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SUMMARY OF FINDINGS

BlACK

Black business owners interviewed in the course of our study reported evidence of

virtually every identified form of industry discrimination discussed in this report. The par­

ticularized evidence ofdiscrimination in the teleaJllDmunicatioDS marketplace apiust black­

owned firms encompasses examples indudiDg deDiaJs of opportunity, discrimination in

technical training. customer/end user discrimiDation, exclusion from the "good old boy"

network in subcontracting, bid shopping, bid mauipulation, price discrimination by suppliers,

discrimination in financ:iD& bondiD& incJ.wti,. double standards in performance and

qualifications, limited access to technology tI'UIIfer, slow payment and non-payment, and

stereotypical attitudes on the pan of buyers and contradS managen.

HISPANIC

Hispanic busiDeIs 0WIIeIS interviewed cIuriDa the course of our study also reported

evidence of racial~ in the telecommunications industry. Altbougb the forms

of identified discrimiDation adversely affeetiDI Hhp'lDic firms were not as numerous as that

reported by blacks, there were sipificant similarities in several areas.

Hispanic MWBEs suffer discrimiDation in deDials of opportunity to bid, b«mdina,

customer/end user discrimiDation, exclusion from the "good old boy" subc:ontnctiD&

network, price disc:rimiDatiOD by suppliers, financing, limited access to private sector
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markets, slow payments, and stereotypical attitudes towards citizenship and tedmical

capability on the part of buyers and contract managers.s

ASIAN

Several Asian-American business owners were interviewed during our study. Asian

MWBEs reported similar forms of discrimination as blacks and Hispanics, with the

exception of nAsian- or Japall-basbing,n and Stereotypical attitudes towards citizenship were

a key form of racial discrimination in their ezperiences in the telecommunications industry.

NATIVE AMERICANS

Native American MWBEs suffer a ftI')' hiP level of denial to coattactiD&

opportunities. Several interviewees presented evidence that their companies have been

repeatedly ignored and refused the opportunity to do wort for large teleco'"D11mications

companies. Native Americans in the telecommunications industry reported discrimiDation

similar to blacks, Hispanics, and Asians.'

PRICE DISCRIMINA110N

There is considerable anecdotal evidence from MWBEs that telecommunic::atiODl

products and equipment ~suppliers frequently quote them JUPer prices and give them

inferior credit terms to those offered to wbite-owDed competitors. The complaints seem to

follow along racial lines. Interviewees presented numerous examples of these anti­

competitive practices.

8 Interviewees nos. 2, 4, S, 6, 7-10, 13, 1S, 16, 18, 19,20,22, 24, 31,

'Interviewees nos. 4, 20, 22, 31, 34.



FALSE REPOR'DNG

Interviewees provided examples of false reporting by prime telecommuuieatiODS

contractors. Project owners and government apDCies require prime c:ontraetors to submit

contraetiDg plans for 11MB and small disadvantaIed b"sinwes on federal projects of $1

million or more for COJISt:r'UCtion contracts and S5OO,OOO or more for all other contraet5.

Interviewees reportecI that teIeconumnricatioDs compenjes often make false reports

to government agencies under subc:ontractiD& plans. MWBE firms are told that their

company has been selected as a small ctisadvantapd subc:ontractor under the c:ontraet,

should the compaDy be the mcceuful bidder. When the MWBB iDqu:ires later with the

successful bidder, the MWBE is Jiven a vaaue reMOIl as to why their company was not used

as a subcontractor. ODe interviewee was told by a major telecommunications company that

they could not get in touch with them, so they used another subcontractor - a white firm.1O

On another project, a female interviewee related a similar experience in which a

prime contractor made a false report to • JovernmeDt &IeDC)' regardins the use of her

company as a subcontractor on a Jarse JOVeIDIIIeIlt project. The government apncy later

contacted the minority company to verify that be company had performed the subcontract

work. The min~ company informed the pernment apncy that at no time duriD& the

project did the prime contractor inform her that her company would be listed as a

subcontractor on that or any other projed. The minority company never heard bact from

the government agency or the prime contractor apin.11

10 Interviewees nos. 8, 11, 16, 31, 34.

11 Interviewees nos. 8, 11, 16, 31, 34.



SLOW PAYMENT AND NON.PAYMENT

Slow payment aDd DOD-payment by 1arF wbite-owned firms (whether discriminatory

or not) adversely affects the continued availability and capacity of minority-owned firms.

Slow payment of invoices was a CODSistent problem for 46.1% or all MWBE

respondents (see Telecommunications Survey Results, page 10).

Financially weak aDd undercapitalized firms can mafford interruptions to their cub

flow. Their inability to replace working capital, due to slow or non-payment by vendors,

makes these minority firms unable to fund aistiDg work in process, and often leads to loss

of profit.

A Native American woman business 0WDeI' respoJIdiDs to the telecommunications

survey wrote "the problem is they simply do not pay in a timely DWUler. We have bad to

wait for four to five months for payment from two teleco!DIIUJnieations companies. It is very

difficult for our company to survive like this. Our invoices indicate that there is a 1"%

charge on all invoices over 30 days and they simply say "we do not pay late cbarges."12

A bIack-owned collection agency bas filed a suit lpinst a te1ecomDnJDiatioDS

company for aIlepd J'IICiaI and gender discrimination, aDd telecommunicatioDS company I s

alleged non-payment for services allegedly requested by the telecommunications COmpany.13

12 Interviewees nos. 2, S, 18, 22, 31.

13 U.S. District Court, Eastern District·of New York. avn Action No. CV 90-3689
(ADS).



DOUBLE STANDARDS IN PERFORMANCE AND QUALIFICA110NS

There is considerable evidence regarding discrimination apinst MWBBs in the form

of the application of double standards. MWBEs have cited instances where they are held

to higher standards than their white competiton and counterparts in terms of contract

performance and required qualifications. These double standards sometimes result in

MWBEs suffering termination from contracts, loss of income, denial of contract awards, or

even harassment and frustration to the point of voluntaly withdrawal from the market.

A Native American interviewee in the telecommunications service business stated

that his Native American project managers aperience more problems from other

contractors, contracts managers, and employees on telecommunications jobs than do his

white project managers. This interviewee asserts that his white employees get far better

results from purcbMing and contracts man,prs than do his Native American employees.14

Another Native American in the injectiOIl moktiD& business filed a complaint with

MBElDBF of coDStaDtly having his company' s marketing efforts ignored by telecommuni .

.
cations companies - 10 much so that he made aD um1lUal request of a purebMing maUler

that his company' s .-me be removed from their data bMe since they refused to

acknowledge any ofms marketing efforts, indudiDg a refusal to return numerous pboDe calls

to the company.

14 Interviewees nos. 9, 10, 24.
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Two black American telemarketing comptDies have filed suits against a telecom­

munications company for alleged discrimiDation and alleged failure to do business in good

faith when the telecommunications companyallegedly awarded large telemarketing contracts

to the companies, and a11egedly terminated the companies' conttaets with ten days notice,

which allegedly resulted in the closure of the companies and the loss of several hundred jobs

held by minority employees.

A Hispanic long distance camn• company reports that it has marketed its services to

numerous long-distance carriers with DO success. 1be company states that disc:rimiDatory

practices have limited the company' s market to small- to medium-sized Hispanic-owned

companies.15

When it comes to bigh tecImo1o&y, stereotypical attitudes about the kind eX work

minority businesses in the telecommunicatioDs iDdustty are capable ofperforming CDlJIdnue

to hinder the development and advancement of minority companies.

15 There are DO miDorh;y-owned compeJries in the telecommnnications iDdustry that own
a national switched te1epboDe network. Molt minority COIIlpIJries are beiDa restricted to
apnt or switch1ess reIeJIer apeements with major telecmtnnmications carriers. A few
minority companies 0M1 IDd operate a...ntch site serviDa a limited market aDd are
able to offer national caDi.. by purcbum, teI.ninadna apeements with white-owued firms
with switch sites in locations where the minority companies have BODe.
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There is a general perception that minority firms are inferior and are only capable

of performing CODStnletion, landscapiDg. and jaDitorial services. Repeatedly, MWBE

interviewees attemptiDa to obtain contracts for mp..techDolOlY network services or products

stated they met stroDl resistance from major telecommunications companies and

experienced very limited success.

One black telecommunications comp8Dy has meet suit &piNt a telecommunications

company for its alleged failure to live up to its ....ment to provide teelmolOlY traDsfer for

the company to manufacture a special hiP-tedmolOl)' switcbiD& equipment cabinet. The

telecommunications company' s claim alleges that tile dispute between the companies has

nothing to do with minority issues, but with a faDure on the part of the minority company

to make payments to it under their distributor agreement.16

Another black female III8DUfadurerattributed the ctift'iaIlty her firm had enc:ouutered

in attempting to market a new voice reIpODIe product to several~

companies as "the major telephone companies have not established a spec:ial propam by

which small .. • . do ~... __..I their· . .mmonty c:ompemes can UltrO<Ce, _u--, lUlU test equipment; It IS

itnponible for ~rity comp'lDies to introduce their new produds and equipment UDder a

system that is monopoIad by a few Jarp companies. "17

In order to fadJitate teclmolOlY tI'aDIfer, major telecommunications COIDp'. must

be willing to make available teclmical specifications and product requirements to MWBEs.

16 U.S. District Court, Northem DJstrie:t of caHfomia. Civil Action No. C-91-M85.

17 Interviewee DO. 8.
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Established white-owned companies ha¥e an advantap over miDority-owned

companies in that they have enjoyed Ions-term relationships with uuVor telecommunications

companies. Minority-owDed COmpanies, for the most part, have been limited to sellin& the

tedmolOlY, products, aDd equipment of wbite-owned companies and offered little

opportunity to develop, manufacture, and market their own technology, products, and

equipment.

During our study, we were unable to identify any minority-owned compaDies that

were authorized dealers for A major manufacturer of central office equipment. And, in

another, we were able to find very few value-added resellen (VARs) of its mp-tedmolOl)'

products. Minority firms are, for the most part, limited to smaller, lower-end PABX and

business key system produets.18

Minority companies complained that they are rarely involved in the installation of

advanced telecomlD11Dieations systems for telecomnmnieations a>mpaDies. The typical

involvement for MWBEs is where the equipment maaufacturer, or the purchasing company,

decides to authorize a minority company to pun:base aDd resell a large piece of equipment

to its customer for iDstalJation, often by the mam.facturer. The minority company does not

participate in the installation, but receives a small profit for facilitating. in many cases, a

paper transaction only. The sale of a piece of network switching equipment may generate

several million dollars in MWBE participation credit, but offers no teebnolOl)' transfer or

technical training to the minori~ company.

11 Interviewees nos. 14, 15, 19,20.
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Perhaps DO form of discrimination is more cIevastatiDs to the growth and develop­

ment ofminority-owned businesses than theprecoaceived notions about their IimitatiODS and

capabilities. These entrenched stereotypical attitudes are based solely upon the race or

gender of the business owner and are not easily overcome. Unfortunately, the teleconummi-

cations industry is perpetuating these outmoded notions of MWBE inferiority.

USING MlNORI'IY COMPANIES AS "FItONTS-

.
In July, 1977, a moratorium was imposeet by the SBA OD the 8(a) propam for a

period of three months, temporarily haltiD& IDY DeW appIicatioDs into the proaram. 1bis

aetion was taken in order to correct abuses wIIicb, accontina to the SBA, stemmed from

non-minority businesses, which for the most part used black and Hispanic IIfrontsll to

receive Federal DOn-competitive contradS under the 8(a) proaram.

An investigation of the program by tbe 5eDate Governmental Affairs Speodi.

Committee uncovered iDItnces of busiDelS firma beiIJI admitted into the propam which

were not minority-owned aDd controlled. It fouDd that white emrepreneurs were seuiaI up

captive firms and jnltaJHDI blacks aDd Hispnia in fake executive positions in order to

obtain Federal contracts. The Subcommittee determiDed tIiat • a result of such illicit

activities, these firms were able to reap miDioDs of dollars in noncompetitive Federal

contracts that were intended to help only minority busineues.19

19 U.S. eonar-. Houle Committee on SIIIIIl BuIiDesL Subcommittee OD MiDority
Enterprise aDd "GeDenl Oversight. I(a).... Mm'ortl!m 1M s-u -.iTsr
Administration pmgw1 Prlctjm. HeariDp, 95th eo.., 1st Sess., October 19, 1971.
Washington, U.S. Govt. Print. Off., 1977.
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A close investiptfon by the Minority Business Entelprise Lepl Defease and

Education Fund has uncovered "fronting" activity in the telecommunications industry.

Resistance to the use of legitimate miDority COiI'1pN'ies is due in part to the

perception by many white firms that participation by bonafide minority companies will only

serve to reduce their market share and profits.

JaIaortty ba..... putldpatloIl ....., at tile __ d.e eoatrolliq tile arowtIt or tile

.mortty CODIpaIIJ.

During the mid-seventies and throuIh the eIriy eiJhties, it was pretty easy to identify

front companies. Today, the task bas become more diftic:ult due to the sophistication of

these charades.
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(1) Front 00111I.... an .., a ty te, while the

company t s Itaff, ....m tbIa an precIo-'.aDtly wIdte;

(2) Front companies rarely a-te lilt efIIdty, as the lion t s share of the

company protlts are usually ott,

(3) ...........Ill between the front c:ompany and the white firm, with the

JaJdorlty el die wort to die wIdte firm;

(4) Equlp••t J'BtaI ....... between the front company aDd the white firm

at rates tIIat ..eed tile IIOI'IB;

(5) Ma•••1 .......CIDIII8I*I for tedmic:a1and"""""" services
at rates tIIat IE_......1JIe ee., for the semces performed;

(6) Eseeuite ............1fIeatIcw _ paid to the white firm for guaranteeiDa

payment and perfOI'JlUUlCe bonds.
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Ourexamination of minority contrading in the telecommunications industry revealed

that the number one vehicle being used for fronting is diItrlbutonidpl. However,

distributorships are by no means the only area of the industry where fronting is oc:curring.

DISTRIBUTORSHIPS

While distributorships do represent a legitimate form of business, they have become

the vehicle of choice for telecommunie:atioDl~_ and other major suppliers who are

using minority companies as conduits primarily for the purpose of generating sales volume,

which is then reported as credit towards achievemeDt of their minority business participation

goals. Several of the minority companies interviewed stated that becoming a distributor was

the only way they could gain access to the industry.

Due to their limited access to c:apitaI, minority diltributon are often establilbed and

kept in business through inventory consipment qreements with major distributors and

manufacturers of telecomm'JDications products aad equipment. MiDority colaplnies

attempting to access the telecommunications product and equipment markets find that

manufacturers continue to dominate standard supply relationshipswith the industry's largest

customers.

On the other bud, the telecomnlunicatioDs product and equipment manufacturers

face another dilemma. 1be product or equipment, I end users are seeking minority

participation under existing contracts or new contracts they wish to capture. In order to

satisfy the end users' MWBE goals, the manufacturers will negotiate ap-eements with

minority distributors to sell their products to the end users, which usually generate very low

profit margins to the minority company, and no tedmical training or teebnolO&)' traDsfer.



For example, in 1989, a b1ack-owned distributor pnerated approximately $16 million

in gross sales of a telecommunications compaDY' 5 products and equipment to a purchasing

company. Sales to the purchasing company represented 90% of the company' s sales for

that year. The minority distributor •s net earnings for that year totaled less than 1% of gross

sales.

In 1990, the same miIlority ctistributOr's P'* sales increued to approximately S4S

million with 98% of its products and equipment purebaMd from a telecommunications

company and sold to a purchasing co1DJUY. 11le minority distributor' s net eamiDp for

that year totaled less than Jt of 1% of srou sales.

While the minority distributor' s net sales increued by $29 million, or over 2809f1,

between the years 1989 and 1990, its net eamfDp 0IlIy increued by $30,000, or 209'. It

should be noted that our analysis of the miDority distributor· 5 audited 1989 aDd 1990

finandaJ statements show the distributor' 5 JI'OU profit ID8fJi.Ds to be less than 4% in both

years-30

During 1989, in its 8D1PJaJ MWBE report to the State Public Utilities Come_OIl,

the purchasing compaDY reported$S3.8 million in procurement with black-owned .,.'....

The minority ctistributOr accounted for appmri-tely 27% of the purch.ns company' s

total procurement with black-owned busineses.

30 Interviewee DO. 8 sworn statement aDd 1_ &, 1990 audited COIpCftte financial

statements.

, 1



In 1990, in its annual MWBE report to the State Public Utilities Commission, the

purchasing company reported 565.4 million in procurement with blaclc-owned businesses.

The same minority distributor accounted for approximately 67% of the purchasing

company' s total procurement with b1ack-owned businesses.21

In November of 1991, the telecommunications company terminated the miDority

company' s distributor agreement and all c:i'edit and shipments to the company for non­

payment. The telecommunications company also filed a suit against the company for monies

alleged to be due it. The minority company bas filed a counter suit apjnst the telecommu­

nications company aJ1eIiuI numerous counts of fraud and misrepresentation, and failure to

provide development8l assistance and teelmolOlY transfer as allegedly agreed.22

Without exception, every minority distributor interviewed stated there was "no future

in being a distributor." The rate of return on investment is low and the customer' s view

of the service is that it is margiDally value-added.

Large telec:omD1]JDications companies continue to outsource much of their inventory

distribution and management to other companies because it is simply not a profit center.

If these companies fiDeI it too costly to carry aDd manaae inventory, how can minority

companies with far fewer financiaJ resources afford to finance inventory at rates of interest

often equal to or greater than the gross profit margin reaJiRd from the distribution

business?23

21 See Appendix I, Table V, Blaclc Procurement.

22 U.S. District Court, Northern District of Califomia. Civil Action No. C91-t485.

23 Interviewees nos. 1, 4, 5, 9. Reviewed various interviewees' distn"butor agreements.



COLLUSION

Many of the minority interviewees reported collusion as a developing treDd in the

telecommunications industry. Interviewees cited iIJItaDces of white employees, usually

decision makers in the purchasing, contracts and materials management departments acting

collusively to award larp contracts to minority companies that they later join as

shareholders, highly paid CODSUItants, or employees.

A black female-owned telecommunk:atioDs company filed a compIai1It with

MBBlDBF alIeJiDI dilcrimjnation invoMDI a S30 million contract opportunity with a

telecommunications company in which her COJIIIMIIIY was the low 1;»idder. The contract

however, was awarded to a newly formed white female-owned company aJlepd to have no

expertise in the field. One of the principals in the DeW company is a former employee of

the telecommunications company, who is alIepcl to have been directly involved in the award

of the S30 million contract to the white fema1e.owDed COllipany. The telecomDl1mieations

company employee is a1leJed to have retired shortly after the award to join the company

rec:eiviDg the c:ontraet.

Another bJact iDtemewee cited a simOarly 1aIJe coatrICt award by a fonaer

employee of another telecommllnicatiODl c:ompauy to a minority-owned CXlIDfJUY. The

former telec:ommnnieatioas company employee • a1leJed to have joined the miDority-owDed

company shortly after the contract award34

34 Interviewees DOS. 15, 19.
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DISCRIMINATION IN JI'DQLE PROCUItEMENT

P!E.£

The particularized evidence ofdiscrimiDation in the telecommunications marketplace

apinst women-owned firms in general revealed examples includiDs denials of opportunity

to bid, discrimiDation in tedmical training, customerlend user discrimiDation, exclusion from

the "good old boy" network in subcontracting, bid shopping, bid ,manipulation, price

discrimination by suppliers, discrimination in"financiD& bondin& including double standards

in performance and qualifications, limited access to technology transfer, slow payment and

non-payment, and stereotypical attitudes on the part of buyers and contracts manqers.

Evidence of discrimination against women-owned firms in general is sipificant,

however, the evidence of discrimiDation apinst white female-owned firms in the

telecommunications industry is not as severe as &pinst other minority female-owned firms.

Interviewees provided evidence that white female-owned businestes are being

established as "fronts" for outsourcing contracts that otherwise would go to other minority

companies.

A key fincti"l of our eumination of the industry is a developing trend, whereby

contracts to blacks, Hispuics, and other miDority JI'OUPS are decreasing, while contracts to

white females are increasing. (See Appendix I, Tables VB-XII.)



11le cauromla PUIIc UtIIltIes Code 1213 .............or_ .... _ 1ft, for

.mortty eaterprilel ad~ I»r ...... eaterprt-. Discriminatory practices on the part

of telec:ommunications companies are produci.Dg results that do DO comply with the intent

of the law. (See female procurement, Fig. I; see also Appendix I, Tables I, VI, and YD.)

Intervieweesverified this disparity treDd tJuouabout the telecommuDieations indulUy.

White female-owned cOIJ'I-"jes are beiDa selected preferentially over other minorities by

purchasing and contracts JII&DIF1'L Numerous white female-owned firms that started their

businesses in the industIy with DO prior experience were cited by interviewees as having

already received millions of dollars in contract awards while other minority firms with

industry background and experience have received only nominal contracts.

proeareJIIeIIt iD tile iJIdIIIby. For en-pie, r.- UII • UJ8 iD CaIIfonIa, willie wIdte

....Ies receiftd ",.oraD pt'OCIII8IIDt rr- ....1IdIItIeI,........,............om,
1... of all proelll.....

Among white females and all other miDorities combiDed, between 1988 • 1990, white

females received the overwhelming perce.. of total minority procurement at 47.59&•.
(See Fig. m.)

For example, total female procurement for Padfic Bell ina'eased dramatically to S200

million. White females received the larpst doUar value of total procurement overall and

Pacific Bell reported the Jarpst total female procurement with a single company in 1990,

at $160 million. GTE was the next highest. (See FJI. D and IV; see also Appendix I, Table

vm.)
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GTE PROCUREMENT BY MINORITY GROUP AND GENDER, 1988
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SUMMARY
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buiDess In tile teIec:oBmI-.........u In...." II tIIat .....-tty nte ...,en COIIdII. to pay

a sabstutlal portloa 01 tile eoIts lor tile pablle tel"""~ Its eqtIipIaeat, reIIIU'dI

ad deYeIopllleJlt, depred.tio. ad 11IeIe I8IIIority ...,. are ....

denied aceess to tile ftI7 ecpdpmeat ad teduIoIoIf they haw I1Ib1taatlally fl .

It is especially important that the American public understand and believe that

minority business development programs are in the public interest and are fair. Supreme

Court Justice Powell noted in his CODCUl'l"eIICe in FuJliJove, which upheld the Federal

minority set-aside program, "respect for the law, especially in an area as sensitive as this,

depends in large measure on the public's perception of fairness. It, therefore, is important

that the legislative record supporting race-c:omcious remedies contain evidence that satisfies

fair minded people that governmental action is just...25

25 Fullilove, 448 U.S. 507, n. 8.
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The following is a list of typical program activities touted by major telecommunica­

tions companies as evidence of their commitment to minority business. In light of all these

activities the question still remains - why are there so few competitive and financially viable

minority-owned telecommunications companies? We maintain that it is the lack of

meaningful long-term development assistance.

INTERNAL PROGRAM AcnvrnES

Small Business Outreach Coordinators

Employee Awareness Programs

MWBE Subc:oDtrador Trainina Seminars

Employee MWBE R.ec:ognition Programs

MWBE (800) Newslines

OU'I'REACH ACI1VI'IUS

Minority-<>wned Publications

Minority BusiDess CoDsuItant Contracts

MWBE Newsletters

. (800) Number for MWBEs

MWBE Conferences and Trade Fails

Participation in RepmaI Minority Pureh·.... CoundJs

Participation in National Minority Supplier DeYe10pmeJlt CouDcil

White House CoDfenmce on Small Business

U.S. Small Business Administration (MEn Week)

Hispanic: Chamber of Commerce CoDferenc:e

Asian CoIDlllUllity I.aderIhip FOIUDl

Various Supplier Outreach MeetiDp

Various Small Business Lunc:heons

Company-Sponsored Minority Procurement Conferences


