Excerpt from draft of new California Code of Regulations

§ 1896.71.  Determination of Commercially Useful Function (CUF)

Factors awarding departments take into consideration to determine if a business performs a CUF include, but are not limited to:
(a) When providing goods, the DVBE either manufactures the product or is responsible, with respect to materials and supplies, for negotiating price, determining quality and quantity, ordering material, paying for material, and installation (when applicable).
(b) [bookmark: _GoBack]The DVBE provides an element of the work that is normal for its business.  This work shall correlate with the purpose of the contract.  In the case of a construction business, the DVBE possesses the appropriate contractor’s license for the work being performed.
(c) The DVBE or awarding department does not violate Government Code § 19130.
(d) If the CUF determination identifies potential program violations, awarding departments shall investigate and report findings to the OSDS, refer to §§ 1896.88, 1896.91 and State Contracting Manual Topic: Management of DVBE Contract Requirements.
NOTE:
Authority cited: §§ 999, 999.5(a) and 999.6, Military and Veterans Code, §§ 14837, and 14839, Government Code. 
Reference: §§ 14837 and 19130, Government Code.

Excerpt from Government Code 14837 

(4) Standards applied under this subdivision shall be established
by regulation, in accordance with Chapter 3.5 (commencing with
Section 11340) of Part 1 of Division 3 of Title 2, and shall preclude
the qualification of businesses that are dominant in their industry.
In addition, the standards shall provide that the certified small
business or microbusiness shall provide goods or services that
contribute to the fulfillment of the contract requirements by
performing a commercially useful function, as defined below: 

 (A) A certified small business or microbusiness is deemed to
perform a commercially useful function if the business does all of
the following:
   (i) Is responsible for the execution of a distinct element of the
work of the contract.
   (ii) Carries out its obligation by actually performing, managing,
or supervising the work involved.
   (iii) Performs work that is normal for its business services and
functions.
   (iv) Is responsible, with respect to products, inventories,
materials, and supplies required for the contract, for negotiating
price, determining quality and quantity, ordering, installing, if
applicable, and making payment.
   (v) Is not further subcontracting a portion of the work that is
greater than that expected to be subcontracted by normal industry
practices.
   (B) A contractor, subcontractor, or supplier will not be
considered to perform a commercially useful function if the
contractor's, subcontractor's, or supplier's role is limited to that
of an extra participant in a transaction, contract, or project
through which funds are passed in order to obtain the appearance of
small business or microbusiness participation.
   (e) "Disabled veteran business enterprise" means an enterprise
that has been certified as meeting the qualifications established by
subdivision (g) of Section 999 of the Military and Veterans Code.



