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EXECUTIVE SUMMARY

Maryland’s Veteran-Owned Small Business Program enhances opportunities for veteran-
owned small businesses and service-disabled, veteran-owned small business to participate in
State procurements.' State agencies must structure their procurements to annually expend —
directly or indirectly — at least 1% of the total dollar value of procurement contracts with veteran-
owned small business enterprises.” To qualify for participation, a veteran-owned small business
must be verified by United States Department of Veteran Affairs which maintains a directory of
verified businesses.

The Board of Public Works compiles annual reports from each agency and reports
statewide progress to the Legislative Policy Committee. Fiscal year 2015 is the Program’s third
reporting year. Key findings are:

Most agencies found it difficult to meet the State’s previous goal of 0.5%, and
those agencies are now struggling to meet the new goal of 1%. Veteran-owned
small business participation for fiscal year 2015 is 0.22% — less than one-fourth of
the new statewide goal. However, participation for fiscal year 2015 reflects a
significant increase over the 0.097% participation rate in fiscal year 2014, and the
0.016% participation rate in fiscal year 2013.

Two agencies exceeded the State’s 1% participation goal in FY 2015:

o Office of the Comptroller 1.83%
. Maryland Aviation Administration 1.74%

Two agencies with more than a billion dollars each in annual contract awards —
the State Highway Administration and the Department of Health and Mental
Hygiene — reported less than 0.02% veteran-owned small business participation
for fiscal year 2015.

Previous reports have recommended that the Program’s effectiveness may be
improved if a single agency were designated to oversee the Program; marketing
efforts increased, and agency training/awareness heightened. While the
Department of Veterans Affairs has agreed to provide assistance with vendor
outreach and has made efforts to improve agency training/awareness of the
Program, this recommendation stands.

! Chapters 507 and 508 (Laws of 2010); §§ 14-601—14-605, State Finance & Procurement Article, Annotated Code

of Maryland.

& Chapters 343 and 344 (Laws of 2015), effective October 1, 2015, increased the goal from 0.5% to 1%.



L Veteran Owned Small Business Program

The Veteran-Owned Small Business Program, enacted in 2010, requires State agencies to
try to expend a minimum of 1.0% of the total dollar value of agency procurement contracts to be
made directly or indirectly with veteran-owned small busmesses Veteran-owned status is
verified by the U.S. Department of Veterans Affairs.

Who Qualifies as a Veteran Owned Small Business/Disabled Veteran-Owned Business?

The Program criteria to qualify as a veteran-owned small business or a service disabled
veteran-owned small business are:

e Business is owned by a veteran or service-disabled veteran as determined by the U.S.
Department of Veterans Affairs or the U.S. Department of Defense.

e Veteran has unconditional direct ownership of at least 51% of the business.

¢ Business is classified as “small" under the North American Industry Classification
System (NAICS) code assigned to the procurement.

e Veteran holds the highest officer position and is the highest paid employee unless there is
a reasonable explanation submitted by the veteran as to how taking a lower salary than
other employees helps the business.

e Veteran manages the company on both a strategic policy and a day-to-day basis.

e Veteran has managerial experience of extent and complexity needed to run company

More than 8,100 verified veteran-owned small businesses are listed in the U.S.
Department of Veterans Affairs directory (the VetBiz Directory).” More than 630 verified
businesses are located in Maryland.

Scope of Report

The Board of Public Works must annually collect compliance reports from each State
procurement agency and report to the Legislative Policy Committee on the amount of contracts
awarded to veteran-owned small business and on the effectiveness of the program.® Agencies
that are exempt from the State Procurement Law, such as the University System, are exempt
from the Program and do not report their data to the Board.

3The Veteran-Owned Small Business Program is independent of the long-standing Small Business Preference
Program. The latter program also benefits veteran-owned businesses by establishing a price preference of up to 8%
for veteran-owned and service-disabled, veteran-owned small businesses. State Finance & Procurement Article,
§14-206, Annotated Code of Maryland.

*38 C.F.R. Part 74.

* U.S. Department of Veterans Affairs, Vendor Information Database (Jan.27, 2015). The federal database lists
approximately 200 more firms than the database listed this time last year. https.//www.vip.vetbiz.gov

% State Finance & Procurement Article, §14-604, Annotated Code of Maryland. The Law was effective July 1, 2012.
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Awarded) / (Total S All Procurement Contracts Awarded).

III.  Program Effectiveness

Although the overall participation rate for fiscal year 2015 (0.22%) is up significantly
from fiscal years 2013 (0.016%) and 2014 (0.097%), 50% of agencies reported 0% veteran
business participation; up from 44% of reporting agencies in fiscal year 2014. While the
increased overall participation rate emphasizes that some agencies have definitely made strides
in increasing their participation rate year over year, many agencies still have not fully integrated



veteran business goal-setting and outreach into their procurement operations. Agencies should
be assessing opportunities for veteran business participation in each solicitation, just as they do
with the MBE and Small Business Reserve Programs.

Obstacles that continue to affect agencies’ ability to obtain veteran business participation
include:

¢ Businesses providing certain categories of work — such as social services — are
underrepresented in the VetBiz Directory.’

e Insufficient training on best practices to implement the Program.
IV.  Recommendations to Improve Effectiveness
Designate a single agency to implement the Program

The previous two years’ reports recommended that a single Program oversight agency be
designated to be responsible for auditing compliance, developing reporting mechanisms, training
in use of the VetBiz Directory, and coordinating outreach activities. While the Department of
Veterans Affairs has agreed to provide assistance with vendor outreach and has made efforts to
improve agency training/awareness of the Program, the recommendation is offered again this
year. A lead agency can track agency procurement activity and inform agency heads during the
course of a year when their participation rates are unacceptable, so those agencies can take
corrective action when it matters.

Explore strategies to increase veteran-owned small business participation

¢ Some veteran-owned businesses are eligible to also participate in the State’s other
longstanding socioeconomic procurement programs — the Minority Business
Enterprise Program and the Small Business Reserve. Agencies should encourage
veteran-owned businesses to seek State certification as MBEs and small businesses to
maximize business opportunities for those firms. Under the MBE Program, agencies
seek to spend 29% of contracting dollars with certified MBEs.? In FY 2014,
Maryland awarded more than $2.1 billion in prime and subcontract awards to
certified MBEs. Under the Small Business Reserve Program, designated agencies
must structure their procurements to ensure at least 10% of procurement dollars are
expended directly with businesses certified by the State. In F'Y 2014, the State made
payments totaling more than $441 million to Maryland-certified small businesses.’

e Encourage State buyers to use veteran-owned small businesses for small procurement
awards that typically do not have subcontract goals.

” The State faces similar challenges with few social services providers listed in the DGS directory of certified small
businesses.

$ COMAR 21.11.03.01C(1)

° FY 2014 Small Business Reserve Program Report, Governor’s Office of Minority Affairs



Increase Marketing Efforts
e Each agency website should include information on the Program.

e Veteran businesses should be encouraged to register on eMaryland Marketplace so
they are notified of all State and local procurement opportunities.

e Agencies should coordinate with the Maryland Department of Veterans Affairs to
participate in outreach events.

e The Procurement Advisor will continue to emphasize the importance of the Program
at meetings of the Senior Procurement Advisors Group and the Procurement
Advisory Council.

V. Conclusion

To improve the veteran-owned small business participation rate, State agencies must fully
integrate veteran business goal-setting into their procurement operations as they do with the
Minority Business Enterprise and Small Business Reserve Programs. Designating a lead agency
that can enforce accountability and best practices will go far in bridging the gap between agency
performance and the State’s goal of increasing State contracting opportunities for veteran-owned
small businesses.
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