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TO FTA FOR FEDERAL FISCAL YEARS 2022 THROUGH 2024
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Introduction

The Arizona Department of Transportation (ADOT) hereby submits its three-year overall Disadvantaged Business
Enterprise (DBE) goal for federal fiscal years (FFYs) 2022 through 2024 to the Federal Transit Administration
(FTA) pursuantto 49 CFR Part 26, section 26.45.

Based on the results of a Disparity Study conductedin 2020 (also provided to FTA) by Keen Independent Research
(KeenIndependent), ADOT proposes a 14.51% DBE goal for FFYs 2022 through 2024 for FTA-funded contracts.
ADOT projects that it can accomplish this goal solely through race-neutralmeans (ADOT outreach, training and
program efforts).

Step 1. Determining a Base Figure — Pursuant to 49 CFR Section 26.45(c)

ADOT began the process of determiningits overall DBE goal by establishing a base figure. Consistent with USDOT
regulations and guidance, ADOT developed availability data as part of a disparity study for FTA-funded contracts
conducted by Keen Independent as part of ADOT’s 2020 Disparity Study. Keen Independent also prepared the
2014 Availability Study, 2015 Disparity Study and 2017 Availability Study for ADOT.

Projections of FTA-funded Contracts. Based oninternalinformation and projections received from subrecipients
in fall 2021, ADOT was able to identify FTA-funded contracting opportunities for FFY 2022 through FFY 2024.
These projections include FTA-funded operations and maintenance as well as capital projects planned by
subrecipients. ADOT assigned a NAICS code to specificcomponents of the capital projects and also projected the
types of spending expected for operations and maintenance contracts. Figure 1 shows the spending by NAICS
code projected forthese three federalfiscal years. .
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Figure1l. ADOTFTA-funded Future Contract Opportunities, FFY 2022-FFY2024

Dollars  Percent of

NAICS NAICS description (1,000s) dollars
Capital
238990 All other specialty trade contractors $ 2,363 15.8 %
541330 Engineering services 1,199 8.0
484110 General freight trucking, local 726 4.9
237310 Highway, street, and bridge construction 457 3.1
238120  Structural steel and precast concrete contractors 318 2.1
238110 Poured concrete foundation and structure contractors 157 1.0
238210 Electrical contractors 33 0.2
236220 Commercial and institutional building construction 21 0.1
Capital expenditures $ 5,274 353 %

Operations and maintenance

485113  Bus and other motor vehicle transit systems $ 6,570 439 o

424710 Petroleum bulk stations and terminals 1,478 9.9

423990 Other miscellaneous durable goods merchant 802 5.4
wholesalers

541690 Other scientific and technical consulting 432 2.9
services

541614 Process, physical distribution, and logistics 405 2.7
consulting services
Operations and maintenance expenditures $ 9,686 64.7 %
Total $ 14,961 100.0 %

Note: Numbersroundedto nearest tenthof 1%.

Source: ADOT future expenditures projections.

DBE Availability. Data about the availability of DBEs and total firms to performthe types of work shown in
Figure 1 come from the 2020 Disparity Study.

Based on analysis of FTA-funded contracts for October 2013 through September 2018, Keen Independent
determinedthat Arizonashould be selected as the relevant geographic market area for the availability study.

m  About 88% of ADOT and local agency FTA-funded contract dollars from October 2013 through
September 2018 wentto firms with locations in Arizona.

m  Therefore, the availability analysis examined firms with locations in Arizona. (The geographic market
area forthe availability analysis is identical to the 2014, 2015 and 2017 studies.)

Keen Independent also examined the types of work involved in FTA-funded contracts from October 2013
through September2018. There were 13 types of work that accounted for 97% of FTA-funded contract dollars.
The availability analysis focuses on firms performingthese 13 types of work.

FTA OveraLL DBE GoAL & MEetHopoLoGY FFY 2022—-FFY 2024 PAGE 2 OF 20



Keen Independent then developed a master availability database (current and potential DBEs and non-DBEs) by
contacting thousands of firms to collect information about availability for ADOT contracts. The firms contacted
for the database came from the following sources:

m  Companiesthat had previously identified themselves to ADOT as interested in learning about future
work by being prequalified for certain types of work or by being on bidding lists; and

m  Businesses that Dun & Bradstreet (D&B) identified in certain transportation contracting-related
subindustries in Arizona (D&B’s Hoover’s business establishment database). (D&B’s Hoover’s
database is accepted as the most comprehensive and complete source of business listings in the
nation.)

Keen Independent completed surveys with 4,859 Arizona businesses. After consolidating duplicate responses
and removing companies that are nolongerin business, not-for-profit, unable to perform transportation-related
work, not located in Arizona or uninterested in discussing availability for ADOT work, the final database
contained 996 businesses, of which 137 (about 13.8%) were DBEs, as shown in Figure 2. (Each firm in the final
availability database expressed qualifications and interest in ADOT and/or local public agency work.) The 2020
Disparity Study report explains the survey methodology in detail.

Figure 2. Availability “Head Count” of Businesses Included in 2020 Disparity Study

Number Percent of

Race/ethnicity and gender of firms firms

DBEs 137 138 %

Non-DBEs 859 86.2
Total 996 100.0 %

Source: Keen Independent Research 2020 Disparity Study.
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Relative Availability of DBEs. Keen Independent identified the number of DBEs available for each of the NAICS
codes shownin Figure 1. (Firms could indicate qualifications for more than one type of work.) Figure 3 provides
these results.

m  The first column of data in Figure 3 presentsthe numbers of DBEs businessesin the final availability
database.

m  Afterdividing the number of DBEs by total firms (column 2 of data), Figure 3 indicates the percentage
of firmsin each subindustry that are DBEs (column 3).

DBE availability was as low as 8% forsome NAICS codes and exceeded 27% for other NAICS codes.

Figure3. Number of DBEs and Total Businesses Included in the Availability Analysis for Selected NAICS Codes

Percent
DBE Total of total
NAICS NAICS description firms firms firms
Capital
238990  All other specialty trade contractors 11 51 216 %
541330 Engineering services 34 218 15.6
484110 General freight trucking, local 17 201 8.5
237310 Highway, street, and bridge construction 48 295 16.3
238120  Structural steel and precast concrete contractors 19 91 20.9
238110 Poured concrete foundation and structure contractors 17 114 14.9
238210 Electrical contractors 13 137 9.5
236220 Commercial and institutional building construction 40 224 17.9
Operations and maintenance
485113 Bus and other motor vehicle transit systems 6 51 11.8
424710 Petroleum bulk stations and terminals 2 17 11.8
423990 Other miscellaneous durable goods merchant 15 117 12.8
wholesalers
541690 Other scientific and technical consulting 14 51 27.5
services
541614 Process, physical distribution, and logistics 13 71 18.3
consulting services

Note: Some firmsin the final availability database expressed qualifications for more than one type of work.

Source: Resultsfrom Keen Independent Research 2020 Disparity Study.

Dollar-Weighted Availability. To calculate a base figure for the overall DBE goal, Keen Independent dollar-
weighted the availability results for each NAICS code shown in Figure 3. This approach is consistent with USDOT’s
“Wherever possible, use weighting” instructions concerning Step 1 calculations in “Tips for Goal-Setting in the
Disadvantaged Business Enterprise (DBE) Program.”

Weights for each NAICS code reflect the percentage of total dollars of FTA-funded contracts in that NAICS code
(from Figure 1). The first column of data in Figure 4 shows those weights. The second column of data in Figure 4
shows the share of total firms in each NAICS codes that are DBEs. Multiplying these two numbers togetherthe
dollar-weighted values in the third column of data in Figure 4.
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Base Figure. Keen Independent summed the weighted availability values for all NAICS codes studied (third
column of data in Figure 4). This sum, 14.51%, is the base figure for ADOT’s DBE goal for FTA-funded contracts.

Dollar-weighted availability is more precise than a simple “head count” of businesses because it considers the
specific type of work performed and the total dollars of spending for firms with those specializations.

Figure 4. Dollar-Weighted Availability Estimates for DBEs for ADOT FTA-funded Future Contracts,
FFY 2022-FFY 2024
Percent of DBEs (percent  Weighted
contract of firms in availability
NAICS NAICS description dollars worktype) percent
Capital
238990 All other specialty trade contractors 15.8 % 21.6 % 341 %
541330 Engineering services 8.0 15.6 1.25
484110 General freight trucking, local 49 8.5 0.41
237310 Asphalt paving (i.e., highway, road, street, public sidewalk) 3.1 16.3 0.50
238120 Structural steel and precast concrete contractors 2.1 20.9 0.44
238110 Poured concrete foundation and structure contractors 1.0 14.9 0.16
238210 Electrical contractors 0.2 9.5 0.02
236220 Commercial and institutional building construction 0.1 17.9 0.03
Capital expenditures 353 % 6.21 %
Operations and maintenance
485113 Bus and other motor vehicle transit systems 439 % 11.8 % 517 %
424710 Petroleum bulk stations and terminals 9.9 11.8 1.16
423990 Other miscellaneous durable goods merchant 5.4 12.8 0.69
wholesalers
541690 Other scientific and technical consulting 2.9 27.5 0.79
services
541614 Process, physical distribution, and logistics 2.7 18.3 0.50
consulting services
Operations and maintenance expenditures 64.7 % 8.30 %
Total 1000 % 14.51 %

Source: ADOT future expenditure projections and results from Keen Independent Research 2020 Disparity Study.

FTA OveraLL DBE GoAL & MEetHopoLoGY FFY 2022—-FFY 2024

PAGE 5 oF 20



Step 2. Determining if an Adjustment is Needed — 49 CFR Section 26.45(d)

Per the Federal DBE Program, ADOT considered potential step 2 adjustments to the base figure as part of
determining its overall annual DBE goal for FTA-funded contracts. Federal regulations outline factors that an
agency must consider when assessing whetherto make any step 2 adjustments to its base figure:

1. Current capacity of DBEs to perform work, as measured by the volume of work DBEs have
performedinrecentyears;

2. Information related to employment, self-employment, education, trainingand unions;
3. Anydisparities in the ability of DBEs to getfinancing, bondingand insurance; and
4. Otherrelevantfactors.?

Taking into account relevant information from the 2020 Disparity Study, ADOT considered each of the factors
listed above in determining whetheror notto adjust the base figure.

1. Current Capacity of DBEs to Perform Work, as Measured by the Volume of Work DBEs Have Performedin
Recent Years. USDOT’s “Tips for Goal-Setting” suggests that agencies should examine data on past DBE
participation on their USDOT-funded contracts in recent years(the percentage of contract dollars going to DBEs).

Based on payments data from ADOT Uniform Reports of DBE Awards or Commitments and Payments reported
to FTA, the median DBE participation from FFY 2018 through FFY 2020 was 27.25%. This value suggests a possible
upward step 2 adjustment based on this factor. These results are presentedin Figure 5.

The study team also calculated median DBE participation based on commitment/award data from ADOT Uniform
Reports (median past DBE participation for FFY 2018 through FFY 2020 of 32.12%).

The potential step 2 adjustmentis calculated based on payments data as these results may be more indicative
of actual DBE utilization for these contracts.

Figure 5. DBE Participation on FTA-Funded Contracts Based on ADOT Uniform Reports to FTA,
based on Payments on Completed Contracts Fiscal Years 2015 through 2020

100%
50%

40% 37.00%
33.77%

29.25%
30% 27.25%

24.14%
20%

9.98%
10%

0% T T T T T 1
FFY 2015 FFY 2016 FFY 2017 FFY 2018 FFY 2019 FFY 2020

Source: ADOT Uniform Reports of DBE Award or Commitments and Payments.

149 CFR Section 26.45.
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2. Information Related to Employment, Self-Employment, Education, Training and Unions. Chapter 4 of the
2020 Disparity Study report summarizes information about conditions in the Arizonatransportation contracting
industry for minorities, women and MBE/WBEs. Detailed quantitative analyses of marketplace conditions in
Arizona are presented in Appendices E through H. Keen Independent’s analyses indicate barriers that certain
minority groups and women face related to entry and advancement and business ownership in the Arizona
construction and engineering industries. Such barriers may affect the availability of MBE/WBEs to obtain and
perform ADOT and local agency transportation contracts.

It may not be possible to quantify the cumulative effect that barriers in employment, education and training
may have had in depressing the availability of minority- and women-owned firmsin the Arizona transportation
contracting industry. However, the effects of barriers in business ownership can be quantified, as explained
below.

In the 2020 Disparity Study, the study team used regression analyses to investigate whetherrace, ethnicity and
gender affected rates of business ownership among workers in the Arizona construction and engineering
industries. The regression analyses allowed the study team to examine those effects while statistically
controlling for various personal characteristics including education and age (Appendix F of the report provides
detailed results of the business ownership regression analyses).?

m  Those analyses revealed that African Americans, Asian Americans, Native Americans and white
women working in construction were less likely than non-minorities and white men to own
construction businesses, even after accounting for various race- and gender-neutral personal
characteristics. Each of these disparities was statistically significant.

m  |n addition, there were statistically significant disparities in firm ownership for other minorities and
white women in the Arizona engineeringindustry.

m  Dueto datalimitations, Keen Independent did not perform business ownership regression models for
the goods and otherservices industries.

Keen Independent analyzed the impact that barriers in business ownership would have on the base figure if
African Americans, Asian Americans, Native Americans, white women and other minorities owned businesses at
the same rate as similarly situated non-minorities and white men. This type of inquiry is sometimes referred to
as a “but for” analysis because it estimates the availability of MBE/WBEs but forthe effects of race- and gender-
based discrimination.

Asthe explanation of these calculations is somewhat complex, ADOT provides Figure 6 on the following page to
document how the upward adjustment was determined. A detailed explanation of each portion of the
calculation follows the figure.

Figure 6 calculates the impact on overall DBE availability, resultingin a possible upward adjustment of the base
figure to 16.91%. The analysis included the same ADOT future contract opportunities that the study team
analyzedto determine the base figure. Calculations are explained on the following page.

2 The study team examined U.S. Census data on business ownership rates using methods similar to analyses examined in court cases involving state
departments of transportation in Califomia, lllinois, and Minnesota.
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Figure 6.

Potential Step 2 Adjustment to ADOT’s Overall DBE Goal for FTA-funded Future Contract
Opportunities Considering Disparities in the Rates of Business Ownership

a. b. [ d. e.
Weighted Disparity index Availability Availability Components of
DBE for business after initial  after scaling overall DBE
Current DBEs Availability ownership adjustment* to 100% availability**
Construction
African American 1.55 % 61 2.54 % 240 %
Asian American 0.42 65 0.65 0.61
Native American 1.55 36 4.30 4.07
Other minorities 10.73 n/a 10.73 10.15
White women 3.95 69 5.72 5.41
Minorities and women 18.20 % n/a 23.95 % 22.65 % 6.17 %
All other businesses 81.80 n/a 81.80 77.35
Total firms 100.00 % n/a 105.75 % 100.00 %
Engineering and other subindustries
Hispanic American 4.94 % n/a 4.94 % 4.40 %
Other minorities 4.37 37 11.82 10.53
White women 9.34 67 13.94 12.42
Minorities and women 18.65 % n/a 30.70 % 27.35 % 3.72 %
All other businesses 81.53 n/a 81.53 72.65
Total firms 100.00 % n/a 112.23 % 100.00 %
Goods and services
Hispanic American 1.53 % n/a 1.53 % 153 %
Other minorities 1.77 n/a 1.77 1.77
White women 8.56 n/a 8.56 8.56
Minorities and women 11.86 % n/a 11.86 % 11.86 % 7.02 %
All other businesses 88.15 n/a 88.15 88.14
Total firms 100.00 % n/a 100.01 % 100.00 %
Total for DBEs 14.51 % n/a n/a 16.91 %
Difference from base figure 240 %

Note:

Source:

Numbers may not add to 100.00% due to rounding.

* Initial adjustmentis calculated as current availability divided by the disparity index for business ownership.
** Components of the goal were calculated as the value after adjustment and scaling to 100%,

multiplied by the percentage of total FTA-funded contract dollars in each industry
(construction = 27.2%, engineering = 13.6%, goods and other services =59.2%).

ADOT future expenditure projections and results from Keen Independent Research 2020 Disparity Study.

The study team completed these “but for” analyses separately for construction, engineering and goods and
other services contracts and then weighted the results based on the proportion of FTA-funded future contract
opportunities dollars (i.e., a 27.2% weight for construction, a 13.6% weightfor engineering and a 59.2% weight
for goods and other services). The rows and columns of Figure 6 present the following information from Keen
Independent’s “but for” analyses.

FTA OveraLL DBE GoAL & MEetHopoLoGY FFY 2022—-FFY 2024

PaGe 8 oF 20




1. Current Availability. Column (a) presents the current availability of DBEs by group for construction,
engineering and good and other services. Each row presents the percentage availability for minority-
and women-owned DBEs. The current combined availability of DBEs for ADOT FTA-funded future
contract opportunities is 14.51%, as shownin the bottom row of column (a).

2. Disparity Indices for Business Ownership. As presented in Appendix F of the 2020 Disparity Study report,
African Americans, Asian Americans, Native Americans and white women were less likely to own
construction firms than similarly situated non-minorities and white men. This difference was statistically
significant for each of those groups.

KeenIndependent calculated simulated business ownership rates if those groups owned businesses at
the same rate as non-minorities and white males who share similar personal characteristics. The study
team then calculated a business ownership disparity index for each group by dividing the observed
business ownership rate by the benchmark business ownership rate and then multiplying the result by
100.

Column (b) of Figure 6 presents disparity indices related to business ownership for the different
racial/ethnic and gender groups. For example, as shown in column (b), Asian Americans own
construction businesses at 65% of the rate that would be expected based on the simulated business
ownership rates of white males who share similar personal characteristics. Appendix F of the 2020
Disparity Study report explains how the study team calculated the disparity indices.

3. Availability after Initial Adjustment. Column (c) presents availability estimates for DBEs by industry after
initially adjusting for statistically significant disparities in business ownership rates. The study team
calculated those estimates by dividing the current availability in column (a) by the disparity index for
business ownershipin column (b) and then multiplying by 100.

4, Availability afterScalingto 100%. Column (d) shows adjusted availability estimates that were re-scaled so
that the sum of the availability estimates equals 100% for each industry. The study team re-scaled the
adjusted availability estimates by taking each group’s adjusted availability estimate in column (c) and
dividing it by the sum of availability estimates shown under “Total firms” in column (c) — and multiplying
by 100. For example, the re-scaled availability estimate for Asian Americans shown for construction was
calculated in the following way: (0.65% + 105.75%) x 100 = 0.61%.

5. Components of Overall DBE Goal with Upward Adjustment. Column (e) of Figure 6 shows the components
of the total base figure attributed to the adjusted MBE and WBE availability for construction, engineering
and goods and otherservices. The study team calculated each component by taking the total availability
estimate shown in column (d) for construction, for engineering and forgoods and otherservices — and
multiplying it by the proportion of total FTA-funded future contract dollars in each industry (i.e., 27.2%
for construction, 13.6% for engineering and 59.2% for goods and other services). For example, the study
team usedthe 22.65% shown for DBE availability for construction firms in column (d) and multiplied it
by 27.2% fora result of 6.17%. A similar weighting of DBE availability for engineering/other subindustries
produced a value of 3.72%, and weighting for goods and otherservicesresulted in a value of 7.02%.

The values in column (e) were then summed to equal the overall base figure adjusted for barriers in
business ownership, whichis 16.91% as shown in the bottom of column (e).

Finally, Keen Independent calculated the difference between the “but for” DBE availability (16.91%) and
the current availability (14.51%) to calculate the potential upward adjustment. This difference, and
potential upward adjustment, is 2.40 percentage points (16.91% - 14.51% = 2.40%).
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3. Any Disparities in the Ability of DBEs to Get Financing, Bonding and Insurance. Analysis of access to financing
and bonding in the 2020 Disparity Study revealed quantitative and qualitative evidence of disadvantages for
minorities, women and MBE/WBEs.

m  Anybarriers to obtaining financing and bonding might affect opportunities for minorities and women
to successfully form and operate construction and engineering businessesin the Arizona marketplace.

m  Any barriers that MBE/WBEs face in obtaining financing and bonding would also place those
businesses at adisadvantage in obtaining ADOT and local agency construction and engineering prime
contracts and subcontracts.

Note that financingand bondingare closely linked, as discussed in Chapter 4and AppendixJ of the 2020 Disparity
Study.

There was also evidence in the 2020 Disparity Study that some firms cannot bid on certain public sector projects
because they cannot afford the levels of insurance required by the agency. This barrier appears to affect small
businesses, which might disproportionately impact minority- and women-owned firms. Additionally, MBEs and
WBEs were somewhat more likely to report thatinsurance requirements on contracts were a barrier to bidding.

The information about financing, bonding and insurance supportsan upward step 2 adjustmentin ADOT's overall
annual goal for DBE participation in FTA-funded contracts.

4. Other Factors. The Federal DBE Program suggests that federal aid recipients also examine “other factors”
when determining whetherto make any step 2 adjustments to their base figure.?

Among the “other factors” ADOT examined was the information in the 2020 Disparity Study about the
comparative success of MBE/WBEs and majority-owned businesses in the Arizona marketplace. There was
guantitative evidence that certain groups of MBE/WBEs are less successfulthan majority-owned firms, and face
greater barriers in the marketplace, even after considering neutral factors. There was also qualitative evidence
of barriers to the success of minority- and women-owned businesses. Some of this qualitative information
suggests that discrimination on the basis of race, ethnicity and gender affected minority- and women-owned
firms in the Arizona transportation contracting industry.

Thereis no straightforward way to project the number of MBE/WBEs available for ADOT work but for the effects
of these otherfactors.

349 CFR Section 26.45.
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Summary of Approaches for Making Step 2 Adjustments. Quantification of potential step 2 adjustmentsis
summarized below.

1. Current Capacity of DBEs to Perform Work, as Measured by the Volume of Work DBEs have Performed in Recent
Years. Analysis of this factor might indicate an upward step 2 adjustmentif ADOT analyzed its estimates of past
DBE participation (based on payments) — for recent years, the median DBE participation on FTA-funded
contracts based on payments was 27.25% (from Figure 5).

USDOT “Tips for Goal-Setting” suggests taking one-half of the difference between the base figure and evidence
of current capacity as one approach to calculate the step 2 adjustmentforthat factor.

The difference between the 14.51% base figure and 27.25% DBE participationis 12.74 percentage points (27.25%
-14.51% = 12.74%). One-half of this difference is an upward adjustment of 6.37 percentage points (12.74% =+ 2
= 6.37%). The goal would then be calculated as follows: 14.51% + 6.37% = 20.88%. (These calculations are
presented in Figure 7.)

2. Information Related to Employment, Self-Employment, Education, Trainingand Unions. The study team was not
able to quantify all of the information regarding barriers to entry for MBE/WBEs. Quantification of the business
ownership factor indicates an upward step 2 adjustment of 2.40 percentage points to reflect the “but-for”
analyses of business ownership rates presented in Figure 7. If ADOT made this adjustment, the overall DBE goal
for FTA-funded contracts would be 16.91% (14.51% + 2.40% = 16.91%, which is rounded to the nearest
percentage point.). Figure 7 summarizes these calculations.

Figure 7. Potential Step 2 Adjustmentsto ADOT’sOverall DBE Goal for FTA-funded Contracts,
FFY 2022—-FFY 2024

Step 2 adjustment component Value Explanation

Potential upward adjustment for demonstrated capacity

Evidence of current capacity 27.25 % Past DBE participation (Uniform DBE reports)
Base figure - 14,51 From base figure analysis
Difference 12.74 %
+ 2 Reduce by one-half
Adjustment 6.37 % Upward adjustment for current capacity
Base figure 14.51 % From base figure analysis
Adjustment for current capacity + 6.37 Upward step 2 adjustment
Overall DBE goal 20.88 % Upward adjustment for demonstrated capacity

Potential upward adjustment for disparity in business ownership

Base figure 1451 % From base figure analysis
Adjustment for "but for" factors + 240 "But for" step 2 adjustment for business ownership
Overall DBE goal 16.91 % Upward adjustment for disparity in business ownership

Potential upward adjustment for demonstrated capacity and disparity in business ownership

Base figure 1451 % From base figure analysis

Adjustment for current capacity + 6.37 Adjustment for current capacity

Adjustment for "but for" factors + 240 "But for" step 2 adjustment for business ownership
Overall DBE goal 23.28 % Total upward adjustment

Source: ADOT future expenditure projections and results from Keen Independent Research 2020 Disparity Study.
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3. Any Disparities in the Ability of DBEs to Secure Financing, Bonding and Insurance. Analysis of financing, bonding
and insurance indicates that an upward adjustment might be appropriate. However, impact of these factors on
availability could not be quantified in the 2020 Disparity Study.

4. Other Factors.Impact of the barriers to success of MBE/WBEs in Arizona could not be quantified in the 2020
Disparity Study. However, evidence supports an upward adjustment.

Summary. ADOT considered whether or not to make a step 2 adjustment when determiningits overall
DBE goal.

m  Adjustmentforpast DBE participation. If ADOT makes an upward step 2 adjustment reflecting current
capacity to perform work, its overall DBE goal for FTA-funded contracts would be 20.88%.

m  Adjustmentfordisparity in business ownership. If ADOT instead makes an upward adjustment based
on estimated MBE/WBE availability but for the effects of race- and gender-based discrimination, its
DBE goal would be 16.91%.

m  Combined step 2 adjustment. ADOT also considered adjusting the base figure using both
demonstrated DBE capacity and disparity in business ownership. The overall DBE goal would then be
23.27%, calculated as follows: 14.51% + 6.37% + 2.40% = 23.28%. These calculations are presentedin
the bottom portion of Figure 7 onthe previous page.

Figure 8 presents asummary of potential step 2 adjustments which ADOT considered.

Figure 8. Potential Step 2 Adjustmentsto ADOT’sOverall DBE Goal for FTA-funded Contracts

100% $

50%
40%

30%

23.28%
20.88%

20% 16.91%
14.51%
10%
0% T T T 1
Base figure Upward step 2 Upward step 2 Upward step 2
adjustment adjustment adjustment
("but for" analysis) (past participation) ("but for" analysis and

past participation)
Source:Keen

Independent Research using 2020 Disparity Study results.

Adjustments Summary. For FTA-funded contracts from FFY 2022 through FFY 2024, ADOT proposes utilizing the
base figure, foran overall DBE goal of 14.51%. This goal would be more than 3 percentage points higherthanits
currentgoal of 11.00 percentfor FTA-funded contracts.
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Race-/Gender-Neutral and Race-/Gender-Conscious Split — 49 CFR Section 26.51(c)

To comply with the Federal DBE Program, ADOT must meet the maximum feasible portion of its overall DBE goal
using race- and gender-neutral measures.* Race- and gender-neutral measures are initiatives that encouragethe
participation of all businesses, or all small businesses, and are not specifically limited to MBE/WBEs or DBEs.
ADOT has considered whether it can meet its overall DBE goal solely through neutral means or whether race-
and gender-conscious measures — such as DBE contract goals — are also needed. As part of doing so, ADOT has
projected the portion of its overall DBE goals that it expects to meet (a)through race -and gender-neutral means,
and (b) through race- and gender-conscious programs (if any). During the previous goal period ADOT operated
an entirely race-neutral DBE program forits FTA-funded contracts.

USDOT offers guidance concerning how transportation agencies should project the portions of their overall DBE
goals that will be met through race- and gender-neutral, and race- and gender-conscious measures, including
the following:

m  USDOT Questions and Answers about 49 CFR Part 26 addresses factors for federal aid recipients to
considerwhen projecting the portion of their overall DBE goals that they will meet through race-and
gender-neutralmeans.®

m  USDOT “Tips for Goal-Setting” also suggests factors for federal aid recipients to consider
when making such projections.®

Based on 49 CFR Part 26 and the resources above, ADOT considered the following questions:

1. Isthere evidence of discrimination within the local transportation contracting marketplace forany
racial, ethnic or gendergroups?

2.  What has beenthe agency’s past experience in meetingits overall DBE goal?

3. What has DBE participation been when ADOT has not applied DBE contract goals (or otherrace-
conscious remedies)?’

4. What is the extentand effectiveness of race- and gender-neutral measures that ADOT currently has
in place and will put in place for the nextfiscal year?

The balance of this section is organized around each of those generalareas of questions.

449 CFR Section 26.51.
5 See http://www.dotcr.ost.dot.gov/Documents/Dbe/49CFRPART26.doc
6 49 CFR Section26.51.

7 USDOT guidance suggests evaluating (a) certain DBE participation as prime contractors if the DBE contract goals did not affec t utilization, (b) DBE
participation as prime contractors and subcontractors for agency contracts without DBE goals, and (c) overall utilization for other state, localor private
contracting where contract goals are not used.
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1. IsThere Evidence Of Discrimination Within the Local Transportation Contracting Marketplace for Any Racial,
Ethnic or Gender Groups? The 2020 Disparity Study provides results of the local marketplace research
(summarized in Chapter 4) and analyses of MBE/WBE utilization and availability (see Chapters 5 and 6). This
information s also summarized below.

Marketplace Conditions. As discussed in Chapter 4 of the 2020 Disparity Study, Keen Independent examined
conditions in the Arizona marketplace, including:

m  Entry and advancement;

m  Businessownership;

m  Accessto capital, bondingand insurance; and
m  Successof businesses.

There was quantitative evidence of disparities in outcomes for minority- and women-owned firms in general and
for certain MBE/WBE groups concerning the above issues. Qualitative information indicated some evidence that
discrimination may have been afactorinthese outcomes. Fullresults are presented in Chapter4and Appendices
E through J of the 2020 Disparity Study.

Resultsofthe Disparity Analysis for FTA-Funded Contracts in the 2020 Disparity Study. Chapter 6 of the 2020 Disparity
Study report examines utilization and availability of minority- and women-owned firms in ADOT’s FTA-funded
contracts. About 30% of FTA-funded contract dollars went to minority- and women-owned firms combined,
which was somewhat above the 23% that might be expected based on the availability analysis for MBE/WBEs
for these contracts. Much of the utilization of MBEs and WBEs came from firms that appearthat they could be
certified as DBEs.

Utilization of white women-owned firms (25.1%) exceeded what might be expectedfrom the availability analysis
(12.0%).

Utilization of MBEs (4.5%) was substantially below what might be expected based on availability for this work
(10.8%). There were substantial disparities between utilization and availability foreach MBE group.

Summary. ADOT reviewed the information about marketplace conditionspresented in Chapter4and Appendices
E through J of the 2020 Disparity Study, as well as otherinformation it has, when considering the extent to which
it can meet its overall DBE goal through neutral measures. The combined information from the marketplace
analysesindicates evidence of unequal outcomes for minority- and women-owned firms. The disparity analysis
for FTA-funded contracts shows relatively high overall utilization of minority- and women-owned firms (30%)
but disparities between the utilization and availability of MBEs.
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2. What has Been the Agency’s Past Experience in Meeting its Overall DBE Goal? Figure 9 shows results of
ADOT’s Uniform Reports DBE Commitments/Awards and Payments to FTA for the most recent six completed
fiscal years for which results have been reported. As presented in the far-right column of Figure 9 on the
following page, based on payments to DBEs, ADOT met its overall DBE goal in each of the five fiscal years
examined.

ADOT also reported certified DBE participation based on DBE commitments/awards on FTA-funded contracts, as
summarized in Figure 9. As shown, reported DBE participation based on DBE commitments/awardson FTA-
funded contracts exceeded the DBE goal in each of the past six fiscal years.

Figure 9. ADOT Overall DBE Goal and Reported DBE Participation on FTA-funded Contracts,
FFY 2015 through FFY 2019

Difference from DBE goal
DBE
Federal fiscal DBE commitments/ DBE
year goal awards payments Awards Payments
2015 7.25 % 76.62 % 29.25 % 69.37 % 22.00 %
2016 7.25 19.21 24.14 11.96 16.89
2017 7.25 16.40 33.77 9.15 26.52
2018 7.25 32.12 9.98 24.87 2.73
2019 11.00 27.61 37.00 16.61 26.00
2020 11.00 35.71 27.25 24.71 16.25

Source: ADOT Uniform Reports of DBE Awards/Commitments and Payments.

3. What has DBE Participation Been When ADOT has Not Applied DBE Contract Goals (Or Other Race-Conscious
Remedies)? Foreach of thefiscal yearsin the previous goal period, all DBE participation for FTA-funded contracts
has been achieved without the application of DBE contract goals or otherrace-conscious programs. Infact, DBE
participation (based on payments)was lowerthan the proposedgoal of 14.51% in only one of the last six federal
fiscal years through FFY 2020 (see Figure 9).

As presented in Chapter 6 of the 2020 Disparity Study report, Keen Independent utilization analysis of FTA-
funded contracts during the study period also reported relatively high utilization of MBE/WBEs. The study team
found that many of the MBE/WBEs receiving contract dollars could potentially meet criteria to be certified as
DBEs but were not certified during the study period. if ADOT were to encourage these firms to become certified,
a goal of 14.51% could be even more easily met.

4. What is the Extent and Effectiveness of Race- and Gender-Neutral Measures that ADOT Currently has in
Place and Will Putin Place for the Upcoming Fiscal Years? When determining the extent to which it could meet
its overall DBE goal through the use of neutral measures, ADOT reviewed the race- and gender-neutral measures
that it and other organizations currently have in place, and those it has planned or could consider for future
implementation. Keen Independent’s analysis of neutral remedies in Chapter 7 of the 2020 Disparity Study
indicates that ADOT has implemented an extensive set of neutral measures. One of these measures might be
setting small business contract goals for certain FTA-funded contracts with subcontract opportunities.
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Summary. ADOT proposes that it will attemptto achieve 100% of its overall DBE goal through neutralmeans.

m  ADOT has extensive neutral measures in place, and there are many small business assistance
programs offered by otherinstitutions in the state. There are additional neutral measures ADOT might
consider, including small business contract goals.

m  DBE utilization was approximately 23% for FTA-funded contracts during the FFY 2014 through FFY
2018 study period.

m  Furtheranalysesindicated that many of the MBEs and WBEs that received FTA-funded contract dollars
that are not DBE-certified could be if they applied. This alone would increase reported DBE
participation.

ADOT projectedit would meetall of its overall goal through neutral measures when it prepared its overall DBE
goal of 11.00% for FFY 2019 through FFY 2021. The first column of Figure 10 presentsthese recent projections.

The second column of Figure 10 shows an overall DBE goal of 14.51% for FTA-funded contracts for FFY 2022
through FFY 2024 and a projection that all of it would be met through neutral means. This proposed level of
overall DBE goal is consistent with the base figure calculated in the 2020 Disparity Study.

Figure 10. Current ADOT Overall DBE Goal and Projections of Race-Neutral Participation for
FTA-funded Contracts for FFY 2022 through FFY 2024

Component of FFY 2019- FFY 2022-
overall DBE goal FFY 2021 FFY 2024
Overall goal 11.00 % 14.51 %
Neutral projection - 11.00 - 1451
Race-conscious projection 0.00 % 0.00 %

Source: ADOT future expenditure projections and results of the KeenIndependent Research 2020 Disparity Study.

Public Participation — 49 CFR Section 26.45(g)

As it did with the 2014 Availability Study, the 2015 Disparity Study and the 2017 Availability Study, ADOT
published its DBE Goal and Methodology for FHWA, FTA and FAA and the draft 2020 Disparity Study report for
public comment on the ADOT’s official website on April 8, 2020, before preparing final versions of these
documents. The public comment period for the draft report and proposed overall DBE goals remained open
through June 30, 2020.

ADOT also held two webinars with industry associations, local public agencies and DBE and non-DBE contractors
and consultants, and others concerning the Disparity Study and ADOT’s proposed DBE goals:

m  Tuesday, May 12, 2020, from 1:00 to 2:30 pm; and
®=  Monday, May 18, 2020, from 4:00 to 5:30 pm.

The public was encouraged to comment on the size of the proposed overall DBE goals, the methodology used to
develop the goals, the results of the 2020 Disparity Study, as well as suggestions on how to improve contracting
opportunities for DBEs and other small businesses, including what ADOT and the industry could do to enhance
support of the Federal DBE Program.
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Information about the webinars was available at www.azdot.gov/DBEDisparityStudy. In addition, the public was
able to submit feedback and provide written comments through the following means:

a) During the webinars;

O

(
(b) Online at the above web address;

(c) By calling the study telephone hotline at 602-730-0466;

(d) Via email at adotdisparitystudy2019@keenindependent.com;and
(e

) By regular mail sentto KeenIndependent Research LLC, 701 N. 1st St., 2nd Floor, Phoenix, AZ
85004.

After distribution of the draft report and proposed overall DBE goals, 18 individuals submitted comments on
behalf of themselves or their organizations during the comment period. Section G in Appendix J of the 2020
Disparity Study summarizes the comments. These and other comments received during the webinars and
through other communications were reviewed and incorporated into the Disparity Study final report.

ADOT also reviewed this additional information before formally submitting its proposed overall DBE goal
calculation to FTA. There were no changes to this goal document were needed based on the comments. A
summary of the comments follows.

Input Received During the Public Comment Period

Comments were received by viaemail, website, telephone hotline and mail from April 15, 2020, through

June 30, 2020. Through this comment period, 18 individuals submitted comments on behalf of themselves or
their organizations. Most of the comments pertained tothe DBE goals for FHWA, FTA and FAA as a group or the
disparity study as a whole. Because of this potential breadth, Keen Independent provides examples of the full
range of comments below.

Concern about the economy during and post-pandemic. A male representative of an out of state firm
commented via emailthat since the study was conducted priorto COVID-19 outbreak, the study should examine
the economy in the presentand not be based on historical data. He added that the goals should be lowered “to
reflect currentand future market conditions....”

Similar comments were submitted by a large trade association. These comments pointed out that study was
data for a time period of favorable economic conditions and state revenues. “With lower revenues projected
and portions of the 5-year program expected to be re-allocated from new construction/reconstruction to
preservation and maintenance, plus factorin all the ambiguity surrounding the Coronavirus ...it is unrealisticfor
ADOT to increase the DBE goal at this time.”

A male representative of a majority-owned firm wrote, “ADOT stated that they are going to have a significant
decrease in their 5-yr program (up to $740M), which reduces revenueforallEngineering and Construction firms
throughout AZ.” He asked, “Has this been taken into consideration since COVID-19?"

A female representative of an Arizona public entity inquired why Keen Independent Research did not interview
Arizona businesses about the COVID-19 impact compared to 19 businesses selected in Oregon and Colorado.
She was concerned about ADOT’s observation of negatively impacted construction projects due to COVID-19
and its response with measures to assist prime contractors struggling to meet DBE goals due to COVID-19
negative impacts.

Prequalification. A female representative of a construction-related firm stated that the study continues to
characterize the prequalification process as a barrier. She noted that the industry requires primes to have
licenses, bonding and insurance and that primes require the subs to have the same. However, “not all
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subcontractors have to be ADOT prequalified, so the prequalification process does not prevent firms
inexperienced with ADOT requirements to work on their [ADOT] projects.”

Monitoring, verification and “graduation.” Several individuals commented or asked questions about
certification and program eligibilities.

In an email, a male representative of a majority-owned firm asked who monitors SBE/DBE/MWBEs to
determine if they are still qualified. He suggested that ADOT provide the procedures for reviews of
the net worth of the participants and he remarked that it should be public knowledge. He also
suggested thata “graduation” period be established for certified firms.

By email, a female representative of a construction-related firm stated that decertified firms were
“lightly mentioned” and questioned how the goal of the DBE is for the company to grow and
eventually not require DBE status. She inquired whetherthe average number of DBE companies that
become decertified are factored into the DBE goal.

A male representative of a professional services firm commented that the studydoes not recommend
a graduation period. He reported, “Itis clear that very few firms graduate and the report does not
coverthis extremely important aspect of the program.”

Business assistance. A representative of a Native American business assistance association recommended that
BECO provide “training forbusiness owners...to understand better processes to effectively bid and market their
services....”

Support for overall DBE goals. There were a number of comments indicating support for the DBE Program
and/orthe overall DBE goals. These include the following.

A representative of a Native American business assistance association commented, “l am encouraged
by ... the program and also the development of stronger goals by certified and qualified firms .... We
will continue to support your efforts and also encourage our clients to complete the required
documentation for certification....”

A Hispanic American male representative of a minority trade association reported by email that the
association closely monitors changes to programs impacting diversity in government contracting. He
commented, “We are pleased to learn that utilization of M/WBEs is 18 percent or greater on ADOT
contracts since 2013. While that is still significantly less than the availability of M/WBEs in the
marketplace, we recognize that it is higherthan the goals approved for FHWA, FTA and FAA projects
in 2017. The fact thateven on state projects with no federalfunding, we see M/WBE utilization of 20
percentshows the progress and impact of the DBE program across the state.”

A female representative of a small woman-owned firm, construction-related firm commented by
email, that she “greatly benefits” from opportunities working on ADOT projects.

Commenting by email, a Hispanic American female business representative of a DBE/SBE/SBA 8(a)
construction-related firm commented, “... 12 percent... | LOVEIT!”

By email, afemale representative of a construction-related firm reported her satisfaction with ADOT's
move towards double digit DBE utilization goals in all three modal areas. She stated that she
understands that goals must be attainable, but utilization shows that Arizona contractors could reach
DBE mark of 16.15 percent withouta downward adjustment. She said, “It would require the industry
to get comfortable with judgement calls on good faith efforts, for sure.” She added, “It would mean
that projectand agency goals run the risk of not being metas often.”
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m A Hispanic American male representative of a minority trade association recommended by email, “...
for the benefit of the minority and women construction and professional services firms available to
perform ADOT work, we would prefer ADOT not take the Step 2 downward adjustment in its FHWA
goal. Afterall, the purpose of the program is level the playing field, and aggressive goals encourage
aggressive effort. Past utilization shows that a goal of 16.15 percentis attainable.”

He added, “We also ask ADOT’s leadership champion regulatory changesto allow for small contracting
programs that encourage competition and participation by smaller firms by size of project. This would
helpto reduce the barrier that ADOT has created with its construction prequalification requirements.
It would also increase the number of firms able to bid and participate as small prime contractors,
adding to ADOT’s race neutral efforts to reduce disparity.”

Increased goals are not recommended by some interested parties. Some of the comments did not support
higheroverall DBE goals.

m A female public entity representative commented by study email, “Your results should show
contribution for actual performance toward REDUCING the required goal, not increasing it.” She
added that goals should be reduced “especially since we have exceeded goals every single year.”

m  |naletter, alarge trade association recommended maintaining the currentoverall DBE goal for FHWA -
funded contracts ratherthan increasing it.

Qualification capability. A male representative of a professional services firm commented that ADOT does not
qualify his company to bid on projects although they are HUBZone SB, certified by the SBA and have $10-20
million FHWA and USACE projects in Arizona. He wants to know why ADOT does not qualify his busin ess. He
added, “Without small business set-aside projects similar to the FHWA, it will be difficult for ADOT to meet their
goals especially if they will not qualify small businesses such as ours to bid on their projects.”

Methodology. By email, a male public comment participant offered suggestions on methodology. All of the
issues were reviewed to confirm that they had already been addressed in the report.

Relationships. A female representative of a small business asked via email, “What do we do if we feel we are
having difficulties on a local leveland if we could get help [there] that we would thrive as business?” She added
that it has “changed drastically over the years and it’s not the same.” She noted that they were able to speak
with anyone about anything but that one-on-one relationship with vendors and subcontractors no longer exists.

SR202 South Mountain Project. A male representative of a majority-owned firminquired why this project was
not included in the study because many DBE/SBE/WMBE firms participated.

A male representative of a professional services firm commented that “it appears the numbers are skewed due
to notincluding DBE use on the South Mountain Loop 202 project.”

Overconcentration. Severalcomments concerned potential overconcentration of DBEs.

m A male representative of a professional services firmreported that in the ADOT marketplace there is
an overconcentration of DBE firms in landscaping, geotechnical and traffic control-related work.

m A large trade association indicated the potential for overconcentration asa concern.

Advertising method. A female representative of asmall business requested that her company be placed on the
Arizona bidding documents as a viable method to advertise for MBE/WBE/DVBE and other disadvantaged
groups. She stated that they have been a “Trade” and “Focus” publication since 1996 when Affirmative Action
was initiated. She said, “It’s a great way for contractors to interact.” She added that the DBE ads are free for
everyone tolook at and that they are only $35 to place.
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Wealth education. A female representative of a construction-related firm, by email, stated that more wealth
education is needed for business owners as “the effects historic discrimination of lending practices, financial
resources and costs of capital for minorities and women” have revealed. She said that this education will lead to
increased bonding capacity and therefore, performance ability.

Comment about AZUTRACS. Via email, a female business ownerreported that the effortto reform AZUTRACS
paid off. She commented thatit is easy to use and gives primes convenient access and user-friendly navigation
tool to find DBEs. She appreciates the new functions for primes to advertise opportunities to DBEs, targeted by
scope.

Business Coach on Demand. According to a female business owner, ADOT’s Business Coach on Demand is “a
beaconthroughthe jungle. It enables navigation of the system to getto the correct process orform needed. The
solution is instantly findable instead of waiting for responding emails. Great help for primes and subs!”

Just One More. According to a female business owner, the Just One More campaign renewed awareness and
encouragementto primes.ltalso raised the “Why? Whatis in it for me?” For the future to transcendto increased
sustainable race-neutral participation, she said that the prime has to find a competitive advantage in including
more DBE’s in the proposal. The inclusions now are based on fulfilling set goals and goodwill but they cost the
prime money. “Increased administration — internally debundling scopes — increased performance risk! In the
future we should work towards developing a tangible benefit to an inclusive prime in ADOT’s competitive
evaluation process.”

Appreciation of ADOT leadership and staff. The Hispanic American male representative of a minority trade
association commented by email, “We do recognize and appreciate the leadership that ADOT has taken to
promote the inclusion of Arizona’s small business community on their projects....”

A representative of a Native American business assistance association reported, “...having the opportunity to
work with the absolutely exceptional staff at ADOTBECO ... we are grateful.”

Other comments about the DBE Program. Through an email, a male representative of a majority-owned firm
commented that in his opinion, the DBE program is racist. He remarked, “Prove to me that this is not instilling
equality throughout ALL firms.”

A minority female representative of asmall business commented, by email, that minority women are “kept out
of the federal and city contracts on every level of contracting.” She also commented that the study “is a good
start” but that “there is no such thing as an even playing field.”

Additional trade association comments. In its comments, a large Arizona trade association reviewed efforts it
has made to assist contractors throughout the state. It also provided industry comments about study
methodology and ADOT’s operation of the program. As with any other comments about methodology, Keen
Independent reviewed questions and comments about study approach and data to consider whethera change
in approach was needed andto ensure that each majoraspect of the methodology was explained inthe report.

The trade association indicated that working on federally funded highway contracts is challenging and that
neitherthe federalgovernment norstate DOTs prepare a DBE for the complexities of these projects. The trade
association also reported that DBEs are reporting capacity to ADOT but not bidding the work.

The trade association expressed concerns that COVID-19 has altered the operating environment for the
construction industry and recommended retaining the current overall DBE goal for FHWA-funded contracts
(9.55%) until the fallout of COVID-19 on small and disadvantaged construction companies can be determined.
This trade association also reported that goals above 10 percent are very difficult to meet as resources like labor
are limited forboth primes and subs.
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