owned
Subcontinent Asian American-owned
Hispanic American-owned
Native American-owned

Total MBE
WBE (white women-owned)

Total MBE/WBE

Muncie

African American-owned
Asian-Pacific American-owned
Subcontinent Asian American-owned
Hispanic American-owned
Native American-owned

Total MBE
WBE (white women-owned)

Total MBE/WBE

Terre Haute

African American-owned
Asian-Pacific American-owned
Subcontinent Asian American-owned
Hispanic American-owned
Native American-owned

Total MBE
WBE (white women-owned)

Total MBE/WBE

Utilization benchmark
(availability %)

Construction

1.5 %
0.2
0.7
0.3
0.6
3.4 %

10.0

13.4 %

1.4 %
0.2
0.7
0.3
0.7
3.4 %
7.3

10.7 %

1.5 %
0.2
0.7
0.3
0.6
3.4 %
9.6

13.0 %

1.5 %
0.2
0.7
0.3
0.7
3.5 %
7.5

11.0 %

1.4 %
0.2
0.7
0.1
0.7
33 %
8.3

11.5 %

Professional Support
services Goods services
2.4 % 1.5 % 6.6 %
2.3 2.8 0.7
2.7 0.1 0.0
1.0 2.0 4.0
0.4 0.0 1.0
8.9 % 6.3 % 12.3 %
16.4 1.0 222
253 % 17.4 % 345 %
24 % 1.5 % 59 %
23 2.8 0.7
2.9 0.1 0.0
1.0 2.0 4.0
0.4 0.0 1.0
9.0 % 6.5 % 11.6 %
255 % 17.3 % 343 %
2.4 % 1.6 % 6.4 %
2.3 2.8 0.7
2.8 0.1 0.0
1.0 2.0 4.0
0.4 0.0 1.0
8.9 % 6.4 % 12.2 %
165 9.1 237
25.4 % 155 % 35.8 %
24 % 1.5 % 6.3 %
23 2.8 0.7
2.9 0.1 0.0
1.0 2.0 4.0
0.4 0.0 1.0
9.0 % 6.4 % 12.1 %
16.4 9.8 23.2
255 % 16.3 % 353 %
2.4 % 1.5 % 6.5 %
2.3 2.8 0.7
2.8 0.1 0.0
0.9 2.0 4.0
0.4 0.1 1.0
8.8 % 6.4 % 12.3 %
167 109 231
255 % 17.2 % 35.4 %

Total

1.8 %
1.0
1.2
0.7
0.5
5.3 %

12.0

17.3 %

1.8 %
1.0
1.2
0.7
0.6
53 %

10.3

15.6 %

1.8 %
1.0
1.2
0.7
0.5
5.3 %

11.6

16.9 %

1.8 %
1.0
1.2
0.7
0.6
5.4 %

10.4

15.8 %

1.8 %
1.0
1.2
0.6
0.6
5.2 %

11.0

16.2 %
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Figure D-6. (continued)

Availability of firms for IDOA, INDOT and SEI procurement across MSAs in the Central region,
July 2006—June 2009, by race, ethnicity and gender

Utilization benchmark
(availability %)

Race, ethnicity and gender Construction

Indianapolis-Carmel

African American-owned 1.6 %
Asian-Pacific American-owned 0.2
Subcontinent Asian American-owned 0.6
Hispanic American-owned 0.3
Native American-owned 0.6
Total MBE 3.5 %
WBE (white women-owned) 8.9
Total MBE/WBE 12.4 %

Professional

services

24 %
23
2.9
1.0
0.4
9.0 %
16.5
25.4 %

Goods

1.6 %
2.8
0.1
2.0
0.1
6.5 %

10.2

16.7 %

Support
services

58 %
0.7
0.0
4.0
1.0
11.5 %
221
33.5 %

Total

1.9 %
1.0
1.2
0.7
0.5
5.3 %

1.3

16.6 %

Note: See Figures K-21 through K-35 in Appendix K for the North, Central and South regions.

Numbers may not sum perfectly due to rounding.

Source: BBC Research & Consulting from 2009/2010 Availability Survey.

Availability for Southern MSAs. Figure D-7 presents MBE/WBE availability by MSA in the
Southern region of Indiana. The availability for each MSA reflects the availability of MBE/WBEs for
IDOA, INDOT and SEI procurements combined if those procurements had all originated from a

particular MSA. For example, the availability estimates shown for the Vincennes MSA reflect
MBE/WBE availability if all the state and SEI contracts that were examined in the study had

originated in that MSA (which they did not).
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Figure D-7.

Availability of firms for IDOA, INDOT and SEI procurement across MSAs in the Southern region,
July 2006—June 2009, by race, ethnicity and gender

Race, ethnicity and gender

Vincennes

African American-owned
Asian-Pacific American-owned
Subcontinent Asian American-owned
Hispanic American-owned
Native American-owned

Total MBE
WBE (white women-owned)

Total MBE/WBE

Evansville

African American-owned
Asian-Pacific American-owned
Subcontinent Asian American-owned
Hispanic American-owned
Native American-owned

Total MBE
WBE (white women-owned)

Total MBE/WBE

Columbus

African American-owned
Asian-Pacific American-owned
Subcontinent Asian American-owned
Hispanic American-owned
Native American-owned

Total MBE
WBE (white women-owned)

Total MBE/WBE

Bloomington

African American-owned
Asian-Pacific American-owned
Subcontinent Asian American-owned
Hispanic American-owned
Native American-owned

Total MBE
WBE (white women-owned)

Total MBE/WBE

Utilization benchmark
(availability %)

Construction

1.7 %
0.3
0.8
0.1
0.8
3.8 %
8.5

122 %

1.7 %
0.3
0.8
0.1
0.9
3.9 %
7.8

1.7 %

1.6 %
0.3
0.7
0.3
0.8
3.7 %
8.3

12.0 %

1.6 %
0.3
0.7
0.1
0.8
3.6 %
8.1

1.7 %

Professional Support
services Goods services
2.6 % 1.5 % 9.4 %
2.3 0.3 0.7
2.8 0.1 0.0
0.7 2.8 4.2
0.4 0.2 1.1
8.9 % 4.9 % 15.4 %
16.9 9.2 21.4
259 % 14.1 % 36.8 %
2.6 % 1.6 % 9.4 %
2.3 0.3 0.7
2.8 0.1 0.0
0.7 2.9 4.2
0.4 0.1 1.1
8.9 % 4.9 % 153 %
17.0 83 218
259 % 13.3 % 371 %
2.6 % 1.5 % 9.3 %
2.3 29 0.6
2.8 0.1 0.1
0.9 2.4 4.1
0.4 0.1 1.0
9.0 % 6.8 % 15.2 %
16.8 100 203
25.8 % 16.8 % 35.5 %
2.6 % 1.5 % 9.3 %
2.3 29 0.7
2.8 0.1 0.1
0.8 2.4 4.1
0.4 0.1 1.0
8.9 % 6.9 % 15.2 %
168 9.1 207
25.7 % 159 % 359 %

Total

20 %
0.9
1.3
0.6
0.7
5.4 %

11.0

16.5 %

21 %
0.9
1.3
0.6
0.7
5.6 %

10.5

16.1 %

20 %
1.1
1.2
0.7
0.6
5.6 %

10.9

16.6 %

2.0 %
1.1
1.2
0.6
0.7
55%

108

16.3 %

Note:

Source:

Numbers may not sum perfectly due to rounding.

BBC Research & Consulting from 2009/2010 Availability Survey.

See Figures K-21 through K-35 in Appendix K for the North, Central and South regions.
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Summary

“Custom census” approaches to availability that begin with D&B data have been reviewed positively
by federal courts. The study team’s methodology for analyzing MBE/WBE availability took the
standard custom census approach as a starting point and added several layers of additional screening
when determining whether firms are available for state and SEI construction work.

The study team attempted to complete interviews with all Indiana firms that, according to D&B, had
a primary line of business within select industry codes related to construction, professional services,
goods and support services. (There was no “sampling” from the sample frame in preparing the list of
firms to be interviewed.) The study team attempted to contact 31,842 business listings, 6,720 of
which were found to be invalid listings. A relatively high proportion of the remaining establishments
were successfully contacted, and more than 9,000 business establishments completed availability
interviews.

BBC examined several potential sources of non-response bias. It is possible that MBEs and WBEs
were somewhat under-represented in the final database of available firms. However, BBC concludes
that this potential under-representation of MBE/WBEs does not substantially affect the analyses.
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Figure D-8.
Interview Instrument [Construction]

Hello. My name is [interviewer name] from the Survey Research Center at IUPUI. We are calling
on behalf of the State of Indiana including the Indiana Department of Administration, Indiana
Department of Transportation, and public colleges across the state.

We are developing a list of companies involved in construction, maintenance, and design on a
wide range of public projects ranging from building and parking facilities to tunnels, bridges
and roads. With whom can | speak to get the information we need from your firm?

[AFTER REACHING AN APPROPRIATELY SENIOR STAFF MEMBER, THE
INTERVIEWER SHOULD RE-INTRODUCE THE PURPOSE OF THE SURVEY AND
BEGIN WITH QUESTIONS]

X1. I have a few basic questions about your company and the type of work you do. Can you
confirm that this is [firm name]?

1=RIGHT COMPANY - SKIP TO Al
2=NOT RIGHT COMPANY - SKIP TO Y1
3=REFUSE TO GIVE INFORMATION - TERMINATE

Y1. Can you give me any information about [firm name]?

1=Yes, same owner doing business under a different name — SKIP TO Y4
2=Yes, can give information about named company — SKIP TO Y2
3=Company bought/sold/changed ownership — SKIP TO Y4

4=No, does not have information - TERMINATE

5=Refused to give information - TERMINATE

Y1. ENTER NEW NAME

1=VERBATIM
Y2. Can you give me the phone number of [firm name]?
(ENTER UPDATED PHONE OF NAMED COMPANY)

1=VERBATIM
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Y3. Can you give me the complete address or city for [firm name]?
(NOTE TO INTERVIEWER - RECORD IN THE FOLLOWING FORMAT:

. STREET ADDRESS
. CITY

. STATE

. ZIP)
1=VERBATIM

Y4. And what is the new name of the business that used to be [firm name]?
(ENTER UPDATED NAME)
1=VERBATIM
Y5. Can you give me the name of the owner or manager of the new business?
(ENTER UPDATED NAME)
1=VERBATIM
Y6. Can | have a telephone number for them?
(ENTER UPDATED PHONE)
1=VERBATIM
Y7. Can you give me the complete address or city for [new firm name]?
1=VERBATIM
Y8. Do you work for this new company?

1=YES - CONTINUE
2=NO - TERMINATE
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A1. First, | want to confirm that your firm does work or provides materials related to
construction, maintenance or design. Is this correct?

(NOTE TO INTERVIEWER - INCLUDES ANY WORK RELATED TO CONSTRUCTION,
MAINTAINENCE OR DESIGN SUCH AS BUILDING AND PARKING FACILITIES,
PAVING AND CONCRETE, TUNNELS, BRIDGES AND ROADS. IT ALSO INCLUDES
DESIGN, ENGINEERING, PLANNING, ENVIRONMENTAL ASSESMENT OR RELATED
PROFESSIONAL SERVICES.)

(NOTE TO INTERVIEWER - INCLUDES HAVING DONE WORK, TRYING TO SELL THIS
WORK, OR PROVIDING MATERIALS)

1=Yes
2=No - TERMINATE

A2. Let me confirm that [firm name / new firm name] is a business, as opposed to a non-profit
organization, a foundation or a government office. Is that correct?

1=Yes, a business

2=No, other - TERMINATE

A3. Let me also confirm what kind of business this is. The information we have from Dun &
Bradstreet indicates that your main line of business is [SIC Code description]. s this correct?

(NOTE TO INTERVIEWER - IF ASKED, DUN & BRADSTREET OR D&B, IS A COMPANY
THAT COMPILES BUSINESS INFORMATION THROUGHOUT THE COUNTRY)

1=Yes — SKIP TO A5

2=No

98=(DON'T KNOW)

99=(REFUSED)
A4. What would you say is the main line of business at [firm name / new firm name]?
(ENTER VERBATIM RESPONSE)

1=VERBATIM

AS. Is this the sole location for your business, or do you have offices in other locations?

1=Sole location — SKIP TO A8
2=Have other locations
98=(DON'T KNOW)
99=(REFUSED)
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A8. Is your company a subsidiary or affiliate of another firm?

1=Independent — SKIP TO B1
2=Subsidiary or affiliate of another firm
98=(DON'T KNOW)

99=(REFUSED)

A9. What is the name of your parent company?

1=ENTER NAME
98=(DON'T KNOW)
99=(REFUSED)

A9. ENTER NAME OF PARENT COMPANY
1=VERBATIM

B1. Next, | have a few questions about your company’s role in construction, maintenance or
design work. During the past five years, has your company submitted [a bid || qualifications || a
proposal] or a price quote for any part of a contract for a state or local government agency or
public college in Indiana?

1=Yes

2=No - SKIP TO B3

98=(DON'T KNOW) - SKIP TO B3
99=(REFUSED) - SKIP TO B3

B2. Were those [bids || qualifications || proposals] or price quotes to work as [a prime contractor, a
subcontractor, or as a supplier || a prime consultant or as a subconsultant]?

1=Prime contractor/consultant 10=(Supplier and Trucker)
2=Subcontractor/consultant 11=(Prime and Trucker)
3=Supplier (or manufacturer) 12=(Sub and Trucker)

4=Prime and Sub 13=(Prime, Supplier, and Trucker)
5=Sub and Supplier 14=(Sub, Supplier, and Trucker)
6=Prime and Supplier 15=(Prime, Sub, and Trucker)
7=Prime, Sub, and Supplier 16=(Prime, Sub, Supplier, Trucker)
8=Trucker 98=(DON'T KNOW)

99=(REFUSED)
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B3. During the past five years, has your company received an award for work [as a prime
contractor or as a subcontractor || as a prime consultant or as a subconsultant] for any part of a
contract for a state or local government agency or public college in Indiana?

1=Yes

2=No - SKIP TO B9

98=(DON'T KNOW) — SKIP TO B9
99=(REFUSED) - SKIP TO B9

B4. Were those awards to work as [a prime contractor, a subcontractor, or as a supplier || a prime
consultant or as a subconsultant]?

1=Prime contractor/consultant 10=(Supplier and Trucker)
2=Subcontractor/consultant 11=(Prime and Trucker)
3=Supplier (or manufacturer) 12=(Sub and Trucker)

4=Prime and Sub 13=(Prime, Supplier, and Trucker)
5=Sub and Supplier 14=(Sub, Supplier, and Trucker)
6=Prime and Supplier 15=(Prime, Sub, and Trucker)
7=Prime, Sub, and Supplier 16=(Prime, Sub, Supplier, Trucker)
8=Trucker 98=(DON'T KNOW)

99=(REFUSED)

B9. During the past five years, has your company submitted [a bid || qualifications, a proposal] or
a price quote for any part of a private sector contract in Indiana?

1=Yes

2=No - SKIP TO B11

98=(DON'T KNOW) — SKIP TO B11
99=(REFUSED) - SKIP TO B11
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B10. Were those [bids || proposals] or price quotes to work as [a prime contractor, a
subcontractor, or as a supplier || a prime consultant or as a subconsultant]?

1=Prime contractor/consultant 10=(Supplier and Trucker)
2=Subcontractor/consultant 11=(Prime and Trucker)
3=Supplier (or manufacturer) 12=(Sub and Trucker)

4=Prime and Sub 13=(Prime, Supplier, and Trucker)
5=Sub and Supplier 14=(Sub, Supplier, and Trucker)
6=Prime and Supplier 15=(Prime, Sub, and Trucker)
7=Prime, Sub, and Supplier 16=(Prime, Sub, Supplier, Trucker)
8=Trucker 98=(DON'T KNOW)

99=(REFUSED)

B11. During the past five years, has your company received an award for work as a [prime
contractor or as a subcontractor || prime consultant or as a subconsultant] for any part of a private
sector contract in Indiana?

1=Yes

2=No - SKIP TO B13

98=(DON'T KNOW) — SKIP TO B13

99=(REFUSED) - SKIP TO B13

B12 Were those awards to work as [a prime contractor, a subcontractor, or as a supplier? || a prime
consultant or as a subconsultant?]

1=Prime contractor/consultant 10=(Supplier and Trucker)
2=Subcontractor/consultant 11=(Prime and Trucker)
3=Supplier (or manufacturer) 12=(Sub and Trucker)

4=Prime and Sub 13=(Prime, Supplier, and Trucker)
5=Sub and Supplier 14=(Sub, Supplier, and Trucker)
6=Prime and Supplier 15=(Prime, Sub, and Trucker)
7=Prime, Sub, and Supplier 16=(Prime, Sub, Supplier, Trucker)
8=Trucker 98=(DON'T KNOW)

99=(REFUSED)
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B13. Is your company qualified and interested in working with state or local government
agencies in Indiana as a [prime contractor || prime consultant]?

1=Yes

4=No

98=(DON'T KNOW)

99=(REFUSED)
B14. Is your company qualified and interested in working with public colleges in Indiana as a
[prime contractor || prime consultant]?

1=Yes

4=No

98=(DON'T KNOW)

99=(REFUSED)
B15. Is your company qualified and interested in working with state or local government
agencies in Indiana as a [subcontractor or supplier || subconsultant]?

1=Yes

4=No

98=(DON'T KNOW)

99=(REFUSED)
B16. Is your company qualified and interested in working with public colleges in Indiana as a
[subcontractor or supplier || subconsultant]?

1=Yes

4=No

98=(DON'T KNOW)

99=(REFUSED)
C1. 1 now want to ask you about the geographic area your company serves.
Cla. Could your company do work or serve customers in Northern Indiana?
NORTHERN INDIANA INCLUDES THE GARY, MICHIGAN CITY-LA PORTE, SOUTH BEND, ELKHART
AND FORT WAYNE AREAS.

1=Yes

2=No

98=(DON'T KNOW)

99=(REFUSED)
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C1b. Could your company do work or serve customers in Central Indiana?
CENTRAL INDIANA INCLUDES THE INDIANAPOLIS, LAFAYETTE, KOKOMO, ANDERSON, MUNCIE
AND TERRE HAUTE AREAS.

1=Yes

2=No

98=(DON'T KNOW)

99=(REFUSED)
Clc. Could your company do work or serve customers in Southern Indiana?
SOUTHERN INDIANA INCLUDES THE BLOOMINGTON, COLUMBUS, VINCENNES AND EVANSVILLE
AREAS.

1=Yes

2=No

98=(DON'T KNOW)

99=(REFUSED)

C2. [IF “YES” TO C1a] Could your company serve all of Northern Indiana or only certain parts of
the region?

(NOTE TO INTERVIEWER — REPEAT THE AREAS THAT MAKE UP NORTHERN
INDIANA.)

1=All of the region — SKIP TO C3

2=0Only parts of the region

98=(DON'T KNOW)

99=(REFUSED) - SKIP TO C3

C2a. Could your company serve the greater Gary area?
1=Yes
2=No
98=(DON'T KNOW)
99=(REFUSED)

C2b. Could your company serve the Michigan City-La Porte area?
1=Yes
2=No
98=(DON'T KNOW)
99=(REFUSED)
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C2c. Could your company serve the South Bend area?
1=Yes
2=No
98=(DON'T KNOW)
99=(REFUSED)

C2d. Could your company serve the Elkhart area?
1=Yes
2=No
98=(DON'T KNOW)
99=(REFUSED)

C2e. Could your company serve the Fort Wayne area?
1=Yes
2=No
98=(DON'T KNOW)
99=(REFUSED)

C3. [IF “YES” TO C1b] Could your company serve all of Central Indiana or only certain parts of

the region?

(NOTE TO INTERVIEWER -REPEAT THE AREAS THAT MAKE UP CENTRAL

INDIANA.)

1=All of the region — SKIP TO C4
2=0nly parts of the region
98=(DON'T KNOW)
99=(REFUSED) - SKIP TO C4

C3a. Could your company serve the Indianapolis area?
1=Yes
2=No
98=(DON'T KNOW)
99=(REFUSED)
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C3b. Could your company serve the Lafayette area?
1=Yes
2=No
98=(DON'T KNOW)
99=(REFUSED)

C3c. Could your company serve the Kokomo area?
1=Yes
2=No
98=(DON'T KNOW)
99=(REFUSED)

C3d. Could your company serve the Anderson area?
1=Yes
2=No
98=(DON'T KNOW)
99=(REFUSED)

C3e. Could your company serve the Muncie area?
1=Yes
2=No
98=(DON'T KNOW)
99=(REFUSED)

C3f. Could your company serve the Terre Haute area?
1=Yes
2=No
98=(DON'T KNOW)
99=(REFUSED)
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C4. [IF “YES” TO C1c] Could your company serve all of Southern Indiana or only certain parts of
the region?

(NOTE TO INTERVIEWER -REPEAT THE AREAS THAT MAKE UP SOUTHERN
INDIANA.)

1=All of the region — SKIP TO D1

2=0Only parts of the region

98=(DON'T KNOW)

99=(REFUSED) — SKIP TO D1

C4a. Could your company serve the Bloomington area?
1=Yes
2=No
98=(DON'T KNOW)
99=(REFUSED)

C4b. Could your company serve the Columbus area?
1=Yes
2=No
98=(DON'T KNOW)
99=(REFUSED)

C4c. Could your company serve the Vincennes area?
1=Yes
2=No
98=(DON'T KNOW)

99=(REFUSED)

C4d. Could your company serve the Evansville area?
1=Yes
2=No
98=(DON'T KNOW)

99=(REFUSED)

BBC RESEARCH & CONSULTING APPENDIX D, PAGE 38



D1. About what year was your firm established?
(RECORD FOUR-DIGIT YEAR, e.g., '1977")

(9998 = DON'T KNOW)
(9999 = REFUSED)
1=NUMERIC (1600-2008)

D2. In rough dollar terms, what was the largest contract or subcontract your company was
awarded in Indiana during the past five years?

(NOTE TO INTERVIEWER - INCLUDES CONTRACTS NOT YET COMPLETE)
(NOTE TO INTERVIEWER - READ CATEGORIES IF NECESSARY)

1=$100,000 or less 7=More than $10 million to $20 million
2=More than $100,000 to $500,000 8=%$20 million to $100 million

3=More than $500,000 to $1 million 9=Greater than $100 million

4=More than $1 million to $2 million 97=(NONE)

5=More than $2 million to $5 million 98=(DON'T KNOW)

6=More than $5 million to $10 million 99=(REFUSED

D3. Was this the largest contract or subcontract that your company [bid || proposed] on or
submitted quotes for in Indiana during the past five years?

1=Yes - SKIP TO E1

2=No

98=(DON'T KNOW) - SKIP TO E1
99=(REFUSED) - SKIP TO E1

D4. What was the largest contract or subcontract that your company [bid || proposed] on or
submitted quotes for in Indiana during the past five years?

(READ CATEGORIES IF NECESSARY)

1=$100,000 or less 7=More than $10 million to $20 million
2=More than $100,000 to $500,000 8=%$20 million to $100 million

3=More than $500,000 to $1 million 9=Greater than $100 million

4=More than $1 million to $2 million 97=(NONE)

5=More than $2 million to $5 million 98=(DON'T KNOW)

6=More than $5 million to $10 million 99=(REFUSE)
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E1. My next questions are about the ownership of the business. A business is defined as woman-
owned if more than half — that is, 51 percent or more — of the ownership and control is by
women. By this definition, is [firm name / new firm name] a woman-owned business?

1=Yes

2=No

98=(DON'T KNOW)
99=(REFUSED)

E2. A business is defined as minority-owned if more than half — that is, 51 percent or more — of
the ownership and control is African American, Asian, Hispanic, Native American or another
minority group. By this definition, is [firm name || new firm name] a minority-owned business?

1=Yes

2=No - SKIP TO E4

3=(OTHER GROUP - SPECIFY)
98=(DON'T KNOW)
99=(REFUSED)

E2. OTHER GROUP - SPECIFY
1=VERBATIM

E3. Would you say that the minority group ownership is mostly African American, Asian-Pacific
American, Subcontinent Asian American, Hispanic American, or Native American?

1=African-American

2=Asian Pacific American (persons whose origins are from Japan, China, Taiwan, Korea,
Burma (Myanmar), Vietnam, Laos, Cambodia(Kampuchea), Thailand, Malaysia,
Indonesia, the Philippines, Brunei, Samoa, Guam, the U.S. Trust Territories of the
Pacific Islands (Republic of Palau), the Common-wealth of the Northern Marianas
Islands, Macao, Fiji, Tonga, Kirbati, Juvalu, Nauru, Federated States of Micronesia, or
Hong Kong)

3=Hispanic American (persons of Mexican, Puerto Rican, Cuban, Dominican, Central or
South American, or other Spanish or Portuguese culture or origin, regardless of race)

4=Native American (American Indians, Eskimos, Aleuts, or Native Hawaiians)

5=Subcontinent Asian American (persons whose Origins are from India, Pakistan,
Bangladesh, Bhutan, the Maldives Islands, Nepal or Sri Lanka)

6=(OTHER - SPECIFY)
98=(DON'T KNOW)
99=(REFUSED)
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E3. OTHER - SPECIFY

1=VERBATIM

F1. Dun & Bradstreet indicates that your company has about [number] employees working out
of just your location. Is that a fairly accurate average thinking about all of 2008?

(NOTE TO INTERVIEWER - INCLUDES EMPLOYEES WHO WORK AT THAT
LOCATION AND THOSE WHO WORK FROM THAT LOCATION)

1=Yes - SKIP TO F3

2=No

98=(DON'T KNOW)

99=(REFUSED) — SKIP TO F3

F2. About how many employees did you have working out of just your location, on average,
over the course of last year?

(RECORD NUMBER OF EMPLOYEEYS)
1=NUMERIC (1-999999999)

F3. Dun & Bradstreet lists the annual gross revenue of your company, just considering your
location, to be [dollar amount]. Is that accurate for 2008?

1=Yes - SKIP TO F5

2=No

98=(DON'T KNOW)

99=(REFUSED) — SKIP TO F5

F4. Roughly, what was the gross revenue of your company, just considering your location, in
2008? Would you say . . . (READ LIST)

1=Less than $200,000 7=%$10 Million - $24.9 Million
2=%$200,000 - $499,999 8=$25 Million - $49.9 Million
3=$500,000 - $999,999 9=$50 Million or more

4=$%1 Million - $2.49 Million 98=(DON'T KNOW)

5=%2.5 Million - $4.9 Million 99=(REFUSED)

6=$5 Million - $9.9 Million
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F5. For 2008, about how many employees did you have, on average, for all of your Indiana
locations?

1=(ENTER RESPONSE)
98=(DON'T KNOW)
99=(REFUSED)

F5. RECORD NUMBER OF EMPLOYEES
1=VERBATIM

F6. Roughly, what was the gross revenue of your company, for all of your Indiana locations in
2008? Would you say . . . (READ LIST)

1=Less than $200,000 7=%$10 Million - $24.9 Million
2=%$200,000 - $499,999 8=$25 Million - $49.9 Million
3=$500,000 - $999,999 9=$50 Million or more

4=%1 Million - $2.49 Million 98=(DON'T KNOW)

5=%2.5 Million - $4.9 Million 99=(REFUSED)

6=$5 Million - $9.9 Million

G1. Finally, we're interested in whether your company has experienced barriers or difficulties
associated with starting or expanding a business in your industry or with obtaining work. Think
about your experiences in Indiana within the past five years as we ask you these questions.

G1la. Has your company experienced any difficulties in obtaining lines of credit or loans?

1=Yes

2=No

98=(Don’t know)
99=(Does not apply)

G1b. Has your company obtained or tried to obtain a bond for a project?

1=Yes

2=No [SKIP TO G1d]

98=(Don’t know) [SKIP TO G1d]
99=(Does not apply) [SKIP TO G1d]
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G1c. Has your company had any difficulties obtaining bonds needed for a project?

1=Yes

2=No

98=(Don’t know)
99=(Does not apply)

G1d. Have any insurance requirements on projects presented a barrier to bidding?

1=Yes

2=No

98=(Don’t know)
99=(Does not apply)

G1le. Has the size of projects presented a barrier to bidding?

1=Yes

2=No

98=(Don’t know)

99=(Does not apply)
G1f. Has your company experienced any difficulties learning about bid opportunities with state
or local government agencies in Indiana?

1=Yes

2=No

98=(Don’t know)

99=(Does not apply)
G1g. Has your company experienced any difficulties learning about bid opportunities with
public colleges in Indiana?

1=Yes

2=No

98=(Don’t know)

99=(Does not apply)
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G1h. Has your company experienced any difficulties with learning about bid opportunities in
the private sector in Indiana?

1=Yes

2=No

98=(Don’t know)

99=(Does not apply)
G1i. Has your company experienced any difficulties learning about subcontracting
opportunities?

1=Yes

2=No

98=(Don’t know)

99=(Does not apply)

G1j. Has your company experienced any difficulties receiving payment in a timely manner?

1=Yes

2=No

98=(Don’t know)

99=(Does not apply)
G2. Finally, we're asking for general insights on starting and expanding a business in your
industry or winning work with state agencies or publi