Date of Hearing: July 6, 2011

ASSEMBLY COMMITTEE ON JOBS, ECONOMIC DEVELOPMENT ADITHE
ECONOMY
V. Manuel Pérez, Chair
SB 734 (Price) — As Amended: May 31, 2011

SENATE VOTE: 25-12

SUBJECT: High-Speed Rail: Small Business Bidd®ngference

SUMMARY: Requires the High-Speed Rail Authority§RA) to include within its business
plan a strategy ensuring the participation of @atifa small businesses in contracts awarded
during all phases of the project, as specifiedec8jgally, this bill:

1) Makes findings and declarations regarding the ne@shsure that a fair proportion of high-
speed rail system contracts are awarded to michobsses.

2) Requires a strategy to ensure the participatiddadifornia-certified small businesses in
contracts awarded by HSRA during all phases optbgct to be included into the business
plan scheduled to be submitted on January 1, 2048 an addendum to be submitted no
later than March 1, 2012.

3) Requires the HSRA to work with the Department oh&al Services (DGS) to prepare a
small business, microbusiness, and disabled velrrsiness enterprise outreach and
retention plan (SB plan) to ensure that the peagenodf contracts awarded for architectural,
engineering, manufacturing, and construction attiwimeets the state's existing annual 25%
small business participation procurement goal.

4) Directs HSRA, when developing the SB plan, to cdesexamples of existing small
business programs used by other public agenci€slifornia, and be guided by provisions
of the Small Business Procurement and Contrac{@&wiall Business Act).

5) Requires HSRA to adopt the SB plan no later thiy 3L, 2012.
6) Requires HSRA, prior to the adoption of the SB ptardo the following:

a) Hold a board meeting on the draft SB plan at leastmonth prior to the board meeting
at which HSRA intends to vote on the final SB plan;

b) Post both draft and adopted SB plans on the HSR&rat web-site homepage; and

¢) Include a summary of the SB plan in all procurentm@uments, as well as a web-link to
the full SB plan.

7) Requires all bidders' conferences convened by BRRAdto include a presentation of the SB
plan and the state's 25% small business contraiitipation goals. HSRA must request a
DGS representative to attend all bidders' confexena answer questions regarding the
Small Business Act.
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8) Provides that the HSRA is subject to the provisioithe Small Business Act, the 5% bid
preference for small business, microbusiness anBE»ncluding large businesses that
subcontract with a small business, microbusine&BES.

9) Requires an additional 2.5% price preference oresgbthe bid amount to be granted to
gualified state-certified microbusinesses.

10)Defines the following terms: disabled veteran besmenterprise, microbusiness and small
business, used in this section of law.

EXISTING LAW:

1) Establishes the High Speed Rail Act including Liedige findings and declarations and
definitions relative to high-speed rail.

2) Designates the HSRA to prepare, publish, and aalbpsiness plan that shall be submitted
to the Legislature no later than January 1, 20Pesery two years thereafter, as specified.

3) Designates DGS as the administrator the state 8ualhess Act, including, but not limited
to, a small business certification process, a pmuoent process for state contracts of up to
$250,000, and a preference for bids made by etgmall businesses and microbusinesses.

4) Establishes a 25% annual procurement participatoah, through Executive Order S-02-06,
for specific state entities to contract with snimlkiness.

5) Establishes a 25% small business participation fgoaontracts financed with the proceeds
of the infrastructure-related bond acts of 2006.

6) Establishes a 5% preference for bids made by @etdmall business and microbusinesses
for the award of state procurement contracts. rglsibid preference is limited to $50,000
and the combined cost of preferences shall noteek$&00,000. A large business must
subcontract at least 25% of the contract with &feet small business to qualify for the
small business bidders' preference.

FISCAL EFFECT: Unknown

COMMENTS:

1) Purpose of the bill: According to the author, "88} ensures that small businesses get a
slice of the multi-billion dollar High Speed Rait&omic pie. The bill requires the High
Speed Rail Authority (Authority), in developing tisisiness plan, to include a strategy to
ensure participation of California certified smalisinesses in contracts awarded by the
Authority. The bill also requires the Authority, @onjunction with the Department of
General Services, to prepare an outreach and ietgpian to ensure that State contracting
agencies meet participation goals for small busiegsmicrobusinesses and Disabled
Veteran Business Enterprises (DVBES). In additi®B®,734 addresses the importance and
challenges of California microbusinesses and gridwet® an additional contract preference
of 2.5 percent. Although these smaller businessegpdse over 80 percent of California’s
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certified small businesses, they are disadvantadpsh competing against their larger small-
business counterparts.

Given the depressed economy, high unemploymert aaie the positive impact the High
Speed Rail project will have throughout the statis, important that we ensure that the
Authority operates with a clearly defined progrdrattwill provide opportunities for
California small businesses, including its micrdhasses. SB 734 accomplishes these
objectives."

High-Speed Rail Authority: SB 1420 (Kopp) Cha2d6, Statutes of 1996, created the
HSRA with a nine-member governing board. The magef the board called for five
members to be appointed by the Governor, two mesriipethe Senate Rules Committee,
and two members by the Speaker of the Assembly.

The HSRA was tasked with preparing a plan and ddsigthe construction of an
economically viable high-speed train line linkingjor metropolitan areas that would help
sustain the state's long-term mobility and econagnoevth. In 2002, SB 1856 (Costa)
Chapter 697, Statutes of 2002, authorized a $dIB&bbond to finance the new system. As
part of the state budget process, the bond sulomisgs delayed by several years.

In 2008, AB 3034 (Galgiani) Chapter 267, Statute®0®8, revised Senator Costa's SB 1856
of 2002, authorizing the Safe, Reliable High-Sp&eain Bond Act for the Z1Century
(Proposition 1A). This later bill allowed the HSRédevelop a high-speed rail system in
phases. Phase | connects Los Angeles throughaheaCValley to San Francisco by 2020,
and phase Il would extend the system north to &@emto and south to San Diego by 2026.

Proposition IA authorized $9.95 billion in geneosligation bonds to support the project and
required the HSRA to prepare a draft business plamvell as authorized the HSRA to enter
into contracts with private public entities for ttiesign, construction and the operation of
high-speed trains. In November 2008, the peopléadifornia approved Proposition 1A

with a 52.7% vote.

In May 2011, it was announced that Californianitis and 12 other states, along with
Amtrak, will share $2 billion in federal grants agthat developing high-speed rail service.
These moneys had been rejected by Florida anah awdition to the $3 billion already
awarded to California through the efforts of U.®nGressman Jim Costa and other members
of the California Congressional delegation.

California Small Business: California's dominantenany economic areas is based, in part,
on the significant role small businesses play endtate's $1.9 trillion economy. Businesses
with 1-99 employees comprise nearly 98% of all besses, and they are responsible for
employing more than 37% of all workers in the state

Small- and medium-sized businesses are cruci@ketgtate's international competitiveness
and are an important means for dispersing theipesttonomic impacts of trade within the
California economy. Of the over 57,461 companies éxported goods from California in
2008, 96% were small- and medium-sized enterp(BSBEE) with fewer than 500 employees.
These SMEs generated nearly two-fifths (44%) off@alia’'s exports in 2008. Nationally,
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SMEs represented only 31% of total exports. Timesebers include the export of only
goods and not services.

Historically, small businesses have functionedasemic engines, especially in challenging
economic times. During the nation's economic downfrom 1999 to 2003,
microenterprises (businesses with less than fivel@yees) created 318,183 new jobs or
77% of all employment growth, while larger busiresswith more than 50 employees lost
over 444,000 jobs. From 2000 to 2001, microenieegrcreated 62,731 jobs in the state,
accounting for nearly 64% of all new employmentvgita

During this current economic downturn, however, kimasiness owners have been
especially hard hit. Equifax has reported thakibapicies in California rose by 81% in
2009, as compared to 44% nationally. This tremdtinged in 2010, with Equifax reporting
that while in general bankruptcies were down actibesation including some regions in the
west, small business bankruptcies in Californiabaated for almost 20% of all small
business bankruptcies in the nation.

The Small Business Act: The Small Business ActAlBBdministered through DGS, was
implemented more than 30 years ago to establishad business preference within the
state's procurement process that would increaseutmder of contracts between the state
and small businesses. In 1989, a DVBE componestagdded to state procurement
practices.

Since 2001, there have been four Executive Ord&@s) specifying a 25% goal for small
business and a 3% DVBE patrticipation in state prament contracts, including EO D-37-01
(2001), EO S-02-06 (2006), EO D-43-01(2001), andS=01-06 (2006). Statutory
advancements were also made to strengthen the 1&B4ding SB 115 (Florez), Chapter
451, Statutes of 2005, which required DGS to esstialal DVBE incentive program for state
contracts; and AB 761 (Coto), Chapter 611, Statoke©07, which specifically codified the
25% small business participation goal for contraeksted to revenues expended from the
2006 infrastructure bonds.

Despite the longstanding existence of the SBAugtay upgrades, and EOs, the state's
success in achieving small business and DVBE paation goals in state procurement
contracts has been inconsistent.

For only the third time since the small businessigpation target was established in 2001,
DGS has reported the state achieved its small ssitarget by awarding 26.88% ($2.40
billion), of the value of all contracts to smalldiesses in 2008-09. This represents a $2.0
billion increase in contracts from 2007-08. Thetestdid not achieve its 3% DVBE
participation goal in 2008-09. DVBE contract awsgrdowever, did increase to 2.96% (190
million) in 2008-09, up from 2.39% in 2007-08.

Tools for achieving participation goals: In orderassist state entities reach the small
business patrticipation goals, contracting entgiesprovided a number of specific tools,
including a streamlined procurement method, bidepemces, and lead small business
procurement contacts at every agency.
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Under the streamlined procurement process, thedingpstate entity is authorized to bypass
the advertising, bidding, and protest provisionthi State Contract Act. This allows a
contract to be awarded directly to a certified drbabiness at a contract price established by
checking the proposed rate with two other smallresses. Contracts offered under the
streamlined procurement process are currentlyeinio contracts between $5,000 and
$100,000. Of the $2.5 billion of state contrabisttwere awarded to small businesses in
2008-09, $225.4 million (17,310 contracts) were @ed through the streamlined
procurement process. The actual number may behagonly 78 of 124 departments
reported their small business procurement act/iteDGS.

Certified small business bidders (including micreibesses) and other bidders that commit
to using certified small businesses (including witrsinesses) are also eligible for a 5% bid
preference where the solicitations are made etthéhe basis of lowest responsible dollar
bid, or on the basis of highest score, considdantprs in addition to price. A single bid
preference is limited to $50,000 and the combirestiscof preferences shall not exceed
$100,000. SB 734 would allow for an additional92.bid preference for microenterprise
businesses that contract directly with the HSRAisRdditional preference is not open to
large contracts that subcontract with a microemigedousiness.

Another important component of the state's eff@ihtrease small business participation in
state contracts is through the work of the Sma#liBess Advocate and the network of small
business liaisons. Under existing law, every stgency is also required to have a single
point of contact for small business state procurdgropportunities.

Related legislation: Below is a list of relateditation from both previous and current
legislative sessions:

a) AB 150 (Perea) Public Contracts: Small Businessidaation: This bill would have
required the establishment of a 25% small busiaedsa 3% DVBE patrticipation goal
for all state entities and directs the Departméi@eneral Services to monitor each
agency's progress in meeting this goal. Statuss [ill was held in Assembly
Appropriations Committee in May 2011.

b) AB 309 (Price) Public Contracts: Small BusinesdiBigation: This bill would have
required the establishment of a 25% small busipagscipation goal for all state entities
and directed the Department of General Servicesaoitor each agency's progress in
meeting this goal. Status: This bill was heldemslbmission by Assembly
Appropriations Committee in May 2009.

c) AB 365 (Galgiani) High-speed Rail Authority: SmBllisiness Certification: Penalties:
This bill would have enacted penalties and sanstretative to the certification of
businesses as a small emerging business entemigepusiness, or disabled veteran
business enterprise (DVBE), as specified. Thiswak held under submission by
Assembly Appropriations Committee in May 2011.

d) AB 761 (Coto) Small Business Procurement: Stateitfucture Construction Goals:
This bill requires each state agency awarding eotgrthat are financed with proceeds
from the infrastructure bonds approved by voteldawvember 2006 to establish a 25%
small business participation goal for state inftagure construction contracts and to
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provide specified assistance to small businessiirig on state infrastructure bond-
related contracts. Status: This bill was signgthie Governor, Chapter 611, Statutes of
2007.

e) AB 1206 (Galgiani) High-speed Rail Authority: smhllsiness certification: penalties:
This bill would have directed the High-Speed Raitlority to adopt a small business
enterprise program (to include small business prisa&s, microbusinesses, and disabled
veteran business enterprises), including an ovarsigd accountability component, and
to report annually on the level of small businest®rrise participation. This bill was
held under submission by Assembly Appropriationsn@uttee in May 2011.

f) SB 115 (Florez) California DVBE Program: Thisllolakes various changes to the
DVBE program, including requiring DGS to establesktate agency-wide mandatory
DVBE participation incentive. The bill also regesrthe DGS Small Business Advocate
to provide specified services to small businesséscartified DVBEs. Additionally, this
bill requires DGS to adopt a streamlined reporpngcedure for state agencies to use in
reporting their DVBE patrticipation to the DepartrhehVeterans Affairs. Status: The
bill was signed by the Governor, Chapter 451, $atof 2005.

g) SB 733 (Price) High-Speed Rail: Small Businessiépdtion: This bill would have
required the California High-Speed Rail AuthoriySRA) to include in its January 1,
2012 business plan a strategy for ensuring Caldecartified small business
participation in contracts awarded with state aukfal funds during all phases of the
high-speed ralil project. It also requires the HIBAave a strategy for working with the
Employment Development Department to ensure thiaiaat 25% of the project
workforce at each worksite is from the local worit This bill was held under
submission in Senate Appropriations Committee iry [2@11.

h) SB 1108 (Price) Public Contracts: Small Busines$i¢daation: This bill would have
made three enhancements to the Small BusinessrEnoent and Contract Act (Small
Business Act) including authorizing the implemeiataiof a 25% small business
procurement goal, the development of specific atstrative procedures for
implementing the small business preference andnaguhe state to take a more active
role in promoting certification of small business&tatus: This bill was held under
submission in Senate Appropriations Committee iry [2@10.

REGISTERED SUPPORT / OPPOSITION:

Support

Asian American Architects and Engineers Association
Asian Business Association

Axiom Corporation

California Black Chamber of Commerce

California Small Business Association

California Small Business Entrepreneurs

Distec Supply Co., Inc.

James Transportation Group

Latin Business Association



Merriwether | Williams Insurance Services
National Black Contractors Association
National Concilio of America

Sacramento Black Chamber of Commerce
Structus Inc.

Testing Services and Inspection Inc.

The Wallace Group

WAU & Company

Opposition

None on file

Analysis Prepared by: Mercedes Flores / J., B.B. / (916) 319-2090




