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When the program commenced in fiscal year (FY) 1991, there were eight partici-
pants. Over time, the roster of participants evolved as firms entered, withdrew,
and/or merged with or were acquired by other firms—frequently fellow Test Pro-
gram participants. The 20 current members participate at either a corporate level
{whercby all of the participating firm’s subcontracting activity 1s covered under
the comprehensive plan), a division level {(whereby all of the subcontracting activ-
ity within a contractor’s division is covered by the comprehensive plan), or at an
operating level {whereby all of the subcontracting activity within an operating el-
ement of a participating firm is covered by the plan).

SUBCONTRACTING PERFORMANCE

In its review, LMI found that Test Program results itnproved impressively be-
tween 1991 and 1996 but have declined since then. Table ES-1 illustrates the ag-
gregate performance of Test Program participants.

Table ES-1. Aggregate Performance of Test Program Participants

FY91
Total (%) SB S0B WOSB
DeD Total $57.053 34% 2.7% N/A
{100)
8 Participants $11,916 12% 9% N/A
{21)
FYa6
DoD Total $47.353 41.8% 5.9% 3.3%
(100)
14 Participants $6,719 36.2% 5.2% 2.5%
(14}
FY0O
LoD Total $54,858 39.3% 5.3% 4.2%
(100)
20 Participants $17,522 29.4% 4.2% 2.7%
(32)

In FY91, DoD prime contractors awarded approximately $57 billion in subcon-
tracts to large and small businesses.” The original eight participants accounted for
21 percent of the DoD total and awarded 12 percent of their subcontracts to small
businesses and a miniscule 0.9 percent to small disadvantaged businesses. By

' The Department did not teport on subcontracts awarded (o women-owned small businesses
until 1996,
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Executive Summary

FY96, the 14 participants awarded 36.2 percent of their subcontracts to small
husinesses. This level reflects a three-fold increase over the FY91 performance.
More importantly, SDB subcontracting grew impressively, exceeding the statuto-
ry 5 percent minirnum. By FY00, the share of the DoD’s total subcontracting
owned by the now 20 participants rose from (4 to 32 percent, but their subcon-
tracting performance declined. SB subcontracting as a percentage of the partici-
pants’ total fell from 36.2 percent to 29.4 percent. The same relationship holds
true for the SDB subcontracting performance, which declined from 5.2 to 4.2 per-
cent,

FACTORS AFFECTING SUBCONTRACTING
PERFORMANCE

It 1s LMI's view that this recent decline in the participants’ subcontracting per-
formance is largely attnibutable to several factors.

First, there is an insufficient supply of certified small disadvantaged and HUB-
Zone husinesses available to meet SDB and HUBZoene subcontracting goals.
Without an adequate supply of certified businesses, i1t is unlikely that subcontract-
ing performance will improve in either of these subcontracting categories.

The DoD’s use of systems integrators—prime confractors that manage major
weapons systems development projects—bas adversely affected subcontracting
performance by increasing the number and size of large business subcontracts.
Related to this shift toward the priime contractor acting as & systems Integrator, are
the rise in directed-source procurements and teaming agreements. These procure-
ment practices adversely affect SB subcontracting performance by *“fencing off”
large pertions of the competitive subcontracting dollars that otherwise might be
available for small businesses.

Test Program participants also noted that the increasing complexity of the tech-
nology employed in weapons systems has excceded the capabilities of small dis-
advantaged and HUBZone firms. The DoD implemented its Mentor-Protégé
Program to address this concern, but Test Program participants reported that tech-
nological advances limit subcontracting opportunities for small businesses.

Test Program participants also indicated that their SB suhcontracting performance
suffers when corporate buyers consolidate requirements for products and services
such as office supplies, janitorial services, and travel services, into nationwide
contracts. This practice results in “corporate bundling,” with a single, large busi-
ness source displacing SB subcontractors.

In addition, Test Program participants reported that mergers and acquisitions af-
{ected their SB subconiracting performance in several ways. First, turbulence en-
sues while corporate cultures meld, financial accounting systems merge, and
procurcment practices change as firms learn to act as one, Second, after a merger



or acquisition, the acquiring firm can be saddled with a much larger supply base
with lower §B participation on DoD contracts.

RECOMMENDATIONS

To improve the subcontracting performance of Test Program participants, LMI
makes the following recommendations.

LMI recommends that the DoD Small and Disadvantaged Business Utilization
{(SADBU) office consider a revision to the Test Program that would provide for
greater involvement by the Program Management Offices (PMOs) that the Test
Program participants have as customers. To effect this change, the DoD SADBU
office may consider requiring that PMOs endorse the subcontracting plans as ap-
propriate. A gradual introduction of this proposal—first requiring it of the PMOs
of the consistently poor performers—may limit resistance to this initiative.

A second related initiative would require the major weapons systems PMOs to
report on SB subcontracting performance on their systems. An annual report akin
to the Standard Forin (§F) 294 that provided visibility on §B subcontracting lev-
els would enable the DoD SADBU olfice to identify which major weapons sys-
tems procurements were providing the fewest subcontracting opportunities for
small businesses. By making this recommendation a Contract Data Requirements
List (CDRL) item, the Test Program participants would not be reluctant to ac-
commodate this additional reporting burden.

LMI recommends that the DoD) SADBU office consider establishing a roundtable
of stakeholders, to identify solutions to SDB and HubZone firm certification is-
sues. To boost the number of certified finms, tax credits or signing bonuses might
serve as incentives to Test Program participanis. The certification of small disad-
vantaged and HUBZone firms is a perplexing problem that will require a collabo-
rative solution from government, Test Program participants, small disadvantaged
businesses, and HUBZone contractors. In addition, LMI recommends that Test
Program participants report their minority business enterprise (MBE) data. In
light of the decline in certified SDBs, this information will further enhance the
DoD SADBU office’s understanding of the extent of SB subcontracting per-
formed by Test Program participunts.

LMI recommends that the DoD SADBU office consider a thrust initiative {or at
least 5 percent of participants’ teaming subcontract expenditures to be awarded to
small businesses. Teaming partners differ from other subcontractors in that they
have a special relationship with the prime contractor. They have greater access to
acquisition specific information than non-teaming partners do and a higher proba-
bility of being awarded subcontracts. To the extent that SB participation boosts
their past performance qualifications in future source selections, Test Program
participants will benefit as well.
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Executive Summary

LMI recommends that the DoD SADBU office consider requiring all participants
to provide reasonable visibility of subcontracting performance information to the
DoD SADBU office and to the Defense Contract Management Agency (DCMA).
At a minimum, participants should provide data on subcontracting performance at
the division level {for corporate participants) and for major program activity (for
division- or corporate-level participants). Any request from DoD for increased
visibility should be reasonable and should not place any undue administrative
burdens on Test Program participants.

To promote greater high-tech subcontracting opportunitics for small businesscs,
LMI recommends that the DoD SADBU office redirect the guidance regarding
targeting two industry categories toward subcontracting in high-tech areas. LMI
recommends that the DoD consider using the thrust initiative process to phase in
this imitiative. Furthermore, LMI recommends using the DoD SADBU Mentor-
Protégé Program as a vehicle to offset possible participant expenditures related to
this initiative. Additionally, LMI recommends that Test Program participants be
required to report the dollar value of their research and development subcontracts
to small businesses. LMI believes that this information has great utility as a ba-
rometer of high-tech work performed by small businesses.

LMI recommends that the DoD SADBU office establish guidance on the account-
ing of directed-source procurements on participants’ SF295 reports. This guidance
should permit program participants to deduct the dollar value of directed sources
from their annual subcontracting baselines. LMI further recommends that justifi-
cation for directed-source procurements be made in written form (e.g.. in a letter,
contract language, or drawings and specifications).

LMI recommends that the Do) SADBU office consider a revision to the Test
Program that would require the renegotiation of comprehensive subcontracting
plans. This amendment provision would enable participants and the DoD to react
to major contract awards that occur after completion of negotiations. The DoD
SADBU office should consider establishing procedures that mandate a renegotia-
tion whenever “late™ awards increase a participant’s projected annual revenues by
15 percent.

LMI recommends that the DoD SADBU office consider establishing an annual
meeting with Test Program participants and DCMA representatives to vet thrust
initiatives and other developments affecting Test Program Participants’ perfor-
mance prior to the negotiation of comprehensive subcontracting plans. This event
would speed the dissemination of the initiatives, enable Test Program participants
to implement the initiatives more quickly, and serve as a forum where DoD offi-
cials and Test Program participants could exchange ideas, best practices, and les-
sons learned.

LMI recommends that the DoD SADBU office encourage the senior acquisition
executives for the Department of the Army and the Department of the Navy to
designate contracting activities to support the Test Program.
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LMI recommends that the DoD SADBU office consider a revision to the Test
Program that would permit the removal of Test Program participants that perform
poorly. Criteria defining what constitutes poor performance might include the re-
peated failure to attain SB subcontracting goals for three consecutive fiscal years
as well as failure to implement thrust initiatives. The DoD SADBU office should
consider developing a notification process to afford participants the opportunity to
reenergize their efforts and an appeals procedure to protect process integrity. The
notification process should provide adequate time for atfected participants to chal-
lenge the DoD’s decision.

LMI recommends that the DoD SADBU office consider requiring that partici-
pants track administrative savings (based on the number of SF294s that would
have been completed) and the cost and results of their outreach activities. Partici-
pants should report these results annually in their subcontraciing plans.

Finally, LMI believes that the DoD SADBU office should limit enrollment to the
existing 20 participants {or the time being. Enrollment could be opened once
changes have been made to improve the performance of the current Test Program
pariicipants.
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Table 1-1. Test Program Participants

Tenure
Participant In Cut Status
Litton—Ingalls Shipbuilding Division FYO91 FY97 Division
Unisys—Paramax Systems FYg1 | FY95 Division
Martin Marietla Electronics and Missiles FY91 | FY95 Division
McDonnell Douglas Helicopter FY91 FYa5 Division
Boeing FY91 | N/A® | Corporate
Bell Helicopter Texiron FY91 N/A Division
Lockheed Martin Aeronautics Company, Marietta FY91 N/A Division
General Electric Aircraft Engines FYa1 N/A Division
Northrop Grumman Electronic Systems and Sensors FYga N/A Division
Sector—Defensive Systems Division, Rolling Meadows
Raytheon E-Systems, Greenville Division FY96 | FY98 Division
Huhges Aircraft FY98 | FY97 Division
Rockwel! Collins FYyg7 | FY99 Division
Lockheed Martin Information Systems FY96 N/A Division
Lockheed Martin Missile and Fire Control, Grlando FYge N/A Division
Harris Government Communications Systems Division FYg6 N/A Division
Sikorsky Aircraft, a Division of United Technologies Cor- FY96 N/A Division
poration
Pratt and Whitney Government Division of United Tech- FY96 N/A Division
nologies Corporation
Hamilton Sundstrand, a Division of United Technologies FYg6 N/A Division
Corporation
Lockheed Martin Aeronautics Company, Fort Worth FY96 N/A Division
Raytheon E-Systems, Garland Division FY97 FYa8 Division
Northrop Grumman Electronic Systems, Baltimore FY97 N/A Division
Lockheed Martin Missile and Fire Control, Dallas FY97 N/A Division
Textron Systems, a Textron Company FY97 N/A Division
TRW FY97 N/A Division
Honeywell Sensor Guidance Products, Guidance and FY97 N/A Division
MNavigation Operation
Nerthrop Grumman Air Combat Systems, El Segundo, FY98 N/A Livision
California
Lockheed Martin Missiles and Space FY99 N/A Division
Raytheon FY99 N/A Corporate

® Firms with no designated “Out” years are currently participating in the Test Program.







ORGANIZATION OF THIS REPORT

The report is organized into nine chapters and one appendix. Following this intro-
ductory chapter is Chapter 2, which hriefly discusses the legislative history. Chap-
ter 3 describes the aggregate performance metrics of Test Program participants.
Chapter 4 identifies the most important factors that affect subcontracting perfor-
mance. Chapter 5 estimates the administrative costs avoided by participants and
describes their outreach activities. Chapter 6 describes the negotiation process and
reviews programn oversight mechanisms. Chapter 7 highlights “hest practices.”
Chapter 8 identifies our findings. Chapter 9 makes recommendations regarding
ways to improve participant performance and Test Program administration. Ap-
pendix A details the individual performance of Test Program participants.






With the objective of increasing the participation rate of small businesses in De-
fense subcontracting, Congress directed the Secretary of Defense in Section 834
of Public Law 101-189, the National Defense Authorization Bill for 1994, to es-
tablish a Test Program for Negotiation of Comprehensive Small Business Subcon-
tracting Plans. Congress authorized the Test Program to determine whether the
negotiation and administration of comprehensive small business subcontracting
plans would increase subcontracting opportunities for small business concems
under DoD contracts. The test performance period was three years, commencing
on October 1, 1990.

Section 834

As originally passed, Section 834 authorized each of the Military Departments
and the Defense Logistics Agency to negotiate comprehensive suhcontracting
plans with Delense firms. Instead of establishing small business subcontracting
goals on a contract-by-contract basis as was done hefore the passage of Seciion
834, participants negotiated annual goals for the entire firm or for one or more of
its divisions or operating locations, depending on how the firm structured its par-
ticipation. According to the legislation, the intent of the Test Program was to
“...determine whether the negotiation and administration of comprehensive small
business subcontracting plans will result in an increase in opportunities provided
for small business concerns under Department of Defense coniracts.™

With respect to candidate firms, the legislation required that, during FY&9. they
receive payment of at least $25,000,000 on ai least five Defense coniracts. Upon
acceptance of a negotiated plan, participants were exempt from developing sub-
contracting plans on individual Defense contracts. Finally, Section 834 subjected
participants to liquidated damages for failure to make a good-faith effort to com-
ply with their company-wide plan or the goals specified therein. Unfortunately,
Section 834 did not define what was meant by the phrase “...increase in opportu-
nities provided for small business concems...”.

THE TEST PROGRAM’S EVOLUTION

The first significant change to the Test Program occurred with the passage of Pub-
lic Law 101-574.% Section 402 of this statute suspended the payment of liquidated
damages under comprehensive subcontracting plans. Detense prime contractors
had been reluctant to partictpate in the Test Program given the potential for a siz-
able damages award under a corporate- or division-wide ptan.®

¥ Section 834 of the National Defense Anthorization Act tor Fiscal Year 1990, Public Law
LO1-189.

4 Section 402 ot the Small Business Administration Reauthorization and Amendments Act of
1990, Public Law §{}1-574.

¥ Interview with Small and Disadvantaged Business Utilization staff, October 26, 2001.
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Legislative History

Section 805 of Public Law 102-484 was the first of several legislative extensions
to the program.® This section extended the test performance period for one year,
from September 30, 1993 to September 30, 1994. Subsequently, the Federal Ac-
quisition Streamlining Act of 19947 extended the Test Program performance peri-
od again. Section 7103 of this statute added four more years to the program,
extending the performance period to September 30, 1998.° Section 811 of Public
Law 104-106 vshered in more changes to the Test Program.

The original statutory language of Section 834 described the program’s purpose
as ““...demonstration projects to determine whether the negotiation and admin-
tstration of comprehensive smalt husiness subcontracting plans will result in an
increase in opportunities provided for small business concerns under Department
of Defense contracts.” In contrast, the Defense Authorization Act of 1996 ex-
pressed the program’s purpose as **...demonstration projects to determine whether
the negotiation and administration of comprehensive suhcontracting plans will
reduce administrative burdens on contractors while enhancing opportunities pro-
vided under Department of Defense contract for small business concerns...” This
restatement of the program’s purpose imposes an additional factor to assess—the
reduction of administrative burden—in measuring the program’s success.'” The
statute lowered participation requirements as well. Prime contractors now needed
to demonstrate that in the preceding fiscal year they had been awarded at least
three contracts with a combined award value of $5,000,000.

Two other statutes have altered the program. Section 822 of Public Law 1{}5-85
extended contract coverage for participants to subcontracts entered into under De-
tense prime contracts as well as subcontracts.'' After the passage of this legisla-
tion, Test Program participants were now also able to include suhcontracts that
they awarded to SBs under subcontracts that were awarded to them by other Test
Programn participants. Before the passage of this stature, such awards were ex-
cluded from reporting under the Test Program. This statute also extended the pro-
gram’s performance period to September 30, 2000. Finally, the National Defense
Authorization Act for Fiscal Year 2000 extended the performance period to Sep-
tember 30, 2005."

® Section 805 of the National Defense Authorization Act for Fiscal Year 1993, Public Law
102-484.

" Public Law 103-355.

¥ Section 7103 of the Federal Acquisition Streamlining Act of 1994, Puhlic Law 103-3535,

® Section 811 of the National Defense Authorization Act for Fiscal Year 1996, Public Law
104-106.

o Unfortunately, this statute did not require Test Program participants to irack their adminis-
trative cost savings.

"' Section 822 of the Naticnal Defense Authorization Act for Fiscal Year 1998. Public Law
105-85.

? Section 817 of the National Defense Authorization Act for Fiscal Year 2000, Public Law
106-65.
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CONCLUSION

Congress gradually has sought to boost small business participation in govern-
ment contracting. First, legislation introduced the requirement for suhcontracting
plans. This was followed by legislation requiring percentage goals for small busi-
ness categories. With the passage of Public Law 101-189, the National Defense
Authorization Bill for 199(), a Test Program for the negotiation of comprehensive
suhcontracting plans replaced the negotiation of individual plans for Test Program
participants. The Test Program’s original intent was to determine whether the ne-
gotiation of comprehensive small business subcontracting plans would increase
subcontracting opportunities for small business concerns under DoD contracts.

The Test Program has evolved through the passage of subsequent statutes, The
liquidated damages clause was suspended, and the Program’s performance period
was extended four times—with the final extension setting September 30, 2005, as
the end of the current performance period. The reduction of administrative burden
was added to the Program’s purpose, participation requirements were reduced,
and contract coverage was extended to subcontracts entered under Defense prime
contracts.

2-4






directly assesses whether a participant’s SB-related subcontracting activity is in-
creasing—the Test Program’s objective. Second, we measure their actual perfor-
mance against their negotiated goals. When a participant’s actual subcontracting
performance, expressed as a percentage, meets or exceeds its subcontracting goal,
also expressed as a percentage, the participant has met its plan’s objectives for
that FY.* To understand how successful the participants have been over time, we
express tbeir goal attainment in percentage terms. For example, 1f a participant
meets or exceeds its SB goals in four out of five years, the participant has an 80
percent success rate. Third, we compare their subcontracting performance to the
performance of non-participating firms. This aggregate measure addresses pro-
gram effectiveness.” In keeping with the legislative intent, we would expect that
participants perform better than non-participants do, because under the Test Pro-
gram they are excused from some of their subcontract-related reporting require-
ments. In exchange for this administrative relief, participants conimit to increase
their subcontracting opponunities.

Before tuming our attention to aggregate performance measures, we brielly de-
scribe the data used in this analysis.

Data Used to Evaluate Performance

To measure whether the Test Programi improves subcontracting performance, we
cvaluated the participants’ performance against their negotiated goals, compared
average performance before and after their entry into the Test Program, and
measured their subcontracting performance against the performance of non-
pariicipants. The participants provided most of the data used to conduct our as-
sessment. We obtained copies of the Comprehensive Subcontracting Plans negoti-
ated annually by eacb participant and its DCMA or other departmental
counterpari(s).

The plans contain percentage goals for SB, SDB, and WOSB subcontracting. Par-
ticipants negotiate, with DCMA, mutually acceptable goals, The negotiated goals
are usually greater than the statutory minimums, for DoD subcontracting, of 20
percent for SBs and 5 percent for SDBs and WOSBs. We derived subcontracting
performance data (actual and historical) from several sources.

Participants frequently provide, in their plans, data tables that contain historical
performance data. The Standard Form (SF) 295 that large Defense contractors use
to report their annual subcontracting performance is an important source of sub-

 Data reported by the participants does not support an evaluation of the types or quality of the
subcontracting activittes. Nor do participants record the number of opportunities that they provide
to small businesses.

* Mergers. acquisitions, and divestiture make the tracing of one participant’s subcontracting
performance during its tenure in the Test Program complex. LMI believes that goal attainment
assessments, comparing a parlicipant’s current to past performance, and comparing aggregate per-
formance of participanis to non-participants are the three measures available from which DoD can
assess Test Program progress.






Figure 3-1. Average Performance of Test Program Puarticipants
in the SB Subcontracting Category
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Using a similar approach, we analyzed the participants’ performance in the SDB
subcontracting category. Figure 3-2 depicts the results of our analysis of SDB
subcontracting. Of the 18 participants included in the analysis, 9 participants im-
proved their average performance. Three participants hettered their performance,
on average, from 0 to 0.9 percent; four from 1 to 1.9 percent; one participant im-
proved from 2 to 2.9 percent; and one by at least 3 percent. Unfortunately, nine
participants experienced a decline in this category; however, one third of these
declined over time by less than 1 percent. Participants uniformty complain that
the SDB certification process is depleting the supply of eligible SDBs and conse-
quently, is hampering their ability to meet their SDB goals. The results shown in
Figure 3-2 may suppeort this contention.

Figure 3-2. Average Performance of Test Program Participants
in the SDB Subcontracting Category
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participants achieved their SB goals in FY91.° This achievement trended upward
and peaked in FY96. Since then, it has steadily declined. We observe the same
results in the SDB and WOSB categories.

Figure 3-4. Aggregate Goal Attainment Bused on Negotiated Goals
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When we compare the participants” performance 1o statutory goals, which are
fower than negotiated goals, the picture improves as Figure 3-5 suggests. Using
these metrics, we see that participants met their SB goals 100 percent of the time
between FY93 and FY97. While performance declined just as 1t has under the ne-
gotiated goals, the decline was not nearly as severe. Similarly, the decline in 1he
SDB business trend line is not as steep. In the period FY97 through FY0O, partie-
tpants operating under negotiated goals met them less than 40 percent of the time.
Using the statutory 5 percent goals for SDBs, the participants performed at or
close to the 50 percent level. Interestingly, the relationship between the negotiated
and statutory goals does not hold true for WOSB goals, because negotiated goals
for WOSBs were nitially set slightly lower than the 3 percent statutory minimnuimn.
Hence, using the statutory goal pushes the WOSB trend line down relative to the
negotiated trend line for this category.

* Only four of the original eight participants thar are included in the FY91 cell were siill in the
program in FY00.






Table 3-1. Aggregutre Performance—Participants Compared to Non-Participants

FY91
Total (%) S8 SDB WOSsB
DoD Total $57,053 34% 2.7% N/A
{100)
8 Participants $11,916 12% .9% N/A
(21}
Non-Participants $45,137 40% 3.1% N/A
(79)
FY96
DaoD Total $47,353 41.8% 5.9% 3.3%
(100)
14 Padicipants $6,719 36.2% 5.2% 2.5%
(14)
Non-Participants 340,633 42 7% 6% 3.4%
(86}
FY00
DoD Total $54,858 39.3% 5.3% 4.2%
(100)
20 Participants $17,522 29.4% 4.2% 2.7%
(32)
Non-Partictpants $37,336 44% 5.9% 5%
(68}

In FY91, DoD prime contractors awarded approximately $57 billion in subcon-
tracts to large and small businesses. Thirty-four percent of the DoD total was sub-
contracts awarded to small businesses, and 2.7 percent of the total awards were
subcontracts to small disadvantaged businesses. The Department did not report on
subcontracts awarded to women-owned small businesses. The original eight par-
ticipants accounted for 21 percent of the DoD total and awarded 12 percent of
their subconiracts to small businesses and a miniscule 0.9 percent to small disad-
vantaged businesses. These results do not compare favorably to the performance
of the non-participants. They awarded 79 percent of all suhcontracts (in dollar
terms), of which 40 percent flowed to small businesses and 3.1 percent to small
disadvantaged businesses.

The Test Program’s most successful year was FY96, when the then 14 partici-
pants awarded 36.2 percent of their subcontracts to SBs. This level reflects a
three-fold increase over the FY91 performance. More importantly, SDB subcon-
tracting grew impressively, exceeding the statutory 5 percent minimum. Unfortu-
nately, the participants’ performance did not exceed the non-participants’, nor did
it exceed the DoD total. The FY(O performance is even less encouraging.












Adarand Constructors Inc. v. Pefia.” The court ruled affirmative-action programs
must be “narrowly tailored™ to counter actual discrimination. Before this ruling,
small businesses could self-certify and be counted as small disadvantaged busi-
nesses on subcontracting reports. Under the new procedures introduced in Octo-
ber of 1999, Test Program participants cannot take credit for SDB subcontracts
unless these subcontracts are awarded to certified firms.

Since October 1, 1999—the first year of the SDB certification requirement—one
Test Program participant saw the number of SDB suppliers fall from 3.200 to 900,
a 72 percent drop. Another participant reported that two-thirds of the previously
self-certified SDBs remain uncertified. During this same period, one participant
realized a 92 percent drop in SDB doliars because of the lack of certified small
disadvantaged businesses.

Some participants have yet to experience significant declines in their SDB suppli-
er base or reported suhcontracting dollars because they can still report self-
certified small disadvantaged businesses, for prime contracts awarded before Oc-
tober 1, 1999, As these older contracts expire, these participants expect to see
their SDB subcontracting performance deteriorate further. All but one participant
have continued to do husiness with good performers, regardless of their certifica-
tion status. Participants that have continued to do business with uncertified smail
disadvantaged businesses are now accounting for them under the SB category ra-
ther than as small disadvantaged businesses.

Unfortunately, the certification process is so burdensome that small businesses
often are reluctant to become certified. LMI’s interviews with participants sur-
faced numerous complaints and problems with the certification requirement as
well. They ranged from “too difficult, time consuming, and costly,” to “too pain-
ful, intrusive, and discriminatory.” Some participants observed that uncertified
small disadvantaged businesses must bear all certification costs, and many small
businesses do not perceive certification as a good investiment. When they ask
“what’s in it for my firm?” most Test Program participants respond that SDB cer-
tification does not guarantee more business. This response, in the words of one
participant, “does not provide an incentive to uncertified SDBs to spend the time
and money to become certified.”

A few participants were critical of the Small Business Administration (SBA) for
not doing more to inform small businesses about certification requirements.
Moreover, some questioned the $750,000 net worth requirement” imposed on
SDBs as being too low. Indeed, some participants noted that there is an inherent
business risk associated with firms having such a low net worth.

* Adarand Constructors, Inc. v. Peia, 515 US 200 (1995).

¥ LMI believes that an unknown percentage of these small disadvantaged businesses do not
undergo certification because they cannot meet the certification requirements.

* See 13 CFR Part 124, subpart B. The net worth of each individual upon whom the certifica-
tion 1s based does not exceed $750,00 after taking into account the applicable exclusions set forth.
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opment, management, and eventual delivery of a large weapons system. Shifting
these management responsibilities from the government to the prime contractor
represents a significant departure from traditional procurement strategies em-
ployed by DoD until the late 1980s. While LMI does not attribute the diminution
in SB subcontracting entirely to this practice, it is apparent that this shift has af-
fected the results that Test Program participants report.

First, for the system integrators among the Test Program participants (Boeing,
Lockheed Martin, Northrop Grumman, and Raytheon). the size of the contract
awards has increased substantially. Before this shift, the prime contractor was re-
sponsible for a major systems component such as the avionics package or the pro-
pulsion system—the contract awarded for that component could be large but not
as large as the contracts awarded for the entire system. Since the adoption of the
sysiems integrator strategy. the contract awards to the prime coniractors are much
larger, and some of the subcontracts awarded under these contracts are large as
well because they are for major subsystems (avionics, engines, airlrames, etc).
This approach makes goal attainment more difficuli for system integrators be-
cause their subcontracting base balloons with each large award.

A second consequence resulting from the use of thbe systems integrator approach
to contracting is that the size and the complexity of the first-tier requirements (the
major subsystems), result in subcontract awards {o other large businesses, Test
Program participants such as Harris Corporation, Honeywell, and Hamilton
Sundstrand. These awards further complicate goal attainment [or the systems in-
tegrator while dinunishing opportunities for simall businesses. Finally, Test Pro-
gram participants are required to accept each other’s comprehensive plans instead
ot developing specific subcontracting plans tailored to the subcontract awards
made under these systems integration contracts. This approach obscures tbe SB
subcontracting activity because Test Program participants acting as first-tier sub-
contractors do not report SF294 data to the prime contractor.

DIRECTED-SOURCE PROCUREMENTS

The majority of Test Programn participants cited the practice of directed-source
procurements as another factor reducing subcontracting opportunities for small
businesses. This practice occurs when the DoD directs a prime contractor to use a
particular subcontractor’s—usually a large business subcontractor’s—product or
service. The net result [or the participating contractor is a reduction in available
subcontracting opportunities for small businesses. FY02 is the first year in wbich
participants have had the option of identifying, in their comprehensive subcon-
tracting plans, directed-source procurements and their impact on participants’ SB
subcontracting performance. Only 3 of the 19 participants took advantage of this
option. One participant submitted a plan showing 40 percent of its SB dollars af-
{ected by directed-source procurements; a second participant reported a 39 per-
cent impact; while a third participant reported a 25 percent impact.
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teaming partners; leaving limited opportunities open for competitive procure-
ments. For example, one participant reperted that only 8.9 percent of one of its
systemn’s subcontracting dollars were available for competitive subcontracting be-
cause of prior teaming agreements, and only 23 percent of this participants sub-
contracting opportunities are competitive. The result for Test Program participants
is that teaming arrangements can have an adverse tmpact on a participant’s SB
subcontracting performance.

PROGRAM MANAGEMENT OFFICE INVOLVEMENT

Related to direcied-source procurements and teaming arrangements is the role that
the participants” primary customers—the program management offices (PMOs)—
play in fostering goal attaininent. To the detriment of the Test Program, the PMOs
do not appear to be sufficiently interested in the performance of Test Program
participants, as perhaps they need to be, 1o ensure that participants meel or exceed
program goals. Participants mentioned repeatedly that their focus was their cus-
tomers’ requirements and that their customers never asked them about their Test
Program performance. As one participant pointedly stated, "My cusiomer never
said that he would not buy more of my products, if I did not make my Test Pro-
gram goals,” If one accepts the premise that businesses survive by responding to
the needs of their customers, it is not difficult to imagine how instrumental the
PMOs could be in maximizing the performance of Test Program participants.

TECHNOLOGICALLY COMPLEX REQUIREMENTS

According to participants, the continued evolution of complex technology is mak-
ing it more difficult to subcontract with small businesses. New weapons systems
and aviation technologies continue to evolve, but participants assert that the sup-
ply of small businesses capable of supporting these technologies has not kept
pace. While these problems are commeon among the Test Programn participants.
the DoD faces similar problems when awarding contracts at the pnime level, par-
ticipants say. Participants also believe HUBZone SBs, SDBs, WOSBs, and Ser-
vice-Disabled Veteran-Owned SBs are the most likely to suffer from the DoD’s
increasingly complex and specialized requirerments.

DOD THRUST PROGRAM INITIATIVES

DoD Thrust Program Initiatives’ impinge on subcontracting performance, partici-
pants say, because they “arrtve too late in the negotiation process.” Participants
contend that the earlier they know what the thrust initiatives are, the belter themr
position to finalize their subcontracting plan negotiations. And, they argue, the
better their position to implement these initiatives at the start of the fiscal year.

® The thrust initiatives vary but usually include new activities or subconiracting categories that the
Departmient wants Test Program participan o o ’ | o current
Thrust Program Initiatives can be viewed a
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subcontracting base. If the acquired firm’s SB subcontracting performance is
strong, the acquirer’s division- or corporate-wide reporting will show positive re-
sults. On the other hand, if the acquired firm’s subcontracting performance is
weak, it will diminish the acquirer’s reported SB subcontracting performance.

Merger and acquisition activity may impact subcontracting reporting in other
ways as well. An inter-company agreement—a contract to provide prod-
ucts/services between separate business units within the same firm—may impact
subcontracting performance as a result of merger and acquisition activity. For in-
stance, using an inter-company agreement, one business unit may supply a second
with avionics subassemhlies. Test Program participants do not report transactions
under an inter-company agreement because they are internal and not directly re-
lated to the firm’s subcontracting performance. However, if the firm sells the
business unif that provided the subassemblies to another large business and now
buys them from this large business, the buyer’s SF295 report must show this ac-
tivity as an increase in its large business subcontracting. This is due to the busi-
ness unit’s change from an in-house supplier to a business unit in a different large
business.

CONCLUSION

Several factors may affect participant’s subcontracting performance in the Test
Program. SDB certification is the most challenging external problem. Because of
the requirement for SDBs to certify, participants see little chance in reversing the
deterioration in SDB subcontracting performance. Some participants have not yet
begun to experience this decline—because they may still report on awards to
SDBs that self-certified before October 1999. For similar reasons, HUBZone cer-
tification also contributes to a decline in Test Program participants’ subcontract-
ing performance.

The DoD’s use of systems integrators, prime contractors that manage major
weapons systemn’s development projects has adversely affected subcontracting
performance by increasing the size of the participant’s subcontracting base and
the numher and size of large business suhcontracts as weli.

Often DoD directs work to large contractors, participants say, but SBs seldom get
work directed their way. Thus, according to participants, directed-source pro-
curements are harming their SB subcontracting performance.

Teaming agreemcnts also have affected participants’ SB subcontracting perfor-
mance. Because such agreements increase subcontracts to large businesses and
leave fewer opportunities for small businesses.

Another concern participants raised pertains to the problem ot matching their re-
quirements with the capabilities of SDBs, HUBZone, and other SB contractors.
While the DoD has programs in place to address this concern, participants said
technology nonetheless is advancing faster than these firms can keep up.
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A major objective of the Test Program is that participants devote program savings
to increasing opportunities for small, small-disadvantaged, and women-owned
small businesses. LMI estimates the costs avoided by Test Program participants
using the procedures described below because Test Program participants are not
required either in statute or by regulation to capture and retain data that would
permit us make such a determination.

ESTIMATING COST AVOIDANCE SAVINGS FOR TEST
PROGRAM PARTICIPANTS

We estimated contractor savings from the Test Program by calculating the costs
avoided by submitting a comprehensive subcontracting plan and biannual SF295s
versus individual subcontracting plans and related SF294s for each qualifying
contract award. The essential data required to make this estimate are the numher
of SF294s and subcontraciing plans that the Test Program participants would file
in a year absent the Test Program and the effort (person hours) and the associated
hourty cost required to complete each submission via the report form SF294.

To estimate the costs avoided by participating in the Test Program, we deter-
mined:

v The number of qualifying contract actions for each participating contractor
in FY00,' and

v The number of individual subcontracting plans and biannual SF294 re-
ports associated with those qualifying contract actions, that each partici-
pating contractor avoids because of its participation in the Test Program.

We also made a “steady state” assumption; i.e., equal numbers of qualifying con-

tract actions occurred in the fiscal years preceding FYO00. Qualifying contract ac-

tions in prior [iscal years give rise to required SF294 submissions in FY00 and in

subsequent years, depending on the duration of the contract’s performance period.
Hence, a contract that comnienced in FY99 and had a 36-month performance pe-

riod would generate contract-reporting activity in FY99, FY00, and FY01.

Once we esiimated the contract reporting avoided by all Test Program partici-

pants, we applied an hourly report-preparation factor and cost to derive overall
program savings (cost avoidance).

Estimating Report Preparation Time

Through interviews with participating contractors, we attempted to obtain data on
the effort involved to submit a subcontracting plan and subsequent reporting re-

' In FY0O, there were 20 participants. We could have chosen any fiscal year between FY91
and FYQO for this analysis. The term “contract actions™ refers to awarded contracts and contract
modifications. We expand on this definition later in this chapter.
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op our estimates.” Table 5-1 contains the data used for our estimate. We explain
how we derived these data in the next section of this chapter.

METHODOLOGY

The total number of contract actions that could be subject to subcontract reporting
are shown in the “Total Contract Actions” column (A) of Table 5-1. We derived
our estirnate from FY(0 contract award data reported in the DD350 database, us-
ing the following assumptions:

v We included the following individual DoD contract actions over
$500.,000:

» Definitive contracts superseding letter contracts

» New definitive contracts

» Individual basic ordering agreement (BOA) orders
» Contract modifications (mods)

> FYO00 indefinite delivery/indefinite quantity (IDIQ) contracts (counted
once per contract, not per action}) if the total ainount of orders placed
against the FY(00 IDIQ contract exceeded $500,000. Orders awarded
in FY 00 against IDIQ contracts from prior years were not counted
since it 1s assumed that any subcontracting plan would have been pre-
pared in the year the basic contract was awarded.

Most of the actions included in our estimate ol contract actions are mods, BOAs,
or definitive contracts. There were only a few IDIQs compared to the other trans-
actions. Ten of the companies had no IDIQs.

The “All Mods” column (B) is the total number of modifications that are included
in Column A. The “Unique Contracts” column (C} is the count of contracts in
column (A} having one or more mods in FY0O.

The number of required reports is estimated on the conservative assumption that
each mod does not result in an additional reporting requirement, The “Adjusted
Total Actions™ column (D) makes this calculation by eliminating all actions that
represent multiple modifications to any one contract; 1.e.:

Column (A) - Column (B) + Column (C).

* Since the participant interviews provided iinprecise estimates of the number of contract ac-
tions bypassed and amount of reporting time avoided, we estimated the number of contract actions
that would have required reporting but for the fact that the firm participates in the Test Program.
The DD350 database lists alt DoD contract actions in excess of $25.000 every fiscal year.
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Estimating Benefits

We estimated program benefits assuming that the level of activity found in FY00
is representative of preceding and future years (our steady-state assumption). Us-
ing this assumption, we can apply what we learn about FY0( in Table 3-1 to all
other fiscal years.

First, we have 1,758 unique contracts and mods {the Column D total), each of
which would have required a subcontracting plan in the year of the award, as well
as 8,934 SF294s that would have heen suhmitted hy Test Program participants
over the next several years (the Column E total). The Column F (subcontract
plans plus SF294s required over the life of the contract actions in Column D) total
represents the workload avoided by the participants becausc tbey are in the plan.

Next, we calculated an average of the period of performance (in years) for all con-
tract actions. We performed this calculation by first dividing the Column E total
by the Column D total (8,934 + 1,758). We took this tesult (5.08) and divide it by
two, since there are two SF294s required annually. We rounded down our quo-
tient of 2.54 to 2.5 years, which is the average period of performance for all con-
tract actions found in Column D.

Then, we applied this average performance period of 2.5 yeurs to our estimated
SF294 workload. To do this calculation, we assumed that the Column E total rep-
resents 100 percent of the SF294 workload that participants avoid by being in the
program. We know that the average period of performance of that workload 15 2.5
years, so we divided 100 percent by 2.5 years to denive the workload percentage
that can be accomplished in a fiscal year:

100 percent + 2.5 = 4(} percent.

This implies that 40 percent of the SF294s, or 3,574 SF294s, are avoided in
FY00; another 40 percent are avoided in FY01: and 1,787 SF294s, or the remain-
ing 20 percent, in FY(2.

Using this logic and assuming similar activity in all preceding years (our steady-
state assumption), in FY00 the number of avoided SF294s is 3,574 from activity
in FY0Q; plus 3,574 {or 40 percent) from activity in FY99 that—because of the
2.5 year average performance period—is still being reported on, plus 1,787
SF294s (or 20 percent) from contract actions originating in FY98, for a total of
8.935 avoided SF294s in FY00." The steady-state assumption enables us to apply
the results for one fiscal year to all fiscal years.

Finally, we added the Column E total, 8,934, to the 1,758 subcontracting plans,
for 10,692 reporting actions that the participants avoid hecause of their participa-
tion in the Test Program.

"8.935is greater than Column E total of 8.934 because of rounding,.
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in annual performance reviews or as monetary incentives such as credits to pur-
chase items in the company store.

POLICY AND PROCEDURES TO ENHANCE PARTICIPATION

Participants maintain records to ensure that policies and procedures are imple-
mented. Primary among these records are those that relate to whether desirable
contractors are solicited and, if not, why they have not been asked to participate.
Thus, buyers are obligated to report whether they included small, small-
disadvantaged, and women-owned small businesses in solicitations. In addition,
they usually are required to report why an award was not made when such busi-
nesses are solicited.

Most Test Program participants document whether subcontractors were included
in a solicitation for subcontract awards anticipated to exceed $100,000. There
were several cases of participants with significantly different thresholds. One par-
ticipant documents whether subcontractors are included for awards as small as
$5,000. Another does only when the award is anticipated to exceed $1 million.

Finally, we found one Test Prograin participant who employed an extremely
stringent policy. All subcontract awards anticipated to be less than $100,000 are
set astde for small, small-disadvantaged, and women-owned small businesses.
When three or more subcontractors are capable of satisfying the requirement, the
solicitation does not include large businesses. In the event small and large busi-
nesses compete, the former are given a 10 percent price preference.

Another participant will restrict competition to SDBs and WOSB suppliers when
a sufficient numher of such qualified suppliers are available.

External Inmitiatives

Outreach to the target communities involves several initiatives designed to make
those communities aware of subcontracting opportunities, make Test Program
participants aware of gualified small, small-disadvantaged, and women-owned
small businesses, and enhance the capabilities of subcontractors {rom these cate-
gories. These efforts are described below.

PUBLICIZING SUBCONTRACTING OPPORTUNITIES

All Test Program participants engage in efforts to publicize subcontracting oppor-
tunities. Generally, these eflorts include attendance at conferences, trade fairs, and
refated {unctions and meetings with local minority purchasing councils and smail
business development centers. Most Test Program participants have Web sites
listing pending subcontracting opportunities. Company sttes often are linked to
relevant DoD Web sites.
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efforts increase the capabilities of small, small-disadvantaged. and women-owned
small businesses already doing business witb the prime contractor. This is con-
sistent with an industry trend to work with fewer suppliers.
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v

Pursue at least one new subcontract award with an eligible Indian-Owned
entity in accordance with the Indian Incentive program provisions of FAR
Subpart 26.1.

Enter into at least one new mentor-protégé agreement with a protégé that
currently is not part of the program,

Pursue at least one Minority Institution or Historically Black College or
University to perforim as a subcontractor.

Increase outreach to each of the targeted areas in which the goal was not
achieved in the previous year.

Estahlish a system for addressing small business subcontractors com-
plaints that invoices are not being paid promptlyl

Service Acquisition Executives

Section 811 of Public Law 104-106 (c) authorized service acquisition executives
(SAEs) to designate at lcast three but not more than five DoD contracting activi-
ties to oversee the Test Program. Since the inception of the Test Program one con-
tracting activity, the Air Force’s Aeronautical Systems Center (ACS), Wright-
Patterson AFB, has taken on the oversight role.

The DCMA

The DCMA 1s responsible for negotiating and monitoring the subcontracting per-
formance of the program participants. Participating contractors are assigned to
either DCMA East or -West, depending on their location. ASC, the contracting
activity, provides this authority via a delegation mcmorandum. It requires DCMA

to:

L

v

Establish negotiating teams led by administrative contracting officers
{ACOs) and include a Small Disadvantaged Business Utilization Specialist
from ASC to review all plans and provide comments to the ACO.

Solicit proposed comprehensive subcontracting plans from current and
new participants.

Review, negotiate, and approve comprehensive plans by the end of the
DoD’s fiscal year.

Maintain and distribute copies of approved plans.

Issue change orders to substitute the approved subcontracting plans for
current or new participants.

' See DoD SADBU Web site at hitp://www.acqg.osd.mil/sadbu/.
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v Prepare SF294 and SF295 reports as required.

v Act as a liaison with DCMA, SBA, agency small business representatives,
other customer representatives, and small business assoclations.

v Interface with internal functional departments on small business issues.
v Traio buyers on small-business-related issues.

v Perform outreach to identify new small business sources.

v Participate in “make or buy” reviews.

v Counsel and discuss subcontracting opportunities with current and pro-
spective small businesses.

COMPREHENSIVE SUBCONTRACTING PLAN
NEGOTIATIONS

The comprehensive subcontracting plan negotiation period starts 45 days before
October 1 of each year. During this 45-day period, the participants submit their
proposed plans to the ACOs. The ACOQOs distribute coptes of participants’ pro-
posed plans internally and to sponsoring agencies for review and comment.

The DoD’s SADBU office forwards thrust initiatives to DCMA for incorporation
into negotiations and ultimately the participant’s subcontracting plans.

After ACOs resolve all outstanding issues and obtain approvals, they execute
plans and distribute them accordingly.

Almost all players that have a role in the negotiating process expressed dissatis-
faction that “thrust imtiatives come too late in the negotiation process.” They con-
tended that the lack of timeliness of their submission has caused setbacks in
negotiations and comprehensive subcontracting plan execution.

Thrust imitiatives sometimes are mandatory (e.g., goals for HUBZones,
HBCU/MIs, and Veteran-Owned SBs) but mostly negotiable. Several participants
want initiatives that are more tailored to their local environments. A DCMA rep-
resentative pointed out that the “flexibility to tatlor initiatives works if partici-
pants use this flexibility to address specific deficiencies in their plans.” An
example is tailoring initiatives to areas like HUBZones where participanis are per-
forming poorly.

DCMA Review Process

DCMA’s review process begins with an assessment of the participant’s small
business program administration. DCMA uses Form 640 to evaluate individuat
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6. Does the participating contractor flow down the subcontract plan require-
ment to subcontractors as required under FAR clauses 52.219.8 and
52.219-97

a. Do the participating contractor’s large subcontractors have a subcon-
tracting plan in place?

h. Are records maintained for purchases over $100,000 in accordance
with FAR 52.219-9(d)(11)(i11)?

¢. Have at least 10 purchase orders over $100,000 to large businesses
been sampled, including, if appropriate, some purchase orders over
$500,000, for SB consideration and flow-down?

d. Are records maintained by the participating contractor to evidence cur-
rent supplier business size and status?

7. Does the participating contractor have an effective training program for all
employees that have procurement requirements and source selection re-
sponsibilities, as well as management?

a. Is there an effective recognition program that includes all functional
elements of the organizations involved in the program?

RATING LEVELS

Outstanding

Part {11 of Form 640 requires the DCMA reviewer to assess the participant’s over-
all subcontracting performance and past performance. In Part IV of the form, the
reviewer rates and provides a summary of, and recommendations for, perfor-
mance. DCMA’s’ five performance rating levels are described in the sections be-
low.

In addition to meeting all of the elements for the “highly successful” rating, the
contractor musi{ have made exceptional extra contractual effort to assist, promote,
and utilize SB, SDB, WOSB, and HUBZone businesses in its program. The con-
tractor must be an active participant and have demonstrated a record of success in
one or more optional socioeconomic programs and/or initiatives, such as the Men-
tor-Protégé Program, Indian Incentive Program, HBCU/MI, and Javits-Wagner-
O’Day (JWOD) Program (subcontracting to nonprofit agencies that are affiliated
with NIB or NISH).

* These descriptions are taken from DCM Orlando and St. Petersburg. “*Small Business Liai-
son Otficer Training SBLO 101 Fanuary 24, 2001.
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ers for DCMA rated performance based on a strict interpretation of the perfor-
mance measure, while others took into consideration mitigating circumstances
(e.g., mergers and acquisitions or directed-source procurements) that may have
affected a participant’s subcontracting performance. Under these conditions, par-
ticipants are required to state in writing why they were unable to meet a particular
goal.

According to SBLOs, DCMA’s ratings could affect their performance evaluations
and salary bonuses. They explained that any change, for example, from a rating of
“outstanding™ to “marginal” or “unsatisfactory” could potentially affect their sala-
ries.

As noted previously, DCMA also expressed a need for more visibility of partici-
pating contractors’ subcontracting activities. DCMA would like to see visibility
down to the major divisions or buying activities of participants. This is particular-
ly true for participants that have corporate plans. Some participants have per-
cetved DCMA’s request for greater visibility as going beyond the requirements of
the Test Programm—others have complied, providing subcontracting data at the
program or division level. For corporate plans, DCMA believes they are better
ahle to manage subcontracting performance when the performance results are
broken out by line of business. This, according to DCMA, allows them to better
understand how the individual units are performing and make suggestions {or im-
provement.

CONCLUSION

The major players of the comprehensive subcontracting plan include the DoD and
Military Department SADBUSs, SAEs, DCMA, and the participants” SBLOs. The
Dol SADBU administers the overall subcontracting program for the Department.
Each year, they establish thrust initiatives for the Test Program. These initiatives
serve to enhance small business subcontracting. Thrust initiatives usually are a
combination of statutory requirements and innovative ideas to increase participa-
tion by all SB categories on DoD coniracts. The timeliness of the submission of
thrust initiatives is a major concern for the parties involved in the negotiation pro-
cess.

Military Department SADBUS are sponsors for contractors that want to partici-
pate in the Test Program. They assist them with performance issues, review their
comprehensive subcontracting plans, and provide comments to DCMA. Concerns
raised by Mititary Department SADBUs include the lack of visibility into com-
prehensive subcontracting plans, the lack of a process to amend these plans, and
in some cases poor communications between the Military Department SADBU's
and DCMA.

SBLOs are the DoD’s main point of contact for comprchensive subcontracting
plan matters. Senior management generally appoints SBLOs to manage their pro-
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SMALL BUSINESS COMMITTEES

To turther their SB initiatives, some participants have established SB councils
and/or stecring commitiees. These SB committecs generally set small business
goals for the division or corporation. Through these committees, senior manage-
ment from each operating and commen resource group {e.g., human resources,
public relations, legal, treasury, and purchasing) meet periodically to monitor
their participants’ progress toward SB goals. Small business councils and steering
committees also are excellent forums for discussion of company-wide goals.

EARLY INVOLVEMENT

Somne participants emphasized that, in order to be successful, the consideration of
a SB plan must begin “upstrcam’ in the “make versus buy” process, or during the
engineering and design cycles. This is particularly true for identilying high-tech
requirements that participants say are hard to pin down for small businesses.

INTERNAL OUTREACH

Even with senior management support, many participants believe they must keep
SB objectives high on their functional organization’s “to do list,” for fear of los-
ing their backing. Most participants achieve this focus on SB objectives through
“internal outreach™ (e.g., providing training to functional groups, introducing new
SB sources, and promoting opportunities for small businesses).

One internal outreach approach suggested by soinc participants is to place “mis-
sionaries” in key functional areas. These missionaries are individuals that cham-
pion small businesses. One participant reconnnends its process of assigning
champions for each SB goal (e.g., small disadvantaged business, Women-Owned
Small Business, and Veteran-Owned Small Business goals).

REALISTIC GOALS

Aimost all participants believe that the basis on which SB goals are set must be
realistic information, rather than speculation. Setting realistic goals, participants
contended, is the first step to managing a successful program. Participants typical-
ly set their goals using past performnance and {irm commitiments. One participant
assigns goals down io the major divisions and buying activities.

TRACKING PURCHASE CARD EXPENDITURES

Purchase card expenditures have continued to rise as a percentage of overall ex-
penditures for most participants. Many small businesses are accepting purchase
cards, even though they lose part of each such sale to bank fees. By accepting
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PROVIDE RECOGNITION AND REWARDS

In addition to linking results to the performance evaluations, salaries, and bonuses
for buyers and SBLOs, most participants provide recognition to managers who
exemplify role-model behavior in supporting small businesses. Plaques, certifi-
cates, and even cash awards are examples of recognition and rewards offered to
managers. The result is a greater incentive to support SB goals.

CUSTOMER-DRIVEN INCENTIVES

The majority of participants said customer-driven incentives are helpful motiva-
tors for achieving SB subcontracting results. Participants favor the use of incen-
tives, because they are business drivers that motivate for-profit firms.

Some of the participants singled out the National Aeronautics and Space Admin-
istration’s (NASA’s) use of past performance and incentives' as a best practice. In
comparison to the DoD, NASA’s approach to SB subcontracting was described as
more business oriented. For example, in the preaward stage NASA relies heavily
on the prospective contractor’s past performance. NASA’s policy provides for an
evaluation credit (15 percent of the evaluation, or 150 points out of 1000) to
prime contractors that utilize small disadvantaged businesses in targeted areas.
Participants say this puts offerors on notice that if they want to be successful in
winning NASA awards, they must demonstrate superior past performance. [n the
post award phase, NASA uses an award-fee incentive in its cost-plus contracts to
encourage subcontracting. Five of the Test Program participants are included on
NASA’s top-ten-contractors list.

CONCLUSION

The hest practices described above can be helpful in the successful execution of
comprehensive subcontracting plans. Participating in the Test Program is consid-
ered a best practice because it provides much-needed visibility to small business
initiatives. Senior management support is critical for successful participation in
the Test Program—without it; the program is likely to fail.

Senior management support includes participation in small business council or
steering committees with senior management. These groups work best when they
include participation trom all functional organizations, including common re-
source groups like human resources, public relations, legal, and purchasing. Early
involvement in identifying subcontracting opportunities for smail husinesses is

! Participants in the DoD Comprehensive Subcontracting Test Program are required to delete
FAR 52.219-10, “Incentive Subcontracting Program for Small and Small Disadvanlaged Business
Concerns,” and DFAR 252.219-70035, “Incentive Program for Subcentracting with Smail and
Small Disadvantaged Business Concerns, Historically Black Colleges and Universities, and Mi-
nority Institutions.”
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PMO Involvement

“My customers never ask me about the Test Program, so why should I care about
117" The prestdent of one of the participating firms posed that question to the
firm’s SBLO. LMI helieves that the message underlying that question 1s the key
to understanding the recent decline in the participants’ SB subcontracting perfor-
marce.

The PMOs have significant control over the work participants perform, their fund-
ing levels, and any follow-on or new business they receive. Given this relation-
ship, if participants perceive that Test Program goal attainment has become a
necessary precondition 10 reeeiving follow-on business from the PMOs, they will
make a business decision to either satisfy this requirement or withdraw from the
program. This decision may be costly and therefore difficult because it may force
participants to adjust their “make/buy” allocations. However, if they perceive that
their Test Program suceess is a high priority with their customers, they are likely
to make such adjustments, even those that may atfect their short-term profitabil-
ity. LMI believes that until the PMOs impress upon the participants that subcon-
tracting goal attainment is important to their future livelihoods, SB subcontracting
performance i1s not going Lo improve.

Removal for Consistently Poor Performance

As we discussed in Chapter 1, the first significant change to the Test Program oc-
curred with the passage of Public Law 101-574, Section 402, which suspended the
payment of liquidated damages under comprehensive suhcontracting plans. Since
then, there have been no significant penalties aimed at correcting poor perfor-
mance under the Test Program. In addition, there are no procedures in place [or
removing pariicipants from the Test Program. Consequently, the consistently poor
perforinance of several participants offsets the positive achievements of success-
{ul participants and adversely tmpacts aggregate performance reporiing.

Greater Visibility of Subcontracting Data

We found DCMA representatives do not have access to data on some participants’
subcontracting performance at lower levels within the corporation (e.g., division
or program). According to DCMA, improved visibility of such data would pro-
vide them with a greater opportunity to assess each participant’s goal attainmeit
potential. Furthermore, DCMA believes greater data visibility would allow it to
understand how each participant’s lines of business are performing. [n turn,
DCMA could use this information to tdentify potential subcontracting opportuni-
ties.

Visibility of lower-level suhcontracting performance also is important because it
would help the DoD and Military Department SADBU offices respond to inquir-
ies regarding various contracts. SB subcontracting performance is an area that
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continues to draw questions. Inquiries come from small businesses, their advoca-
cy groups, and even members of Congress. But, according to the SADBUs, the
Test Program does not provide enough useful information from which they can
respond to such inquires.

Guidance on Directed-Source Procurements

In Chapter 4, we described how directed-source procurements often limit oppor-
tupities for small businesses because the DoD directs a prime contractor to use a
particular subcontractor’s—usually a large business subcontractor’s—product or
service. The net result for Test Program participants is a reduction in available
subcontracting opportunities for small businesses, which may severely limit the
participants’ ability to attain their SB goals. Policy guidance outlining what con-
stitutes a directed source for Test Program subcontract reporting purposes may
reduce the adverse affect that directed-source procurements have on the partici-
pants’ subcontracting performance.

Timeliness of DoD Thrust Initiatives

We found DoD thrust initiatives come too late in the negotiation process, unset-
tling negotiations and slowing the execution of these initiatives. Participants con-
tend that the earlier they can prepare, the better their position to tinalize
subcontracting plan negotiations and execute initiatives in support of those plans.

Communications Between DCMA and the Military SADBUs

As we descrihed in Chapter 6, some Military Department SADBUs complained
that they are out of the communications loop with DCMA. We believe this prob-
lem stems in large part from the fact that one contracting activity—the Atr
Force’s ASC—has the contracting lead for the Test Program. While Section 811
of Public Law 104-106(c) authorized the SAEs to designate at least three (but not
more than five} contracting activities to participate in the Test Program, the ASC
currently is the only participating contracting organization. If the other Military
Departinents were to participate per this authorization, communications would
improve between those departments and DCMA.

Amendment Procedures for Comprehensive Subcontracting Plans

As we descrihed 10 Chapter 3, negotiations between the participants and DCMA
representatives occur annually to develop their Test Program plans. However, ex-
isting Test Program guidance does not address the amendment of Test Program
subcontracting plans. Without this policy guidance, plans cannot be amended to
reflect contract awards made after the negotiation of a plan. Nor can they reflect
changes in participants’ business circumstances caused by merger and acquisition
activity.



For DoD contractors not participating in the Test Program, any new awards in cx-
cess of $500,000 (non-construction) or $1,000,000 (construction) require an
amendment to the contractor’s subcontracting plan. Under this circumstance, the
contracting officer is required to renegotiate SB goals before awarding any new
business to the contractor. In contrast, if a major award is made after the negotia-
tion of a comprehensive subcontracting plan under the Test Program, the partici-
pant can determine unilaterally what its SB goals will be for the new award. By
the time the new award is factored into the next year’s comprehensive subcon-
tracting plan, it is too late for any meaningful government negotiations or over-
sight of the prior year’s results.

SDB and HUBZone Certification Requirements

The government’s certification requirements for small disadvantaged businesses
pose limitations that reduce the number of such businesses available to subcon-
tract with Test Program participants. LMI’s interviews with participants surfaced
numerous complaints and problems with the certification requirement. Partici-
pants believe that certification requirements have limited SDB participation.
Some participants have seen significant drops (up to 72 percent) in the amount of
SDB subcontraciing they can repori on their SF295. Most participants attribute
the current decline in their reportable SDB dollars to the federal government’s
certification requirements. Still others have not yet secn significant declines in
this area, partly because they have contracts that were awarded before October 1,
1999 and therefore are not aflected by the new law.

Participants perceive the certification requirements for HUBZone firms to be a
similar problem. They believe the government has established unrealistic re-
quirements and goals for HUBZone firms.

Subcontracting for High-Technology Requirements

Anecdotal evidence drawn fromi our interviews with Test Program participants
suggests that SB firms receive few subcontract awards for high-tech work. This
impression was strengthened by our review of the Test Program subcontracting
plans in which participants describe potential subcontracting work for small busi-
nesses. The participants’ “target industry” categories defined in these plans serve
as a window into the types of work they may subcontract to small businesses.
Each participant is required under the Test Program to identify two industry cate-
gories where small businesses were not previously utilized, and develop and exe-
cute strategics to increase subcontracting awards to small businesses in these
areas. While pariicipants have usually met and sometimes exceeded their goals [or
their “target industry” categories, awards to small businesses have been mostly for
the requirements listed in Table 8-1. The table provides a sampling of the industry
categories for some current and past participants.
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Table 8-1. Industry Categories Targeted by Program Participants

Sample
Number

Category 1

Category 2

Temperature and pressure sensors

Engine cables

Material management

Machining

Electrical aircraft manufacturing

Paper and ailied products

Composite fabrication

Taoling

Fabrication and machining

Telecam networking equipment

Offload machining

Fight safety designations

Passive devices

Wire and cable

Precision moldings

Wire and springs

Magnetics

Ceteciors

Sheet metal

R&D

Machined parts

Printed circuit boards

Forging Sheet metal fabrication
Wire harnesses Facilities
Power components Castings

Wire and cabie harness assemblies

Flight hardware

Etectronic subsystems

Composite paris

Simulation

Circuit card assemblies

Fasteners

Elecirical supplies
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Electrical components

Engineering services

20 Flight safety parts Envirecnmentat control
21 Optics and coatings Power components
22 Sheet metal fabrication Electranic companents

It is not clear whether small businesses are manufacturing some or all of these
products, or merely providing them to participants as distributors.

Small Businesses as Teaming Partners

Not only did we find many small businesses not participating in high-tech areas,
we also found thut few were ever teaming partners with participants.! While this
study did not focus on the reasons for small businesses having a minimal role in
teaming, we suspect that there are economic, risk, and other factors that may limit
their participation in this area,

' LMTI's study did not assess teaming relationships when small businesses are the prime con-
tractor in the relationship. Under this circumstance, small businesses that have access to set-asides
are desirable to large contractors because they provide access to business opportunities that other-
wise would be foreclosed to them.



Because of economic factors such as access to capital, many small firms are una-
ble to attract the kind of financing they need to expand their operations. Furtber-
more, entry into some of the more complex weapons system markets may be
probibitive to most small businesses. Moreover, to enter these markets smali
businesses might not qualify as “small” by SBA standards. As a final point, small
businesses can be perceived as a higher risk because they do not have the finan-
cial wherewithal relative to large businesses. Despite these limitations, a few
small businesses have been selected as teaining partners—but generally, partici-
pants and the requirements organizations have a bias that favors large contractors
for teaming relationships.

Results of Qutreach Activities

The majority of the participants’ comprehensive subcontracting plans lacked data
on both the cost and results of their outreach activities. In their plans, participants
describe what events they attend and/or host to identify small businesses with
which they might contract. They also describe their internal efforts to train and
educate employees and develop funding to assist small husinesses, hut they do not
report on the outcome ol these activities.

Reporting outcomes would benefit both the Department and participants because
both can focus their efforts on those outreach activities that produce the best re-
sults. In addition, Test Program participants could share these successful practices
with their counterparts.

CONCLUSION

Through interviews and analyses we have 1dentified a number of issues leading to
poor SB subcontracting performance by Test Program participants. Some are ex-
ternal, related to the DoD’s management of the program; while others are internal,
related to the participants’ management of their comprehensive plans.

Probably the most important finding related to the DoD’s management of the pro-
groin is the PMOs’ lack of accountability for SB results. Others include the need
for a process to oust poor performers, more visibility of suhcontracting data, and a
clear delinition of directed-source procurements. Thrust initiatives need to be in-
troduced earlier in the negotiation process, and the lines ol communication be-
tween some Military Departments and DCMA could be strengthened. Further, the
Test Program needs processes to amend the comprehensive subcontracting plans,
A final external issue is declining performance due to certification issues for small
disadvantaged businesses and HUBZone firms.

Cur findings related to participants’ management of their comprehensive subcon-
tracting plans inetude the issue that participants subcontract few high-tech re-
quirements to small businesses. In addition, they seldom select small businesses
as teaming partners and do a poor job of describing the results of their outreach.
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lem that will require collaboration from government. Test Program participants,
small disadvantaged husinesses, and HUBZone contractors. At a minimum, to
boost the number of certified firms, tax credits or signing bonuses might serve as
incentives to Test Program participants. In addition, LMI recommends that Test
Program participants report their minority husiness enterprise {(MBE) data. In
light of the decline in certified SDBs, this information will further enhance the
DoD SADBU’s understanding of the extent of SB subcontracting performed by
Test Program participants.

ENCOURAGE TEAMING AGREEMENTS WITH SMALL
BUSINESS

LMI recommends that the DoD SADBU office consider a thrust initiative for at
least 5 percent of participants’ teaming subcontract expenditures be awarded to
small businesses. Teaming partners differ from other subcontractors in that they
have a special relationship with the prime contractor. Also, teaming partners usu-
ally participate in the formulation of the prime contractor’s acquisition stratcgy,
further enhancing the business relationship.

INCREASE VISIBILITY OF SUBCONTRACTING DATA

LMI recommends that the DoD SADBU oflice consider requiring #ll participants
to provide reasonable visibility of subcontracting performance information to the
DoD SADBU office and to the DCMA. At a minimum, participants should pro-
vide data on subcontracting performance at the division level (for corporate par-
ticipants) and for major program activity (for division- or corporate-level
participants). Any request from the government for increased visibility should be
reasonahle and should not place any undue administrative hurdens on participants.

ENCOURAGE HIGH-TECH WORK FOR TARGETED
INDUSTRY CATEGORIES/REPORT R&D

To promote greater high-tech subcontracting opportunities for small businesses,
LMI recommends that the Do SADBU office redirect the guidance regarding
targeting two industry categories toward suhcontracting in high-tech areas. LMI
recommends that the DoD consider a thrust initiative for phasing in this transition.
Furthermore, LMI recommends using the DoD SADBU Mentor-Protégé Program
as a vehicle to offset possible participant expenditures related to this initiative.
Additionally, LMI recommends that Test Program participants report the doltar
value of research and development subcontracts to small businesses. LMI believes
that this information has great utility as a barometer of high-tech work performed
by small businesses.
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Recommendations

PROVIDE NEW GUIDANCE FOR DIRECTED-SOURCE
PROCUREMENTS

LMI recommends that the DoD SADBU office establish guidance on the account-
ing of directed-source procurements on participants” SF295 reports. This guidance
should permit program participants to deduct the dollar value of directed-source
procurements from their annual subcontracting baselines. We further recommend
that justification for directed-source procurements be made in written form (e.g.,
in a letter, contract language, or drawings and specifications).

ESTABLISH PROCESS TO AMEND PLANS

LMI recommends that the DoD SADBU office consider a revision to the Test
Program that would permit the renegotiation of comprehensive subcontracting
plans. This amendment provision would enable participants and the DoD to react
to major contract awards that occur after completion of negotiations. The DoD
SADBU office should consider establishing procedures that mandate a renegotia-
tion whenever “late™ awards increase a participant’s projected annual revenues by
I5 percent.

IMPROVE TIMELINESS AND UTILITY OF THRUST
INITIATIVES

LMI recommends that the DoD SADBU office consider establishing an annual
meeting with Test Program participants and DCMA representatives to vet thrust
initiatives prior to the negotiation of comprehensive subcontracting plans. This
would help to make the initiatives available in time for participants to implement
them in their plans.

DESIGNATE ADDITIONAL CONTRACTING ACTIVITIES

LMI recommends that the DoD SADBU office encourage the SAEs for the De-
partment of the Army and the Department of the Navy to designate contracting
activities to support the Test Program.

INSTITUTE PROCEDURES TO REMOVE POOR
PERFORMERS

LMI recommends that the DoD SADBU office consider a revision to the Test

Program that would perinit the removal of tneffective participants. Criteria defin-
ing what constitutes poor performance might include the repeated failure to attain
SB subcontracting goals for three consecutive fiscal years as well as failure to im-
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plement thrust initiatives. The DoD SADBU office should consider developing a
notification process to afford participants the opportunity to reenergize their ef-
forts and an appeals process where necessary. The notification process should
provide adequate time for affected participants to challenge DoD’s decision.

REQUIRE PARTICIPANTS TO TRACK ADMINISTRATIVE
SAVINGS AND RESULTS OF QOUTREACH ACTIVITIES

LMI recommends that the DoD SADBU office consider requiring that partici-
pants track administrative savings (based on the number of SF294s that would
have been completed) and the cost and results of their outreach activities. Partici-
pants should report these results annually in their subcontracting plans,

LIMIT ENROLLMENT IN TEST PROGRAM

Given some of the findings identified in the previous chapter and the related rec-
ommendations discussed above, LMI believes that the DoD SADBU office
should limit enrellment to the existing 20 participants for the time being. Enroll-
ment could be opened once changes have been made to improve the performance
of the current Test Program participants.
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