
BY THE COMPTROLLER GENERAL 

Report To The Congress 
OF THE UNITED STATES 

The 8(a) Pilot Program For 
Disadvantaged Small Businesses 
Has Not Been Effective 

The Small Business Administration’s use of a 
special pilot program which gives SBA the 
authority to demand contracts for the 8(a) 
program has not been successful. 

SBA (1) did not have enough information to 
properly assess and match 8(a) firms’ capabil- 
ities with pilot procurements and (2) approved 
8(a) firms to perform pilot contracts without 
knowing their capabilities. GAO believes SBA 
made a poor choice of those firms that were 
awarded the three initial pilot contracts. 

There is a difference between Army, which 
was selected as the pilot agency, and SBA 
over the way the pilot program can be used 
most effectively. GAO is recommending that 
the Congress allow further testing of the pilot 
program in an additional agency that, unlike 
the Army, has not demonstrated its complete 
support for the 8(a) program. 
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To the President of the Senate dnd the 
Speaker of the House of Representdtives 

Thus report, which wds prepdred pursudnt to Public Law 
95-507,ldiscusses the Smdll Eusiness Administration’s imp- 
lementation of the 8(a) pilot contrdcting program. The 
Depdrtment of the Army wds selected ds the pilot agency on 
January 30, 1979. The report discusses the need forcbetter 
management and recommends that the Smdll Business Adminis- 
trdtion mdke d number of improvements) 

The report also discusses (the difference of opinion 
between Army, the pilot agency, and the Small Eusiness 
Administrdtion over the way the prlot progrdm cdn be used 
most effectively. I’ We dre recommending thdt the Congress 
allow further testing of the pilot program in an additional 
Federal agency that, unlike the Army, hds not demonstrated 
its complete support for the 8(d) program. This will re- 
quire d change in the legislation which presently allows 
for designdting d Single pilot dgency. 

Just prior to issuance of this report, we learned that 
on December 19, 1980, the President designated, under the 
provis Ions of Pub1 ic Law J96-481, three additional Federal 
agencies to pdrticipdte in the Smdll Eusiness Administrd- 
tiOn’S pilot progrdm--the Departments of Energy dnd Trdns- 
portdtion and the National Aerondutics dnd Spdce Adminis- 
trdt ion. While we have no further information about the 
President’s actron, we see( no bdsis in the law for desig- 
nating more thdn one agency to participdte in the pilot 
progrdmd 

This report is one in a series under Public 4 dW 95-507. 
We dre sending copies of this report to the Director, Office 
of Eldndgenent dnd Eudget; the Administrator of the Small 
Eusiness Administration; and the Secretary of Def se. 

zk 4.1~ 
Comptroller General 
of the United States 



COMPTROLLER GENERAL'S 
REPORT TO THE CONGRESS 

THE 8(a) PILOT PROGRAM 
FOR DISADVANTAGED 
SMALL BUSINESSES HAS 
NOT BEEN EFFECTIVE 

DIGEST ------ 

GAO's review of a 2-year pilot program 
showed that the Small Business Administration 
(SBA) has not improved its ability to secure 
procurements for the 8(a) program. SBA awards 
procurement contracts under this program to 
socially and economically disadvantaged small 
businesses for the purpose of helping them 
become competitive. When SEA uses the pilot 
program, it has the exclusive authority to 
designate procurement requirements. 

The Department of the Army was selected 
as the pilot agency in JanUdCy 1979. SBA 
and the Army took 4 months to formalize an 
interagency agreement. Four months later, 
in September 1979, SBA issued guidelines 
to field officials. It wds not until Feb- 
ruary 1980 that SBA's central office offi- 
cials met with SEA regional officials and 
procurement center representatives to discuss 
implementation of the pilot program. 

GAO’s review--which was performed after SEA 
selected and dwdrded the three initial pilot 
contracts--disclosed that SEA approved the 
8(a) firms that received these three contracts 
without adeguately assessing their capability 
to perform. In GAO's opinion, SEA made a poor 
choice of firms. (See p. 11.) 

In the administration of the pilot program, 
SBA made little use of its field offices to 
select and award contracts. ~~ 

GAO also believes that opportunities exist 
to more fully test the pilot program in an 
additional agency that has not yet demon- 
strated its complete support for the 8(a) 
program. (See p. 22.) 

Tear Sheet. Upon removal, the report 
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SBA did not consider whether the firms suc- 
cessfully delivered on prior 8(a) contracts. 
Also, SBA's capability assessment did not use 
all sources of information on the firms, such 
as regional and district officials, who are closer 
to the firms and monitor their progress through 
the 8(a) program. 

For example, the central office awarded one 
of the three contracts even though the firm 
had not started work on its previous $70,000 
8(a) contract until a year after it was 
awarded. SBA district officials objected to 
the pilot award of $4 million because they 
believed the firm was not capable of perform- 
ing. Despite this objection, the award was 
made, but only after SBA negotiated a joint 
venture arrangement which in effect placed 
most of the work performance in the hands of 
several nondisadvantaged companies. (See PP. 
12 to 14.) 

Procurement center representatives do not have 
information on the capabilities of 8(a) firms. 
They need this information to match qualified 
firms to pilot procurements they identify. 
(See pp. 14 to 16.) 

The results of GAO's review were discussed with 
SBA program officials. They had no comments 
regarding these deficiencies; however, one 
official said that SBA would closely monitor 
the work progress of the firm that received 
the $4 million contract. (See p. 14.) 

ADDITIONAL PROGRAM TESTING NEEDED __-----------~- 

SBA and Army hold differing opinions on the 
pilot program's purpose and the most appro- 
priate agency in which to test the program. 
SBA's interpretation of the purpose is the 
opportunity to improve the quality of 8(a) 
procurements through criteria calling for 
sophisticated, high technology, large-dollar, 
multiyear procurements. Army's interpreta- 
tion is "more procurements" from an agency 
that has not yet supported the 8(a) program. 
Army has had a history of supporting the 
program. 
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them under the regular 8(a) program. Also, 
these officials should use the pilot program 
only when a qualified firm is available. 

--Direct program officials to make sure that 
8(a) firms selected for the pilot program 
have the capabilities to do the job success- 
fully. SBA should use information on the 
firm's past performance in delivering on 
8(a) contracts. 

--Direct program officials to make sure that 
procurement center representatives have 
enough information on 8(a) firms' capabili- 
ties so that this data can be used to match 
qualified firms to procurements. 

--Ask that the Office of the Inspector General 
conduct reviews of the three initial pilot 
contracts to find out how effectively con- 
tractors performed. 

RECOMMENDATION TO THE CONGRESS 

The Congress should amend the authorizing 
legislation to allow for further testing 
of the pilot program in an additional 
Federal agency that has yet to demonstrate 
its complete support for the 8(a) program. 

SBA, ARMY, AND 8(a) FIRMS' COMMENTS 
AND GAO's EVALUATION 

Although SBA said the report unduly criticizes 
the pilot program, it did not offer any addi- 
tional data to cause GAO to revise or modify 
the report. SBA also said it is seeking methods, 
which it did not identify, to improve the pro- 
gram and provided comments on GAO's recommen- 
dations. 

In GAO's opinion, SBA's comments did not 
adequately respond to all the recommendations 
in the report. For example, although SBA ap- 
parently disagreed with GAO's recommendation 
that the pilot program should be used only when 
the Army is reluctant to offer a contract under 
the regular 8(a) program, it did not clearly 
state how the pilot program should be used with 
the regular 8(a) program. In addition, the 
comments did not address SBA's need to know 
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CHAPTER 1 

INTRODUCTION 

Section 8(a) of the Small Eusiness Act, as amended, 
gives the Small Business Administration (SBA) the author- 
ity to enter into procurement contracts with Federal 
agencies for the purpose of subcontracting to small 
business. The authority is intended to help socially 
and economically disadvantaged small businesses achieve 
a competitive position in the findncial marketplace. 

Public Law 95-507, dated October 24, 1978, amended 
section 8(d) to provide, among other things, for creating 
d special 2-year pilot contracting program between SEA 
and a Federal agency that wds to be designated by the 
President. The Depdrtment of the Army was selected as the 
pilot agency on JdtIUdry 30, 1979. The 8(a) program is dd- 
ministered by SBA's Associate Administrator for Minority 
Small Business dnd Capital Ownership Development. 

THE DIFFERENCES BETWEEN THE PILOT 
AND REGULAR 8(a) PROGRAMS - 

SBA uses section 8(d) authority to obtain contracts 
from Federal agencies and subcontrdct them on a noncompeti- 
tive basis to 8(a) firms. In the regular 8(a) progrdm, 
agencies strictly volunteer these contracts. However, in the 
pilot program, SEA hdS the exclusive authority under the act 
to demdnd procurement reguirements for firms. 

In the event that SEA and Army disagree over the terms 
and conditions of d pilot contrdct, the Secretary of the 
Army may establish the terms and conditions. SEA must then 
decide whether to accept them or withdraw its pilot contract 
request. 

It was not until May 16, 1979, that SEA and Army entered 
into an interagency agreement which formally established the 
terms and arrangements for implementing the prlot program. 
Each agency dppointed pilot program managers who act as the 
focal points for planning, coordination, operation, implemen- 
tation, and resolution of problems within the agencies. 
These managers are located centrally in the Army's Office of 
Small and Disadvantaged Business Utilization and in SEA's 
Office of the ASSOCidte Administrator for Minority Small 
Business and Capital Ownership Development. 

Operating procedures for the pilot program were issued 
to all SEA regional administrators on September 4, 1979. SBA 
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were awarded under the program. Since the pilot program 
is administered centrdlly by SEA, a part of our work was 
performed at the SEA and Army headquarters offices by re- 
viewing files and records and interviewing all personnel 
involved in the pilot program. We also reviewed how SBA 
dnd Army established the pilot program within their orgdn- 
izations as well as all policy and procedures issued by 
the agent ies. 

Our work consisted of a detailed review of the circum- 
stances behind the selection and negotiation of the initial 
three contracts awarded under the program. We gathered and 
analyzed all file datd from SEA and Army on these contracts. 
Since contract records were maintained at field locations, 
we reviewed the contract files at the Army procurement cen- 
ters and at SBA field locations involved in the negotiations. 
The firms’ 8(a) program files were also reviewed at SBA. To 
accomplish OUK objectives, we also interviewed those SEA 
field officidls who were involved with the negotiations and/ 
or the firms’ prior participation in the 8(a) program, as 
well as those Army off icidls at the installations responsible 
for the contracts. It was also necessary for us to conduct 
interviews with the consultdnts hired by SEA to provide serv- 
ices to the pilot program. 

We also visited the 8(a) firms receiving the initial 
three contracts. While at these firms we interviewed of- 
ficials about their involvement in the pilot program. We 
did not review the records of these firms, since our objec- 
tives only covered SBA’s administration of and Army’s par- 
ticipation in the program. 

OUK work WdS performed at the SBA central office and 
the Office of the Secretary of the Army; SEA field offices 
in San Prdncisco and Los Angeles, California, and Washington, 
D.C.; and Army installations at FOKt Belvoir, Virginia, and 
Cmdha, Nebrdska, which were responsible for negotiating the 
three contracts. 

While OUK review of the three initial contracts was in 
process, SEA was locating and in some cases selecting other 
procurements for the pilot program. We analyzed whatever 
data was dvaildble at the SEA central office and interviewed 
program officials at SBA and Army headquarters. 

Our review also required us to conduct interviews with 
10 SEA procurement center representatives (PCRs) designated 
SpeCifiCdlly for the pilot program. 
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purification units termed "reverse osmosis water purification 
units" (ROWPUs). Separate contracts were awarded to two 8(a) 
firms. One contract of about $5 million was awarded to a 
firm to assemble and test the water purification units and 
install them on trailers. The other contract of about $1.9 
million was awarded to a firm to build the trailers and 
frames for the units. 

Regular 8(d) procurement 

The AKmy contracting officer (in ChdKge of the ROWPU 
procurement) at the Mobility Equipment Fesedrch and Develop- 
ment Command (MERADCOM), Fort Belvoir, Virginia, told us 
that when the ROWPU procurement was being planned, his office 
decided to place it in the regular 8(d) program. Both the 
contracting officer and the chief of the EngineeKing Division, 
MERADCOM Energy and Water ReSOUKCeS LdbOKdtOKy, told us that 
it is not particularly difficult to manufacture. They said 
that the Army had submitted other procurements to the regular 
8(a) program that were more difficult to manufacture. In 
addition, they told us that the main reason that the ROWPU 
procurement ended up in the pilot program was that SBA needed 
to select and award a contract in the pilot program rather 
quickly. 

Limited development potential for the firms 
manufacturing the ROWPU units and trailers- 

The development potential of the ROWPU contracts is 
mixed. The firm mdnufacturing the POWPUs has the opportunity 
to enter d new and growing industry. Manufacturing ROWPUs, 
however, is an entirely different field from the firm's tradi- 
tional line of work, which is manufacturing electronic compo- 
nents. In addition, the firm has been in the 8(a) program 
for 9 years and has received $4.8 million in 8(a) contracts, 
yet has failed to make satisfactory progress--mostly due to 
questionable operating practices. If the firm has failed to 
progress before, it is questiondble whether it will progress 
now even after receiving the ROWPU contrdct. 

The pilot contract to the firm to manufacture the 
trailers and frames for the ROWPU units is not consistent 
with the firm's normal line of business, which is engineering, 
repairing, installing, and checking out electronic and or- 
dinance systems, principally aboard U.S. heavy vessels. The 
firm has been very successful in its line of work. In fact, 
in April 1979 SEA's Los Angeles district office conducted 
a review of the firm's progress in the 8(a) program and 
concluded that it had achieved the developmental objective 
of its business plan and had become as competitive in the 
IIIdKketpldCe as could reasonably be expected. The firm 
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SBA's NEW PILOT PROGRAM CRITERIA 

Special requirements for 
pilot 8(d) firms 

On April 3, 1980, SEA's Deputy Associate Administrator 
for Business Development promulgated criteria that 8(a) 
firms must meet before they can be selected for pilot pro- 
gram participation. In addition, a selection panel was 
formed in the central office to evaluate 8(a) firms for 
possible selection for the pilot program. The entrance re- 
quirements aKe much more stringent than those of the regular 
8(a) program. For example, the new pilot criteria require 
that an 8(a) firm have minimum annual revenues of at least 
$500,000; 20 OK more employees (preferably skilled): a plant; 
and a previous successful history of performance. Although 
these criteria were not implemented at the time of our review, 
we doubt that two of the first three firms receiving pilot 
program awards would qualify under the new criteria. 

In August 1980 we followed up to determine if the new 
selection panel had acted on any applications. We were told 
by the SBA pilot program manager that SEA has terminated the 
panel and now is seeking to have the regional administrators 
assume the responsibility of the panel. 

Special criteria f;fo;ontracts 
selected for the p proqram 

0t-I AFKil 15, 1980, SBA’s ASSOCidte Administrator for 
Minority Smdll Eusiness and Capital Ownership Development 
issued a memorandum to all SBA regional administrators list- 
ing the characteristics of projects most desired for pilot 
program procurements. He emphasized that Army projects that 
have a history of activity under the regular 8(a) program 
should not be selected for the pilot program. He added that 
projects traditionally excluded from the 8(a) program but 
having the following characteristics, should be identified 
for the pilot program: 

--Sophistication/high technology. 

--Large dollars. 

--MUltiyedK/fOllOW-On potential. 

--Commercial applications. 
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The Army officials also said thdt although SBA's request 
wds denied, Army will use minority firms as participating subcon- 
tractors in this major procurement. They view this approach 
ds the most constructive way of meeting Army's needs while 
offering opportunities for minority firms to enter a new line 
of manufacturing on d developmental basis. 

CONCLUSIONS 

SBA's implementation of the pilot program has not improved 
its ability to obtain procurements which were not currently 
offered by the Army under the regular program. In addition, 
our review of the initial three contracts selected dnd awarded 
under the pilot progrdm raises doubts that these contracts will 
contribute to the development of the 8(d) firms that received 
them. 

SBA has developed criteria for pilot procurements and 8(a) 
firms participating in the pilot program in an effort to upgrade 
the quality of pilot program contracts. Unfortunately, many 
procurements identified for the pilot program do not fit these 
criteria. It appears to us that SBA is trying to make the pilot 
program look more successful than it really is. 

RECOMMENDATION TO THE ADMINISTRATOR 

We believe that SEA's intent to use the pilot program to 
upgrdde the qudlity of procurements avdilable to participants 
in the 8(d) program is laudable. We recommend that the 
Administrdtor, SEA, direct program officials to diligently 
enforce the objective of the pilot program by demanding con- 
tracts only when AKmy is reluctdnt to offer them under the 
regular 8(a) program. Also, these officials should use the 
program only when d qualified firm is dvdildble. 

SBA AND ARMY COMMEMTS -- 
AND OUR EVALUATION 

While SBA stated that it did not tdke issue with OUK 
recommendation, its comments did not clearly state how the 
pilot program should be used with the regular 8(a) program: 
nor did the comments address SEA's need to use the program 
only when a qualified firm is available. SEA said it be- 
lieves that the congressional intent behind the pilot pro- 
gram neither envisions nor requires that it use the program 
only when it must force action by another agency (the 
Army). Howeve K, this statement appears to conflict with 
the Associate Administrator for Minority Small Business 
and Capital Ownership Development's September 4, 1979, 
operating procedures, which state that SBA's overall 
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CHAPTER 3 

SEA HAS POORLY ADMINISTERED THE PILOT PROGRAM 

Our review of SBA's implementation of the pilot program 
has shown that: 

--SEA did not have enough information at the centra 
office level to properly dssess dnd match 8(a) 
firms' capabilities with procurement requirements 

--SBA approved the 8(a) firms that received the 
initial three pilot contracts without adequately 
assessing their capability to perform. In our 
opinion, SEA made a poor choice of firms. 

--Procurement center representatives have not been 
effective in identifying pilot projects. 

1 

. 

IMPLEMENTATION OF THE PILOT PROGRAM 

Implementdtion of the pilot program has proceeded 
slowly since the dCt authorizing it wds passed in October 
1978. After the Army wds designated the pilot agency in 
January 1979, SPA dnd the Army took 4 months to formalize 
an interagency agreement implementing the program. Four 
months later, in September 1979, or dbout 1 year dfter 
PdSSdge Of the dCt, SBA issued guidelines to field officials. 
It wds not until February 1980 that SBA's central office of- 
ficials met wrth SBA regional officials dnd PCRs to discuss 
program implementation. 

While SEA was still developing its guidelines, its cen- 
tral office was already considering three 8(a) contractors 
for pilot project procurements. The first procurement involved 
two contracts totaling about $5 millron to produce 30 reverse 
osmosis water purification units, and the second procurement 
involved d contract valued at about $4 million to install 
storm windows and insulation for the Army at Fort LeOndKd 
wood, Missouri. As of June 1980, these three contracts 
were the only projects selected and awarded under the pilot 
program. 

SEA IS SEEKING LARGE-DOLLAR, 
SOPHISTICATED PROCUPEMENTS 

When a suitable procurement is identified to its central 
office, SEA requests that the Army reserve it for the pilot 
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8(a) firms perform on their contracts, which is an important 
indication of their capability to perform on future projects. 
For example, one of the initial pilot contracts was a $4 mil- 
lion project awarded to a one-man firm that had not started 
work on its f;i-st 8(a) project, for $70,000, which had been 
awarded a year earlier. (See p. 34.) 

In another example we found that the central office 
designated an 8(a) firm to perform an estimated $30 million 
contract despite the fact that the firm did not have any facil- 
ities. We asked the pilot program manager why the firm should 
receive the contract, but he could not provide justification. 
He also told us that as yet, no final decision on the award 
had been made. 

Several Army officials questioned SBA's ability to 
adequately assess 8(a) firms' capabilities. The Small 
Business and Economic Utilization Advisor at Fort Belvoir 
said that the Army should have required SBA to certify 
its responsibility for ensuring that the 8(a) firms have 
the ability to perform at the time the procurement was 
initially requested. An Army contract officer at Fort 
Belvoir said that the Army bears the primary responsibility 
for assuring itself of 8(a) firms' capability to perform 
through its preaward surveys. But he said that SBA should 
develop certain minimum information on each of its 8(a) 
firms, including the firm's performance on past 8(a) 
contracts, its prior experience, and the adequacy of 
its facilities. 

SBA's central office recognizes the importance of knowing 
about the 8(a) firms' capabilities and thus is attempting to 
acquire the information necessary to assess those capabilities. 
A February 4, 1980, central office directive instructed the 
regional offices to nominate the top three 8(a) manufacturing 
firms in their regions for participation in the pilot program. 
In addition, the central office requested documents from the 
regions justifying why each 8(a) firm should participate 
in the pilot. 

In April 1980 the central office also formed a five- 
member selection panel to approve or disapprove the 8(a) 
firms nominated for the pilot by the regions. Subsequently, 
in August 1980 the SBA project manager told us that SBA had 
discontinued the selection panel and was seeking to have 
regional administrators assume the responsibility of the 
panel. 
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stationed at major procurement activities, they are closely 
attuned to the day-to-day activities of Army procurement 
centers, and SBA considers them to be in the best position 
to review and identify procurements for the program. They 
also serve as lLaison officials to ensure that small business 
interests are being met. 

Contrary to the policy guidelines of the interagency 
agreement, however, PCRs have not been effectively used in 
identifying pilot projects. While SBA and the Army envisioned 
that the PCRs would play a signif icant role in identifying 
Army projects, they have had limited success in identifying 
pilot projects. Of the 47 pilot projects listed by the SEA 
central off ice as of June 20, 1980, only 17 projects had been 
identified by PCRs. 

The following table summarizes how the 47 contracts 
for the pilot project as of June 1980 were identified. 

SBA SBA 
reg rondl central 

PCfiS off ices office 8(d) firm Army - Total -- 

17 g/20 1 8 1 47 

c/The 20 projects identified by the regional off ices were 
Army Corps of Engineers constructron projects which, in 
many cdses, were offered to SEA’s regional offices by the 
Army. 

Our analysis revealed that 12 of the 17 projects iden- 
tified by PCRs were identrfied dt Fort Monmouth, New Jersey. 
A PCR at Fort Monmouth told us that most of the projects were 
identrfled by a newly hired PCR. He sdid that all but one 
of the projects that the new PCR identified were procurements 
that could have been reserved under the regular 8(a) program. 
When we brought this to the SBA pilot program manager’s atten- 
tion, he agreed and said that he WdS recommending to the Army 
that eight of the pilot projects identified by the PCR be 
transferred to the regular 8(d) progrdm. 

Other than those procurements Identified by the Fort 
Monmouth PCRs, PCRs In other locations have had limited 
success in identifying pilot procurement opportunities. 
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CONCLUSIONS 

SBA has not demonstrated that it has the ability to 
effectively implement the pilot program. In guiding the 
program towaru seeking large-dollar, sophisticated procure- 
ments for its 8(a) firms, SBA has experienced difficulties 
in identifying pilot projects, assessing 8(a) firms' capa- 
bilities, and matching 8(a) firms' capabilities with pro- 
curement requirements. More specifically, 

--SBA lacks sufficient information on 8(a) firms' 
capabilities as well as procurement requirements 
to properly match firms to procurement requirements, 

--SBA has awarded multimillion-dollar contracts to 
its 8(a) firms without interndlly assessing the firms' 
capabilities to perform, and 

--PCRs have not been effective in identifying pilot proj- 
ects. 

The selection and award of the three initial contracts 
are associated with several conditions which could adversely 
affect the 8(a) firms' ability to discharge their responsi- 
bilities. Therefore, an independent evaluation would be 
useful in determining the effectiveness of the firms' 
performance. 

RECOMMENDATIONS TO THE ADMINISTRATOR 

Before any further contracts dre selected and awarded 
under the pilot progrdm, the Administrator, SBA, should: 

--Direct program officials to make sure that 8(a) 
firms selected for the pilot program hdve the 
capability to successfully do the job. SEA 
should use information on the firm's past 
performance rn delivering on 8(a) contracts. 

--Direct program officials to make sure that pro- 
curement center representatives have enough in- 
formation on 8(a) firms' cdpabrlities so that 
this datd can be used to match qualified firms 
to procurements. 

--Ask the Office of the Inspector General to conduct 
reviews of the three initial pilot contracts to 
find out how effectively the contractors performed. 
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CHAPTER 4 -_I_---_ 

THE PILOT PROGRAM CAN BE MORE -e---e -I 
FULvY TESTED IN AN ADDITIONAL AGENCY --I_- --- ----- 

SBA and Army hold differing opinions on the pilot 
program's purpose and the most appropriate Federal agency 
in which to test the program. The legislative history sug- 
gests only that the program's purpose is to increase SBA's 
ability to develop disadvantaged firms. SBA has interpreted 
this as the opportunity to improve the quality of 8(a) pro- 
curements, while Army interprets it as the opportunity to 
increase the quantity of procurements. 

LEGISLATIVE HISTORY ------- 
Public Law 95-507 and its legislative history suggest 

that the pilot program is meant to help SBA increase its 
ability to develop disadvantaged firms by providing a way 
to demand 8(a) procurements. The pertinent report of the 
House of Representatives (H. Rept. 95-949, 1978) stated 
that reports prepared by us l/ and others found that one of 
the reasons that the regular-8(a) program was not as success- 
ful as it could be was SBA's inability to control the supply 
of contracts from Federal agencies. The House attempted 
to solve this problem by incorporating a provision in the 
bill that would have allowed SBA to negotiate for any contract 
requirements it deemed appropriate for program use. 

The Senate substitute bill did not contain this provi- 
sion. The conference version of the joint bill substituted 
a 2-year trial for the mandatory contracting provision to 
be applied between SBA and one Federal agency to be chosen 
by the President. 

The conference report stated only that the purpose of 
the pilot program was to '* * * increase SBA's ability to 
develop disadvantaged firms * * *.'I 

INTERPRETATIONS OF THE ----- --- PILOT PROGRAM'S PURPOSE -------e---w -11-- 

SBA's interpretation of the purpose of the pilot program 
iS "better procurements." Accordingly, as discussed in 

L/"Questionable Effectiveness of the 8(a) Procurement Program" 
(GGD-75-57, Apr. 16, 1975) and "Ways To Increase the Number. 
Type, and Timeliness of 8(a) Procurement Contracts" 
(CED-78-48, Feb. I, 1978). 
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2. DOD's wide variety of procurements, which allows a 
wide variety of 8(a) firms to participate. 

3. DOD's decentralized procurements, which allows 
8(a) firms all over the Nation to participate. 

The SBA Administrator approved the recommendation and 
forwarded it to the President's Assistant for Domestic 
Affairs and Policy. The Office of Domestic Affairs and 
Policy acted as coordinator between SBA and DOD. After 
several discussions, all three organizations mutually 
decided that having all of DOD in the pilot program 
was too unwieldy. They decided that Army, which has the 
largest volume of 8(a) procurements of any single Federal 
agency I was the most logical choice. In addition, Army 
itself has a wide variety of procurements which are decen- 
tralized. 

It should be noted that in selecting Army as the pilot 
agency, the present SBA and Army interpretations of the 
pilot program's purpose-- better or more procurements, respec- 
tively --were not considered. Instead, the major reason for 
selecting Army seemed to be its history of cooperation with 
the 8(a) program. 

Other Federal 2encies considered ----- 
for the pilot-pr<?$!am-- ------___--- 

The SBA committee did not seriously consider any alter- 
natives to DOD. However, several other officials did express 
their opinions. 

SBA's Acting Associate Administrator for Procurement 
Assistance submitted his choices for the best agencies to 
participate in the pilot program to the Administrator of 
SBA in December 1978. He recommended three agencies, ranked 
in this order: Veterans Administration, Department of the 
Interior, and the General Services Administration. He gave 
the following reasons: 

1. Each of the three agencies has a wide variety of 
procurements which would allow a wide variety of 
8(a) firms to participate. 

2. The centralized location of the agencies' procure- 
ment functions would allow SBA to maintain control 
over the pilot program. 

3. The relatively low dollar amounts and technology of 
the procurements would make it easy for 8(a) firms 
to participate. 
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SBA AND ARMY COMMENTS 
AND OUR EVALUATION 

With regard to our recommendation to the Congress, SBA 
commented that while other agencies' participation in the 
pilot program would be welcomed, it believes that it is im- 
portant for the Army to continue in the program. SBA stated 
that the Army needs to emphasize manufacturing-type procure- 
ments instead of the nonprofessional service requirements 
it offered to the 8(a) program in the past. However, as we 
noted in chapter 2, the Army has previously submitted other 
procurements to the regular 8(a) program more difficult to 
manufacture than the ROWPU procurement. 

The Army stated that it fully supports our position 
that the pilot program should be further tested in an agency 
that has not yet demonstrated its complete support for the 
8(a) program. However, Army stated further that it should 
be dropped from the pilot program. It commented on the 
excessively high administrative costs Army has sustained in 
dealing with the pilot program. For example, during the past 
year, 75 percent of all professional staff time in the Office 
of Small and Disadvantaged Business Utilization has been de- 
voted to the pilot program. Yet, this has resulted in only 
$19.3 million in pilot program contracts in fiscal year 1980 
versus $273.4 million in regular 8(a) program contracts for 
the same period. It should be noted that Public Law 96-481, 
passed on October 21, 1980, extends the Army's participation 
in the pilot program until September 30, 1981. 
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SBA certifies capability without 
GiYZCiial-assessment I- 

At the time SBA selected the ROWPU procurement for the 
pilot project, it assured the Army that the two firms had 
the capability to do the job. As required by Army procure- 
ment regulations, SBA also submitted a letter to the Army 
certifying that SBA was competent to perform the ROWPU 
procurement. 

However, we found that while SBA gave assurances that 
both firms had the capability to perform the procurement, it 
did not actually assess the two firms' capabilities or the 
amount of help the firms would need to meet the terms of the 
procurement. Instead, SBA relied upon the Army's assessment 
of the firms' capabilities. 

An Army inspection team conducted preaward surveys 
at the two firms' facilities. We found, however, that 
these surveys were intended only to determine whether 
the two firms possessed needed management and technical 
expertise. The surveys did not assess the adequacy of 
the two firms' facilities, since it was the Army's under- 
standing that SBA would provide funds to help both 8(a) 
firms acquire needed facilities and equipment. 

The Army's inspection team concluded that both firms 
had the management and technical expertise to produce the 
ROWPUs. Since the second firm had some metal fabrication 
capabilities, the team recommended that this firm be awarded 
a contract to make the trailers and ROWPU frames. Since 
the first firm did not have a metal fabrication capability, 
the team recommended that it be awarded a contract to 
assemble the ROWPUs and install them on the trailers. 

Several Army officials questioned the ability of SBA 
to adequately assess 8(a) firms' capabilities. The Small 
Business and Economic Utilization Advisor at Fort Belvoir 
said that the Army should have required SBA to certify 
its responsibility for ensuring that the 8(a) firms have 
the ability to perform at the time the procurement was 
initially requested. Another Army official said that SBA 
subcontracts procurements to 8(a) firms but does not have 
the responsibility of ensuring that the procurement require- 
ments are satisfied. Thus, the official said, if 8(a) firms 
default or fail to perform adequately, the Army loses--not 
SBA. 

An Army contract officer at Fort Belvoir said that 
the Army bears the primary responsibility for assuring 
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--While annual sales increased substantially from 
1973 to 1978, the firm has consistently sus- 
tained large operating losses. 

--The pdrtners paid themselves large salaries and 
supplemented their salaries through rental 
fees charged to the firm for fixed assets 
they owned. 

--Since 1973 the firm recorded a small profit only 
once. 

-When the disadvdntdged owner acquired the firm 
from the nondisadvantaged co-owner in 1978, 
dn agreement allowed the latter to retain owner- 
ship of the building and to receive $30,000 a 
year in rental fees. The agreement also gdve 
him a minimum of $36,000 d year in consulting 
fees for 3 years plus certain other employee 
benefits, including health dnd life insurance 
and d new cdr with insurance, repdirs, maintendnce, 
and fuel costs paid by the firm. 

--The disadvantaged owner acquired equipment pre- 
viously held in joint ownership with the nondis- 
ddvdntdged co-owner. Rentdl fees for equipment 
used by the firm were then charged to the firm 
at $40,152 per year even though both the equipment 
dnd building were previously rented for this total 
fee. The firm also agreed to pay the taxes on the 
property. 

--Eesides receiving bonuses in 1977, both partners 
were granted direct loans. In 1978 a bonus com- 
pensation wds granted that canceled the direct 
loans to the partners. 

Because of the firm’s unsatisfactory progress in its 9 
years in the 8(d) program and its questionable operdting 
practices, the Los Angeles district office recommended the 
firm’s termination from the program. In April 1980 the re- 
gion IX Administrator, however, rejected this recommenddtion 
dnd instead accepted the firm’s response to SBA’s termination 
inquiry and sent a letter to the SBA central office defending 
the firm’s vidbil ity. But the Regional Administrator did 
not respond to the questionable financial practices cited 
in the district office’s assessment. No further investi- 
gation wds conducted by the regional office or by the SEA 
central office. 
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At the conclusion of negotiations, the SEA contract 
negotiator recorded the firm president’s closing statement 
that “the two positions left the issue up to SBA to make 
up any difference, as was stated at the commencement of 
negotiations.” 

SEA’s contract negotiator declined 
to recommend approval of the award 

SBA’s contract negotiator declined to recommend 
approval of the award to the first firm for the following 
reasons: 

--The SEA central off ice accepted the firm’s proposed 
12-percent fixed fee (profit) above the base cost 
of the contract instead of the 9 percent that the 
SBA contract negotiator recommended. 

--The $323,000 in BDE funds for capital eguipment 
and leasehold improvements was approved by the SBA 
central office without the proper justification 
dnd documentat ion. 

--The SBA central office granted the firm a $2 million 
advance payment to support its performance even 
though the contract negOtidtOK advised against doing 
so. 

Twelve-percent fee not recommended 

The 12-percent fixed fee that the SBA central office 
approved for the firm wds not recomm.ended by the section 
7(j)(lO) technical consultant, the contract negotiator, or 
the district office. Instead, they supported the technical 
consultant’s analysis that a fixed-fee incentive contract 
offered the best possible alternative. The technical con- 
sultant’s proposal provided for the firm to receive a 9- 
percent fixed fee above the base cost of the contract, 
plus 30 to 40 percent of all additional cost savings. The 
consultant’s support for this fee proposal was based on: 

--His estimates that about $580,000 in potential 
cost savings could be realized by the firm with 
SEA sharing in these savings and thus reducing 
BDE costs. 

--The incentive fee provision that would allow SBA to 
gain full auditing capability and maximum price 
advantage for follow-on orders. 
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Advancepayment of funds not recommended -- 

The SBA contract negotiator also disagreed with the 
SBA central office's approval of the $2 million advance 
payment requested by the firm to support initial financial 
requirements. He recommended against an advance payment 
to the firm because of the SBA district finance division's 
assessment of the firm's financial status, which concluded 
that the firm's use of advance payments would not be in 
the best interest of the Government since it was unlikely 
that the firm could repay it. The basis for this assessment 
was the firm's insolvency, represented by a debt-to-net-worth 
ratio of 49.4 to 1, and pending litigation that could ad- 
versely affect the firm's viability. 

Questions about SBA's selection of the -------- 
second firm to build the ROWPU t%srs ---~ ---- 

The $1.9 million pilot award to the second firm to build 
30 flatbed trailers and frames for the ROWPUs does not appear 
to be consistent with the firm's traditional line of business. 
While the long-term plan was eventually to allow the firm 
the opportunity to build the whole ROWPU, it is our opinion 
that the building of the trailers themselves is not considered 
to be the most important aspect of the production effort 
and does not seem to be in the best interests of the second 
firm. In addition, other 8(a) firms which already possessed 
the capability to build these trailers could have been consid- 
ered for the contract instead of the second firm. 

Background --- 

The second firm's traditional line of business is engi- 
neering, repairing, installing, and checking out electronic 
and ordinance systems, principally aboard U.S. Navy vessels. 
The firm has contracted almost exclusively with the Navy. 
Since the firm's inception, it has grown rapidly until its 
annual sales approached several million dollars in fiscal 
year 1979. The company employs approximately 200 employees 
at work facilities in San Diego, California, and Norfolk, 
Virginia. The firm's administrative staff is located in 
Los Angeles, California, and in Arlington, Virginia. 

The selection of the second firm --~ ----- 
SBA's selection of the firm to build the 30 trailers 

was based upon the Army's preaward survey. The Army's as- 
sessment found that the first firm was not capable of building 
the trailers, but it was capable of assembling the ROWPUs on 
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supported his position and requested that the region be 
authorized to negotiate the requirement to allow both firms 
to provide complete systems. However, this proposal was not 
accepted by the SBA central office. 

Other 8(a) firms capable of fabricating 
the trailers were not considered ---- 
The SBA central office did not consider other 8(a) 

firms for the procurement before it awarded the second 
firm the contract and approved $273,000 in BDE funding for 
capital equipment. SBA’s records show, however, that there 
were 14 other 8(a) firms whose regular business is supplying 
fabricated metal products. One procurement center represent- 
ative commented that he knew several 8(a) firms that were 
capable of building the trailers for which BDE funding would 
not have been required, or at least not to the extent that 
was required for the second firm. We question whether the 
firm should have been awarded a contract to build trailers 
when other 8(a) firms already had this capability. 

The second firm’s program 
completion proposed by SBA 

In April 1979 the Los Angeles district off ice conducted 
a review of the second firm’s progress in the 8(a) program. 
The district office concluded that the firm “* * * has sub- 
stantially achieved the developmental objectives of the ap- 
proved business plan, and [that] it has effectively achieved 
as competitive a position in the market place as can reason- 
ably be expected .‘I 

On July 16, 1979, the district office notified the firm 
of its plan to gradually reduce its 8(a) contractual support 
through September 30, 1982. At that date, the district office 
indicated, the firm will be considered to have reached program 
completion. SBA took this action because of its determination 
that the firm has substantially achieved its approved business 
development objectives and attained the ability to compete in 
the marketplace without 8(a) program assistance. 
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XYZ's introduction to --- 
the pilot program -- 

SBA's region III sent a request to the other regions 
for any requirements for storm window installation. The 
chief of the Requirements Division, Office of Business 
Development, SBA central office, told us that the request 
was sent in an effort to quiet XYZ's president down and 
to forestall him from sending more letters to the Congress. 
He said that "in this business, noisy, vociferous people 
always get the attention." 

Region VII sent a reply dated March 27, 1979, that 
described a $5.8 million Army project for upgrading insula- 
tion and storm window installation at Fort Leonard Wood, 
Missouri. However, this reply was sent to SBA's central 
office-- not region III. Unfortunately, region VII also 
told the Army Corps of Engineers' Omaha district office, 
which was in charge of the project, that SBA was not inter- 
ested in reserving the project for the 8(a) program because 
there were no 8(a) firms in its district portfolio capable 
of handling the project. In addition, SBA's subsequent 
request to Army to reserve the project for XYZ was sent 
to Fort Leonard Wood, which was unfamiliar with the project, 
instead of the Corps' Omaha district office. 

Because of the general lack of communication between 
SBA's central office, SBA region III, and the Army, the Army 
Corps of Engineers proceeded with processing the Fort Leonard 
Wood procurement in its normal manner. First the Army ad- 
vertised the project as a small business set-aside. Three 
bids were received on May 31, 1979. Two bids were too 
high and the third was not responsive to the invitation. 

The Corps of Engineers readvertised the project for gon- 
era1 bidding with bid opening scheduled for August 8, 1979. 
On July 25, 1979, the Army finally received SBA's formal 
request to reserve the project for the 8(a) program. 
Because the Army, having already advertised for bids, was un- 
likely to comply with such a request under the regular 8(a) 
program, SBA cited the mandatory provisions of the pilot 
program. 

The Army withdrew the Fort Leonard Wood project from 
competitive bidding and issued project plans and specifica- 
tions to SBA's central office on August 20, 1979. It also 
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sestions raised dbout 
XYZ’sCdpdEiT& ---- 

During the ldst weeks in November, severdl important 
things occurred. The management consultant filed d report 
with SBA stating thdt XYZ wds not cdpdble of performing the 
work cdlled for on the project. In dddition, the chief of 
the Contracts Division of SEA’s Wdshington district Office, 
wrote the pilot program mdndger notifying him thdt, dl- 
though XYZ had collected $39,863.09 in ddvdnce payments on 
its $70,000 contract at Fort Howdrd, Mdryldnd, it had not 
done any work dt all. (XYZ findlly started work on this 
project in Mdy 1980.) She questioned the responsibility of 
XYZ’s president ds d Contrdctor, citing his lack of perform- 
dnce on the Fort Howdrd contrdct and the fdCt thdt XYZ 
is a one-man shop with no equipment or trucks. She won- 
dered if the Fort Howdrd ddvdnce payment could even be repdid. 
These concerns were expressed in spite of the fdCt that on 
August 6, 1979, SEA’s Director of the Office of Eusiness 
Development certified that XYZ wds Cdpdble of performing 
the work cdlled for on the Fort Leondrd Wood project. 

Also during the end of November 1979, XYZ dropped AEC 
and selected d firm we will refer to ds DEF, Inc., for 
the joint venture. DEF-- like AEC, d nondisddvdntdged 
firm-- hdd previously been preparing to bid on the project 
when it wds ddvertised for generdl bidding dnd wds already 
working on d simildr project dt Fort Leondrd Wood. 

In dddition, the Army Corps of Engineers sent two let- 
ters to SEA in the ldtter pdrt of November pledding for SEA 
to give support to XYZ dnd to get ready to resume negotid- 
tions. One of the letters thredtened to withdraw the project. 

Second negotiation session -1-_1- 

Negotiations were resumed on December 4, 1979, and an 
dgreement wds redched. On December 20, 1979, Army awdrded 
the prime contract. 
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In add it ion, the project manager designated by XYZ’s 
president wds previously an employee of DEF, Inc. 

We discussed the above with SEA’s Chief of the Require- 
ments Division, Off ice of Business Development. We dlS0 
drscussed the November 30, 1979, SEA Washington district 
office memo to the pilot program manager describing XYZ as 
a one-man operation and questioning the firm’s responsibility 
ds d contractor since no work had been performed on its 
other 8(d) contract. The central office official expressed 
shock and surprise at these revelations and said that XYZ 
should not have received the Fort Leonard Wood contract. 
This official could not provide the actual percentage of work 
that the 8(a) firm would be responsible for performing, but 
he said SBA would be closely monitoring the progress of this 
work. He said that the XYZ contract is dn example of the 
consequences of SEA quickly approving d firm for the pilot 
program because of the political pressure on SEA to get more 
minority contracts. 

FU'IURE JOINT VENTURES EETWEEN 
8(d) FIRMS AND NORDISADVANTAGED 
FIRMS DECLARED ILLEGAL -- 

On May 14, 1980, SEA’s General Counsel notified the 
Office of Business Development that joint ventures between 
8(d) firms and nondisddvdntaged firms, such as the XYZ-DEF 
joint venture, are illegal under Public Law 95-507. Accord- 
Lngly, the Director of the Office of Business Development told 
us that while joint ventures such as XYZ-DEF will be dllowed 
to complete their contracts, no new joint ventures will be 
allowed between 8(d) firms and nondisadvantaged firms. SBA 
LS chdnging its SOFs to forbid these types of joint ventures. 

COMMENTS BY THE 8(a) FIRMS 

The three firms discussed in these case studies were 
given the opportunity to review and comment on the factual 
material that bears directly on their firms. Two of the 
three firms responded. 

In summary, one firm offered additional information 
which it thought GAO did not have. The other firm also 
offered additronal information it thought GAO did not have; 
offered information which contradicted information contained 
in this report which is from official SBA and Army records; 
and provided redsons dnd justifications for its actions and 
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CONTRACTS SELECTED BY SBA FOR THE 

PILOT PROGRAM AS OF NOVEMBER 4, 1980 

Estimated Armv 

Pilot project 
value procurement Procurement 

(000 omitted) activity identified by 
Water purification $3,825 

unit, reverse (note b) 
Mobility Equip- 8(a) firm 

osmosis (ROWPU) 
ment Research 

(30 ed) 
and Develop- 
ment Command 
(MERADCOM) 

Trailer, flatbeds 1,600 
(for ROWPU) (30 (note c) 

P ea) 
P 

Insulation 6 
installation of 
storm windows 
dt Ft. Leonard 
Wood, MO 

High frequency 
radio network 
up-grade 

4,100 

3,750 

MERADCOM SBA 

Date 
reserved 
(note a) 

3/15/79 
3/19/79 

3/15/79 
3/19/79 

Omaha District 
Corps of Engi- 
neers (COE) 

(note d) 7/20/79 
7/24/79 

Communications and 
Electronics 
Material Reddi- 
ness Command 
(CERCOM) 

SBA s/09/80 
5/12/80 

StdtUS dS 
Of 11/4/80 

contract 
awarded 
by Army 
to SBA on 
l/31/80; 
SBA 
awarded 
contract 
to 8(a) 
firm on 
2/22/80 

Contract 
awarded 
to SBA 
9/28/79 ; 
SBA a- 
warded 
contract 
to 8(a) 
firm on 
9/28/79 

Contract 
awarded 
to SBA 
12/20/79: 
awarded 
by SBA to 
8(d) firm 
on 3/3/80 

Contract 
awarded 
to SBA 
7/22/80 



Pilot project 

Addition and al- 
terations on 
library, USAF 
Academy, CO 

Hugh mobility 
multi-purpose 
wheeled vehicle 

Estimated Army 
Value procurement 

(000 omitted) activity 

4,000 Omaha District 
COE 

Undetermined Tank Automotive 
Research and 
Development 
Command 
(TARADCOW) 

Division level 110,000 Communication 
data entry de- (multiyear) Research and 

;L; vice (DLDED) Development 
Command 
(CORADCOM) 

Modular tactical 
communication 
center of the 
Tri-Tat family 
of modular re- 
cord traffic 

Construction of 
flight line lab- 
oratory at 
Wright-Paterson 
AFE, OH 

Undetermined 

8,000 

CORADCOM 

Baltimore 
District 
COE 

Date 
Procurement reserved Status as 

identified by (note a) of 11/4/80 

B(a) firm 10/02/79 Project 
l/28/80 deferred 
l/29/80 because 

Of ldCk 
of FYSO 
funds 

8(d) firm 

8(d) firm 

8(d) firm 

2/08/80 
Z/25/80 

12/19/79 Being ne- 
l/10/80 gotiated 

Request de- 
nied by 
Army-- 
SEA with- 
drew the 
reservation 
on g/17/80 
(See p. 8.1 

12/19/79 
l/10/80 

On Z/6/80 
SBA with- 
drew its 
request 

SBA, Chicago 
regional 
off ice 

2/20/80 
2/26/80 

Project de- 
ferred 
until 
PY81 be- 
cause of 
lack of 
FY80 
funds 



Estimated 

Pilot project 
value 

(000 omitted) 

Construction of 
utility fill 
alongside U.S. 
hgw . and In- 
terstate 85, 
GCdnVille 
County, NC 

1,500 

Construction of 
Chathdm County 
I recreation 
dred, Beverett 
Jordan Ddm 

5,000 
to 

10,000 

* 
v, Construction of 11,800 

composite medi- 
cdl facility at 
Ellsworth APB, 
SD 

Crane for 5-ton 
tractor/wrecker 

3,000 

Guilding of Missouri 3,400 
River levee system, 
stage 2, unit L 

Denver district 
COE 

SBA 

Antennd assembly Undetermined CORADCOM SBA-PCR 

Army Date 
procurement Procurement reserved Status as 

activity identified & (note d) of 11/4/80 

Wilmington, NC, SBA -r/02/80 Award 
district COE 7/07/80 expected 

FY 1981 

Wilmington, NC, 
district COE 

SBA 

Denver district 
COE 

SBA 

TARCOM SBA-PCR 

7/02/80 
7/07/80 

7/17/80 
7/17/80 

7/17/80 
7/17/80 

7/17/80 
7/17/80 

7/30/80 
7/31/80 

Referred 
to COE-- 
project 
will not 
stdrt 
sooner 
than 
PY 1982 

Referred 
to COE-- 
Air Force 
deferred 
project 
until 
PY 1981 

Solicitation 
issued 
8/14/80 

Scheduled 
fOC award 
in PY 1981 

scope of 
procure- 
ment not 
yet de- 
termined 
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U.S. MALL BUllNEll ADMINI#TRATION 
WMHINOTON, D.C. Lolll 

MC l e l9w 

i4r. Henry Eschwege 
Director 
Community and Economic Development 

Division 
U. S. General Accountina Office 
Washington, D. C. 20543 

Dear Xr. Eschwege: 

This is in response 
which requested this Agency's 

to your letter of October 16, 1980, 
comments on your draft report en- 

titled, "Implementation of the 8(a) Pilot Program for Disadvan- 
taged Small Businesses Has Not Been Effective." 

Before we comment on each of the recomnendations in the 
report, we would like to generally state that we are of the opinion 
that the report is unduly critical. We believe the Pilot Program 
has revealed very positive features which further enables SBA to 
assist minority-owned companies to systematically plan their 
growth and development and to improve SBA's management of firms 
in the 8(a) portfolio. This program has also enhanced SBA's 
ability to assist and develop viable minority-owned businesses in 
penetrating the non-traditional types of federal procurement con- 
tracts which have historically eluded minority-owned business 
firms in this country. iJe agree that improvements can be made and 
we are seeking methods to improve this program. The following are 
our comments on each recommendation made in the report. 

Recommendation: "Direct program officials to diligently 
enforce the objective of the pilot program by demanding contracts 
only when Army (sic) is reluctant to offer them under the regul.ar 
8(a)'program. Also these officials should only use the pilot pro- 
gram when a qualified firm is known." 

Comments: This recommendation, in part, relates to GAO's 
observations that only contracts which would not traditionally be 
offered to SBA by the Army under the regular 8(a) program should be 
considered as procurements under the Pilot Program in a manner con- 
sistent with the objectives of that program. While we do not take 
issue with this observation, we are concerned that the language of 
the recommendation does not adequately or accurately describe the 
role of SBA under the Pilot Program. 

As noted earlier, the primary goal of the Pilot ?rogran 
is to actively involve SBA in efforts to identify high technology, 
multi-year, monetarily significant contracts which traditionally 
have not been awarded to firms owned and controlled by socially 
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,Xr . Henry Eschwege Page 3 

therefore, not aware of the capabilities of individual 8(a) con- 
tractors. In short, when the PCR knows company capability, he/she 
has usually been able to get agreement from the Army to use 8(a) 
procurement procedures. Sy definition this procedure is the 
"regular" 8(a) program - not the Pilot Program. Paragraph II B !3) 
of the t'DA/SaA Interagency Procedures Implementing the Pilot Program 
Under Public Law 95-507, Amending Section 8(a) (l)(B) of the Small 
Business Act" states that "The SBA Procurement Center Reprenenta- 
tive (PCR) will be the primary individual responsible for a) iden- 

requirements on the local level, 5) coordinatinq actions 
with t e procuring activity or placement of requirements identified =% 
on the national level and c) recommending requirements or categories 
of requirements to be identified on the national level." (Emphasis 
added.) Under any circumstances the PCR recommends, identifies or 
coordinates, but cannot and should not decide. Specifically, the 
decision to "accept" or "take" a requirement or "match" a require- 
ment with an 8(a) company is not in the hands of the PCR. 

In support of the "Pilot Program" and the 8(a) program in 
general, Bulletin #2 to the Prime Contracting SOP was issued 
October 15, 1979. Copies of this bulletin and copies of the i;ISB-COD 
lists of commodities and services required to support the FY '80 
requirements for the 8(a) program portfolio companies were distrib- 
uted at our national training sessions in October and November 1979. 
These were specifically discussed with all PCRs in attendance. 

The cumulative three quarters reports for FY '80 indicate 
that 1,865 items have been referred by PCRs for the 8(a) program. 
These have an estimated value of $1,233,733,000. Vith specific 
reference to those items referred which might have been used for 
the Pilot Program, the following examples are cited: 

Tractor/trailer with crane $2.7 million - under 
negotiation. 

X-332 Cargo Trailor - awarded in September - $10.5 
million. 

Operation of National Training Center estimated at 
$25 million. 

Tactics Trainer (Patriot System) estimated at $16 
million. 

Stinger System - 7 items estimated at $3 million. 

Roland containers - estimated at $1.8 million. 

Software Services - estimated 1st year $800,000 
2nd year $1,000,000. 

In summary, it is evident that the PCRs have supported 
the 8(a) program and the "pilot" with referrals and recommendations. 
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GAO questions SBA's use of BDE Eund in support of a second 
f im, implying that the action was improper since the contract in 
question was outside the firm's current line of business. However, 
the particular contract required capabilities existing within the 
firm's management structure and the firm's performance to date 
justifies the SBA decision. 

GAO states that a third firm was awarded a $4 million con- 
tract in a joint venture with a non-8(a) firm even though the firm 
was a one-man operation. The joint venture was required since the 
8(a) firm could not have obtained the necessary bonding without this 
type of arrangement. Over the years, joint ventures have been used 
in construction procurements principally to enable the 8(a) firm to 
obtain bonding. The excellent contract performance to date supports 
the decision in this case. 

Finally, we would like to express our appreciation for 
the opportunity to comment on the report and if you need any addi- 
tional information, please advise. 

Sincerely, 

t , 
A. Vernon \?eaver 
Administrator 
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The Army recommends that some comment be made as to the excessively high 
administrative costs incurred by the Army in dealing with the Pilot Program. 
During the past year, 75% of all professional time in the Office of the 
Director, SADBU was devoted to some aspect of the Pilot Program. The result 
was only $19.3 million in pilot program contracts in Fiscal Year 1980 while 
the expenditure of only about 15% of the professional time related to $273.4 
million of regular 8(a) Program contracts. Added to the Pilot Program costs 
should be the increased demands on other DA headquarters offices, Major 
commands and purchasing activities in administrative functions, technical 
evaluations, negotiations and extensive conferences, briefings and communications. 

The Army fully supports the GAO position (p. iii) that the pilot program should 
be more fully tested in an agency that has not yet demonstrated its support for 
the 8(a) program. The Army experience can now be analyzed without continuing 
the Pilot Program with the Army. The program has been tested with the Army. At 
this time a different agency should be designated as the Pilot Program agency; 
one which has not demonstrated its support of the regular 8(a) Program. With 
the experience gained through the Army test, the SBA should be able to proceed 
expeditiously with a new agency. At the end of the test period, a valid com- 
parison can be made as to the benefits that accrue to 8(a) firms from two very 
different approaches to the Pilot Program concept. 

Other comments are included at Inclosure 1. 

Sincerely, 

2 Incl 
as Director 

Office of Small and Disadvantaged 
Business Utilization 

(077970) 
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DEPARTMENT OF THE ARMY 
OCClCE OF THE SECRETARY OF THE ARMY 

WASWINGTON. DC. m3IO 

Mr. W.H. Sheley, Jr. 
Acting Director 
Procurement and Systems Adquisition 

Division 
United States General Accounting Office 
Washington, D.C. 20548 

Dear Mr. Sheley: 

This is in reply to your letter of October 16, 1980 to the Secretary of Defense 
regarding your draft report on "Implementation of the 8(a) Pilot Program for 
Disadvantaged Small Business Has Not Been Effective", OSD Case i/5553, GAO 
Code 077940. 

The report reflects a keen understanding of the way in which the Pilot Program 
has been administered by the SBA. The GAO team has done an excellent job of 
uncovering the facts, analyzing them and then setting them forth in the proper 
perspective. While the Army was aware of some of the situations covered in the 
report, many additional elements were revealed in the report. The team members 
should be complimented for their development of this report. 

The central theme of the report realistically presents the inability of the 
Small Business Administration (SBA) to properly assess and match an 8(a) 
firm's capabilities with procurement opportunities. In light of this 
observation a comment might be included in your report that reflects the 
repeated attempts that have been made by the Army during this period of the 
Pilot Program to assist the SBA in this area. Formal and informal communications 
have been made to the SBA to submit the names of those firms which the SBA 
intends to support under the Pilot Program. The Army would, utilizing the 
expertise available to it, analyze each firm and identify procurement oppor- 
tunities that could be made available to them with the objective of establishing 
an orderly development effort for those firms. This approach was iterated 
during hearings on March 6, 1980 before the Task Force on Minority Enterprise 
of the Subcommittee on General Oversight and Minority Enterprise of the 
Committee on Small Business of the House of Representatives. It should be 
noted that such an approach can be carried out under the purview of the regular 
8(a) program. 
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Recommendation: "Direct that the Office of the Inspec- 
tor General conduct reviews of the three initial pilot contracts 
to determine the effectiveness of contractors' performance." 

Comments: SEA will initiate two actions regarding 
this recommendation. First, you are aware that the Office of 
the Inspector General over the last three years has used sub- 
stantial staff resources for various reviews in the S(a) pro- 
gram. In fact, a followup review of prior findings dealing with 
8(a) business development expense funds and advance payments is 
now in process. This work was requested by the Chairman, Subcom- 
mittee on Federal Spending Practices and Open Government during 
oversight hearings. Accordingly, the Inspector General advised 
me that he will, as part of his 8(a) followup, review the use of 
all SBA funds disbursed to the 8(a) firms under the reverse osmosis 
water purification unit contracts. Second, I will direct the 
Associate Administrator for Minority Small Business and Capital 
Ownership Development to also have his Office of Program Surveil- 
lance and Assistance initiate reviews to determine if the three 
initial pilot contracts were effectively performed by the S(a) 
firms. 

Recommendation: "The Congress should amend the author- 
izing legislation to allow for the further testing of the pilot 
program in an additional agency that has yet to demonstrate its 
complete support for the 8(a) program." 

Comments: iahile we would welcome other agencies' partic- 
ipation in the Pilot Program, we believe that it is important for 
the Army to continue in the program. While the Army's S(a) program 
has been more successful as compared to other agencies, they have 
relied very heavily upon non-professional service requirements to 
meet their goals. In this respect, there is a need to have the 
Army place far more emphasis in the area of manufacturing. 

In addition to the above, we would like to make several 
comments not directly concerning the report recommendations. 

The report indicates that an 8(a) contract was awarded by 
SBA's Central Office at the same time a firm was being recommended 
and terminated by the District Office. It goes on to say that the 
particular firm had continually experienced financial difficulty due 
to questionable financial practices, and that SBA agreed to provide 
$1.2 million in BDE to support the firm's performance. ;ie believe 
that the selection of this firm was proper and that its performance 
to date on the contract support SBA's confidence in its ability to 
deliver. We also feel that the use of BDZ 
sistent with the guidelines of SOP policy. 

was approl3riate and con- 
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and economically disadvantaged businesspersons. Because Congress 
recognized the historical reluctance Of Government agencies to award 
such contracts to these firms, it provided SBA :iiti a vehicle bY 
which it cou1.d require that an identified Contract OppOrtunitY 
be reserved for a qualified 8(a) firm under the Pilot Program. This 
provision neither envisions nor requires that SBA should become 
actively involved only when it must force action by another agency. 
Rather, it is more an expression of the Congressional sense of pur- 
pose that the Army shall take all steps to ensure compliance with 
the spirit and intent of the will of Congress. 

The success of the Pilot Program, therefore, depends On 
the abilitY of SBA and the Army to work closely together in a good 
faith effort to identify and reserve contracts in a manner ConsiS- 
tent with the intent of the program. As these relationships are 
developed, it is believed that an adequate nu;,aber of contracting 
opportunities will become available absent any resort to the man- 
datory reservation provisions of the program. Since this is a new 
and creative contracting process, we recognize our responsibility 
to evaluate, select and closely monitor those firms operating under 
the Pilot Program to ensure to tile maximum extent possible, that 
the business development goals of those firms as well as the ob- 
jectives of the Pilot Program will be realized. 

Recommendation: "Direct program officials to make sure 
that 8(a) fimls selected for the pilot program have the capability 
to successfully perform the procurement. SBA should use informa- 
tion on the fiml’s past perfonuance in delivering on 8(a) contracts." 

Comments: We believe that SBA's record is satisfactory 
in this regard: however, we will conti:zue to enceavor to Lrprove 
in this area. Xotwithstanding procedural questions concerning 
requirements identification and source selection on the first 
three projects, it should be noted that performance of all three 
contractors have been satisfactory. This indicates that SBA 
selected capable management teams in each case. 

Recommendation: "Direct program officials to make sure 
that procurement center representatives are provided sufficient 
information on 8(a) firms' capabilities so that this data can be 
used to match qualified firms to procurements." 

Conunents: We believe that the conciusion which caused 
this recommendation to be made, i.e., "PCR's have not been effec- 
tive in identifying pilot projects," may be sisleading without 
clarification of the operational division of responsibility within 
S3A. 

OperatiOnal COntrOi of the Pilot Program has been cen- 
tralized in the Washington Office. i:ihile it -was _ acreed that Pro- 
curement Center Representatives (PCRs) l;ould continue to identify 
Army requirements which appeared to be susceptible to per-orF.ance 
bY 8(a) contractors, it was understood tlnat PCRs by the nature of 
their work are at posts of duty a-da;, from regional offices and, 



'Estimated 
value 

(000 omitted) Pilot project 

Training management 
control system 

2,300 
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A c/The first date is the date of the SBA letter requesting reservation. The second 
ch date is the date the Army received the SBA letter. Where three dates are shown, 

SBA made dn lnltldl request but did not provide information on the contractor as 
required by the SBA/Army agreement. In this case the third date is the date suffi- 
cient information was received by Army to proceed with the procurement process. 

b/The SBA-Army contrdct wds for $3,825,000. In addition the 8(a) firm rece‘ived $1.2 
million rn business development expense funds from SBA. 

c/The SBA-Army contract wds for about $1.6 million. In addition the 8(a) firm received 
$273,000 in business development expense funds from SBA. 

d/The procurement was originally offered to SBA by the Army for the regular 8(a) 
program; howevec, SBA’s central office demanded it for the pilot program (see appen- 
dix I for further information on this contract). 

e/This is a follow-on to the ROWPU contract discussed in appendix I. On l/16/80, 
SBA requested Army to reserve this requirement for the second firm discussed in 
appendix I. Accordingly Army issued a request for proposal to the second firm on 
4/18/80. On 4/29/80 SBA requested Army to issue the request for proposal to the 
first firm (in appendix I) instedd. The new request for proposal was issued to 
the first firm on 7/2/80. 
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gave opinions. GAO scrutinized these comments and reevaluated 
all evidence obtained from SBA dnd Army; as d result, GAC 
did not have to make any substdntive chdnges in developing 
the final report. 
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Joint venture agreement 
and contract signing 

During the period November 29, 1979, to February 29, 
1980, XYZ and DEF endeavored to develop d joint Venture dgree- 
ment that would satisfy SBA. The first draft was completed 
November 29, 1979; however, it was not until February 29, 
1980, that SBA approved the final joint venture agreement. 
Meanwhile, on February 6, 1980, after receiving no response 
to inquiries on the status of the contrdct, Army agdin 
threatened to withdraw the project. 

On March 3, 1980, SBA awarded the subcontract between 
XYZ-DEF and SEA. The Notice to Proceed wds issued March 18, 
1980. 

Who's doing what 

SBA's standard operating procedures (SOPS) for joint 
venture agreements between 8(d) firms and other concerns 
performing on 8(a) subcontracts state that "The 8(a) con- 
cern shall perform at d minimum the following percentage of 
the total dollar amount of any subcontract with its own 
labor force: 

(d) Manufacturing 50 percent 
(b) Construction 15 percent 

(1) General Contractor 15 percent 
(2) Specialty crdfts, such 

ds Electrical, Plumbing, 
Mechanical, etc. 25 percent 

(c) Professional Services 55 percent 
(d) Non-Professional Services 95 percent." 

In addition, the SOP states that "The 8(a) concern shall 
appoint one of its employees ds project manager responsible 
for contract performance." 

The Fort Leonard Wood project has several parts. The 
following is a list of these parts dnd the firm responsible 
for performing the work on each part. 

--Manufacture windows--DEF Products (a subsidiary 
of DEF, Inc.). 

--Install windows-- XYZ-DEF joint venture. 
--Install insulation--subcontracted to d non- 

disadvantaged insulation firm. 
--Manufacture siding--purchased from a supplier. 
--Install siding--DEF, Inc. 
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gave SBA a timetable calling for a proposal from XYZ to 
be delivered to the Army by September 25, 1979. Formal 
negotiations were to start November 5, 1979. 

The Army, ds expected, received several complaints from 
firms that had planned to bid on the project and had spent 
considerable funds drawing up their bid proposals. The 
Army cited the provisions of Public Law 95-507, section 
B(d)(l)(B)--the pilot program--and apologized. The 
Comptroller General of the United States also denied a 
formal bid protest. 

XYZ's joint venture - 

Because XYZ itself did not have the capability to com- 
plete the substantial work required on the Fort Leonard 
Wood project, it proposed d joint venture with d non- 
dlsddvdntdged firm, hereindfter referred to as ABC, Inc. 
On September 19, 1979, the presidents of both firms visited 
the Corps' Omaha district office to discuss the project. It 
soon became apparent to Army officials that XYZ had not re- 
ceived some of the proposal pdckdge from SBA nor any assis- 
tance on how to prepare a proposal of this magnitude. The 
Army attempted to help XYZ, hut by then it was too late to 
prepare an adequate proposal by the September 25 deadline. 

During October 1979 the Army contacted SBA on three 
separate occasions urging SBA to support XYZ and to ask about 
prepdrdtlons for contract negotiations. It is apparent that 
SBA was doing almost nothing to help XYZ and actually did 
not intend even to send d representative to the negotiations 
(until Army requested it to do so). 

First contract negotiation session 

The first negotiation session WdS held November 7, 
1979-- it was inconclusive. During the session it became dp- 
parent that ABC, Inc., wds not the proper choice for d joint 
venture--it had no experience in the type of work called 
for by the project. In addition, the price demanded by the 
XYZ-ABC joint venture was far in excess of the Army's esti- 
mate. A second session was scheduled for November 14 and 15. 

On November 13, 1979, SEA's pilot program mdnager noti- 
fied Army that SEA had hired d mdndgement consultant to 
analyze XYZ's proposal and the Army's estimdte and attempt 
to resolve the differences. He requested an extension of 
the negotiation date. 
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CASE SUMMARY ON CONTRACT 3--STORM 
WINDOWS ANDINSULATION PROCUREMENT 

An 8(d) firm (hereindfter referred to ds the XYZ Comp- 
any) I specializing primdrily in window instdllation, received 
the third contrdct dwdrded through the pilot program. SBA's 
centrdl office approved and qualified XYZ to perform on d 
complicated $4 million project without dssessing the firm's 
Cdpdbillty. 

Background 

The XYZ Company, locdted in Washington, D.C., applied 
for eligibility in the SEA 8(a) program in 1978. The dp- 
plicdtion wds approved on July 5, 1978, with a projected 
dSSiStdnCe--if COntrdCtS were dvdlldble--Of $2,000,000 for 
the first and second yedrs, $1,500,000 for the third year, 
and $500,000 for the final year. SBA advised the firm to 
pursue commercidl and competitive business contracts on 
its own Ln dCCOrddnCe with the firm's business plan. 

XYZ's initial experience __- 
in the 8(d) program 

The president of XYZ has self-marketed his firm from 
the beginning of its certification into the 8(a) progrdm. 
On July 13, 1978, he bypassed SEA by submitting d direct 
request to the Department of Commerce to set dside d procure- 
ment for the installation of windows at the Merchant Mdrine 
Academy in New York under the 8(d) program. In addition, 
he wrote the Chairman of the House Subcommittee on Minority 
Enterprise dnd General Oversight, Committee on Smdll Busi- 
ness, requesting the chairman to contdct the Secretdry of 
Commerce and the SEA Administrator on his behalf. The 
Commerce Depdrtment refused his request to be treated ds 
a sepdrdte prime contractor only for the inctdlldtion of 
windows on the project. It would have allowed him ds d 
subcontractor--he refused. 

In the fall of 1978, XYZ's president unsuccessfully 
sought to obtdin d contract to replace windows at the Vet- 
erdns Administration Center Ln Wilmington, DeldWare. He agaLn 
wrote‘the Chairman of the House Subcommittee on Minority En- 
terprise and General Oversight compldining of unfair tredt- 
ment. In the spring of 1979, XYZ finally received a $70,000 
contract to install windows at the Veterans Administrdtion 
Medical Center, Fort Howdrd, Mdryldnd. 
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the trailers. The Army found that the second firm wds 
capable of building the trailers and assembling the ROWPUs. 
In an effort to “pledse everybody,” the Army suggested cl 
compromise wherein the second firm was to build the trdilers 
and ship them to the first firm which would then dssemble 
the ROWPUs on them. 

The president of the second firm, however, expressed 
his dissdtisfdction with splitting the ROWPU procurement 
in such a manner. He felt it would be more appropriate to 
split the fdbr icdtion of the complete units between the 
firms rather than have his firm build the trailers and the 
first firm assemble the components into d final product. 
According to SBA’s technical consultant, the second firm 
believed the division of effort with the first firm was 
ill conceived because: 

--The second firm would be confined to assembling 
trailers, d job that requires metdlworking cdpa- 
bllities not within its current line of business. 

--SEA would hdve to provide BDE funding ($273,000) for 
capital assets that dre not particularly relevant to 
the firm’s current field service contracts with the 
Navy. L,/ 

--The second firm’s ability to gain this contract 
requires that the first firm’s bid be dcceptdble. 

--Any follow-on awards are dependent on the first firm’s 
successful performance, making the second firm doubly 
dependent on the first. 

The second firm’s president further stated thdt by fabricating 
the trailers alone, his firm would not gain the necessary 
experience and expertise in manufacturing processes needed 
to produce the complete ROWPU system. The Assistant Regional 
Administrator for Procurement Assistance in Sdn Francisco 

l/Officials in Army’s Office of Small and Disddvdntaged 
Business Utilizdtion told us on Cctober 31, 1980, that SEA 
recently selected the first firm to produce 11 addit ional 
ROWPUs and trailers. They pointed out that SEA is apparent- 
ly will= to spend additional BDE funds to equrp the first 
firm to build trailers and that SBA wasted the EDE funds it 
used to equip the second firm to build trailers. 
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--Incomplete and inconclusive supporting ddtd 
from the firm’s proposal dttributed to the large 
differences in labor hours dnd rates between the 
Army’s estimates and the firm’s proposal. 

--The lack of historical ddtd on prior ROWPU purchdses, 
whLch precludes price analyses that could provide 
d redlLStLC pricing stdnddrd. 

The fixed-price incentive contract, however, was not 
dccepted by the SBA central office. Instead, the central 
off ice allowed the firm its 12-percent profit. 

The first firm’s request for BDE 
not adequately supported 

The SBA central office approved $323,000 in BDE 
funds requested Ln the firm’s proposal for purchasing 
capital equipment and for leasing facilities. The 
SEA contract negotiator and the technical consultant, 
however, criticized the approval of these funds because 
they felt such a large amount ldcked ddequdte justifi- 
cation. The technical consultant felt thdt the need for 
such d large amount of BDE funding reflected poorly on 
the firm’s Cdpdbillty to properly plan and procure fdcil- 
LtLes and equipment to support its ROWPU business objec- 
tives. 

The technical consultant’s cost estimate for acquiring 
needed facilities and equipment cdme to $191,000. The 
consultant suggested d BDE grant of $220,000. He suggested 
that the firm could reduce the amount of EDE funds needed 
by purchasing used equipment, avoiding excessive invest- 
ments in hdnd tools, deferring lease deposits, and obtain- 
ing quantity discounts on furniture and other equipment. 

The ASSiStant Regional Administrator for Minority Small 
Business for region IX told us that the $323,000 in BDC 
funding finally appropriated dt the SEA centrdl office had 
been promised to the firm by the Director, Cffice of Business 
Development. The contract negotiator expressed dissdtisfac- 
tion with the contract and with the amount of EDE funds SBA 
agreed to provide. He indicdted that he did not believe that 
either the procurement or the BDE funding allowance would 
contribute to the firm’s ultimate vidbility. 
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SEA's use of BDE was not dn 
incentive to negotiate earnestly 

As part of the contract between SBA and the first firm, 
SEA is providing it with about $1.2 million in business 
development expense funds to meet the price difference 
between the Army's estimated fair market price (about $3.8 
million) and the firm's final negotiated price (dbout $5 
million). Included in this amount of EDE funding is about 
$323,000 calculated by the firm ds the cost to obtain 
the equipment and facilities it needed to go into produc- 
tion. This approval wds granted by the Director, Office 
of Business Development, since it substantially exceeded 
SBA's $350,000 ceiling, which regiondl administrators 
cdn approve. The Assistant Regional Administrator for 
Minority Small Business for region IX said that providing 
BDE funds to the firm was prearranged at the SBA central 
office in order to ensure the consummation of this initial 
pilot program dWdrd. 

Our assessment of the negotiation process, however, 
indicated thdt SBA's agreement to provide BDE funds was 
not an incentive for the negotiators to come to terms. In- 
Stedd, our review indicates that the prospect of SEA provid- 
ing BDE funds probably encouraged the firm dnd the Army to 
avoid redching d mutually agreed-upon price. Also, SBA 
did not determine whdt BDE savings would have resulted 
had the second firm been selected to produce the ROWPUs. 

At the start of the negotiation process, the first 
firm's initial proposal was almost twice the amount pro- 
posed by Army. The firm's proposal was for $6.5 million; 
Army's wds for $3.8 million. The $2.7 million difference 
was attributed to the firm's expectation of d produc- 
tion effort fdr in excess of Army's scope of work. Even 
after SBA advised the firm to negotiate the contract 
price in accordance with the scope of work defined by 
the Army, the firm's and the Army's revised proposals 
still reflected d difference of about $2.3 million. 

In the final negotiation session, the Army and the firm 
could not agree upon d compromise figure for indirect costs. 
The negotiations proceeded to a bottom-line price proposal 
when the Army concluded that the firm wds not concerned about 
the reasonableness of individual cost elements. At the close 
of negotiations with the Army, the firm's offered price wds 
$5,193,988.50. 
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itself of 8(d) firms' capability to perform through its 
predward surveys. But he said that SEA should develop 
certain minimum information on each of its 8(a) firms, 
including the firm's performance on past 8(d) cont'acts, 
its prior experience, and the adequacy of its facilities. 

SEA central office does not 
have sufficient information 
Kits 8(d) contractors 

Although the SBA central office assured the Army that 
the two firms had the Capability of meeting the terms of the 
procurement, several SBA field office officials questioned 
the first firm's Capability because of their knowledge of 
the firm's poor performance in the past. 

The Los Angeles district office was not involved in the 
selection of the firms for the ROWPU pilot project. However, 
d contract negotiator in that office expressed reservations 
to SBA central office officials about the firm's capability 
to perform the tasks called for in the procurement. His 
reservations were based on his knowledge of the firm's poor 
performance on past contrdcts, its poor financial condition 
due to questionable financial practices, and its lack of ade- 
quate facilities and resources to support the new operation. 

The Assistant Regional Administrator for Minority Smdll 
Business and Capital Ownership Development in region IX agreed 
with this criticism of the firm. He said the firm was se- 
lected for the ROWPU procurement more as d result of its mar- 
keting effort than on its prior 8(a) performance. He also 
said that if the decision had been up to him, he would not 
have recommended the firm for the procurement based on his 
knowledge of the company and its past performance on 8(d) 
contracts. 

District office proposes 
termination of the first 
firm for unsatisfactory progress 

At about the sdme time that SPA was processing the con- 
tract, the Assistant Regional Administrator in region IX who 
oversees the firm's progress was endorsing the district 
office's recommendation that the firm be terminated from the 
8(a) program. The firm's unsatisfactory performance, its 
history of nonprofitability, and its negative retained edrn- 
ings and diminished net worth due to questionable financial 
transactions were factors in the district office's recommen- 
dation. Further SEA district office dndlysis revealed that: 
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APPENDIX I 

CASE SUMMARIES ON THE 

THREE INITIAL PILOT CONTRACTS 

APPENDIX I 

The following cdses demonstrate SEA's problems in 
selecting and awarding the three initial contracts selected 
in the pilot program. They also demonstrate other problems 
and issues relating to the regular 8(a) program. We found 
that SBA awarded the first three 8(d) pilot project contracts 
to firms without adegudtely assessing their capability to 
do the job. 

CASE SUMMARY ON CCNTRACTS 1 and 2-- --- 
THE ROWPU PROCUREMENT - 

The first procurement awarded under the pilot program 
wds for the production of 30 trailer-mounted reverse osmosis 
water purification units. Separate contracts were awarded 
to two 8(a) firms. One contract of about $5 million was 
awarded to d firm (hereindfter referred to as the first firm) 
to assemble and test the water purification units and install 
them on trailers. The firm, initially owned by two partners-- 
one disddvdntdged dnd one nondisadvantaged--was accepted into 
the 8(a) program in November 1970. Later, the two partners 
lncorpordted the business, and in 1978 the disadvantaged 
owner subsequently acquired complete ownership. 

The other contract of about $1.9 million wds awarded to 
a firm (hereinafter referred to ds the second firm) to build 
trailers and frames upon which the unit would be installed. 
This firm entered the 8(a) program in December 1973 and was 
incorporated in 1974. 

The first firm identifies the FOWPU procurement 

The president of the first firm took the initiative in 
seeking this procurement after learning from a 1977 Army 
document that Army intended to procure ROWPUs. The firm's 
normal business was mdnufacturlng and assembling electrical 
and electronic products, but the firm's president realized 
that this procurement offered an opportunity to enter 
a new, growing industry. Through his own marketing efforts, 
and with the support of the Ndtional Assocldtion of Eldck 
Mdnufacturers, he was dble to convince the SEA central 
office to reserve the procurement from Army as the initial 
contract selected under the pilot program. 
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The Deputy Associate Administrator of the Office of 
Federal Procurement Policy, Office of Management and Budget, 
made an unsolicited recommendation to the President’s Fssis- 
tant for Domestic Affairs and Policy. He recommended the 
Ndt ional Aeronaut its and Space Admin istrdt ion because it 
has been dn enthusiastic supporter of the 8(a) program. 

WAS THE ARMY THE BEST AGENCY 
FOR THE PILOT PROGRAM? -- 

We have noted the differences of opinion between SEA and 
Army over Army’s selection as the pilot agency. In addition, 
we noted that the major reason for Army’s selection seemed 
to be its history of cooperation in offering procurements to 
the regular 8(a) program. The question remains--was the Army 
the best agency? 

It dppedrs thdt Army can offer enough procurements of a 
sophisticdted, high-technology, large-dollar, multiyear 
nature to test this aspect of the pilot program’s purpose. 
In addition, the Army’s Office of Small and Disadvantaged 
Business Utilization has expressed its interest in helping 
SEA to identify procurements that offer development oppor- 
tunities to 8(a) firms. 

However, we believe that another aspect of the pilot 
program needs to be tested further. This is its ability 
to help SEA secure more procurements from an agency that 
has been reluctant to volunteer procurements to the regular 
8(d) program. This would require that the authorizing 
legislation be amended to allow an additional pilot agency 
to be selected. 

CONCLUSION 

Because the Army-- d cooperdtlve agency--was selected to 
participate in the pilot program, we believe thdt the legis- 
lative objective to use the pilot to help SEA secure more 
8(a) procurements has not been fully tested. The select ion 
of another agency with a history of not being conscienticus 
in volunteering 8(a) procurements would fully test this legis- 
lative objective. 

RECOMMENDATION TO THE CONGRESS 

The Congress should amend the author izing legislation 
to allow for the further testing of the pilot program in an 
additional Federal agency that has yet to demonstrdte its 
complete support for the 8(a) program. 
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chapter 2, it is attempting to use the pilot program to 
upgrade the quality of 8(a) procurements. This is reflected 
in the special triter ia issued on April 15, 1980, listing 
the most desired project characteristics for pilot program 
procurements. These criteria call for sophisticated, high- 
technology, large-dollar , multiyear procurements. 

In addition, SBA issued special requirements for 8(a) 
firms nominated to perform these procurements. This action 
recognized the probability that only relatively strong firms 
dre capable of successfully performing such challenging 
projects. 

Army’s interpretdtion of the 
pilot program’s purpose - 

Gn the other hand, Army's interpretation of the pilot 
program’s purpose is “more procurements.” Officials of the 
Office of Small and Disadvantaged Business Utilization, 
Off ice of the Secretary of the Army, told us that they believe 
that the pilot’s purpose is to augment the regular 8(a) 
program by giving SBA the right to demand procurements not 
previously offered to it. They said that the Army has had 
a history of cooperating with the regular 8(a) program--Army 
has had the largest dollar amount of 8(a) contracts of any 
Federal agency every year since fiscal year 1975. In addition, 
from fiscal years 1977 through 1979, Army volunteered $640.5 
million to the regular 8(a) program that was rejected by 
SBA. They told us that an agency that has not yet supported 
the 8(d) program should have been chosen as the pilot agency. 

HOW ARMY WAS SELECTED 

In November 1978 a small committee consisting of SPA's 
Associate Administrator for Minority Small Business and 
Capital Ownership Development and two members of his staff 
was formed to recommend which Federal agency should parti- 
cipate in the pilot program. This committee assembled 
information on the various agencies’ performances in supply- 
ing contracts for the regular 8(d) program. Based on this 
study, the committee recommended to the Administrator, SBA, 
on December 15, 1978, that all of the Department of Defense 
(DOD) be included as pilot participants. The committee's 
reasons for selecting DOD were: 

1. DOD’s large volume of 8(a) procurements--56.4 per- 
cent of the total of all Federal agencies in fiscal 
year 1978. (The largest civil ian agency--General 
Services Administration--had 7.9 percent.) 
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SBA COMMENTS AND OUR EVALUATION 

SBA did not adequately respond to two of the three 
recommendations. 

In commenting on our first recommendation, SBA believes 
its record in the pilot program is satisfactory; however, it 
will continue to try to improve its efforts. Although we 
criticized SBA's selection of the first three contracts 
in the report, SBA said only that it stands behind its deci- 
sions on these contracts and that the contractors' perform- 
ances have been satisfactory. SBA offered no specific 
comments on the need for program officials to know the capa- 
bilities of 8(a) firms selected for the pilot program, 
especially information on the firms' past performance in 
delivering on 8(a) contracts. We continue to believe that 
SBA made a poor choice in awarding the three initial con- 
tracts. Program officials need to make sure that 8(a) firms 
selected for the pilot program have the capability to suc- 
cessfully perform the procurement. A firm's past performance 
in delivering on 8(a) contracts must also be considered. 

With regard to the second recommendation, SBA appears 
to be saying that it wants to keep a functional role for 
PCRs in the pilot program, but it does not say whether they 
should have information on 8(a) firms' capabilities. More- 
over, SBA said that the decision to accept a requirement or 
match a requirement with an 8(a) firm should not be in the 
hands of the PCR. We continue to believe that in order for 
the PCR to have an effective role in the pilot program, he or 
she needs information on 8(a) firms' capabilities in order to 
know what procurements to seek for the pilot program. As 
discussed on page 16, PCRs feel that this is a problem in 
the pilot program and must be corrected. 

With regard to the third recommendation, SBA commented 
that its Office of the Inspector General will review the 
use of all SBA funds disbursed to the two 8(a) firms in- 
volved in the ROWPU contracts. In addition, the Associate 
Administrator for Minority Small Business and Capital Owner- 
ship Development, Office of Program Surveillance and Assis- 
tance, will initiate reviews to determine if the three initial 
pilot contracts were effectively performed by the 8(a) firms 
involved. 
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To review this problem further, we interviewed 10 
PCRs stationed at various major Army procurement centers 
to determine why they have not identified more procurements. 
One PCR said that he did not identify any projects for the 
pilot program because the Army is now more willing to volun- 
tarily offer projects under the regular 8(a) program rather 
than have SBA request them for the pilot program. 

Other reasons PCRs gave for not identifying more pilot 
projects ranged from the opinion that they do not possess 
enough knowledge of 8(a) firms and their capabilities to 
allow them to refer procurements to SBA to the argument that 
they are too busy with other PCR activities. A number of 
PCRs said that they were not aware of 8(a) firms that had 
the capabilities needed to perform procurements. Another 
PCR said that complying with subcontracting requirements 
for the regular 8(a) program leaves little time for pilot 
activities. 

SBA's ATTEMPT TO MAKE THE PILOT PROGRAM 
LOOK MORE SUCCESSFUL THAN IT IS 

Our review disclosed that SBA has placed many projects 
in the pilot that actually belong in the regular 8(a) pro- 
gram. In our opinion, this was done to make the pilot program 
look more successful than it actually is. 

The authorizing legislation and SBA guidelines distin- 
guish a pilot procurement from a regular 8(a) procurement on 
the basis of whether a procurement is volunteered to or demanded 
by SBA. SBA guidelines state that when the Army offers a pro- 
curement to SBA, it should not be placed in the pilot. 
According to the guidelines, a procurement should be placed in 
the pilot only when SBA is compelled to demand it from Army. 

For example, in the November 1980 list of 28 pilot pro- 
gram contracts and project reservations (see app. II), 9 
are Army Corps of Engineers projects. We were told by the 
Director of Army's Office of Small and Disadvantaged Busi- 
ness Utilization that, because the Corps of Engineers has 
a policy of offering their projects to SBA, most of these 
projects could be in the regular 8(a) program. This policy 
was also mentioned by the Chief, Procurement and Supply, 
Corps of Engineers, Omaha, Nebraska. 

Another example is the "standard military gasoline 
engine" procurement. (See app. II, p. 44.) SBA identified 
it as a pilot project on April 30, 1980, even though the 
Army identified it for the regular 8(a) program in October 
1978. 
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To gain technical expertise to dssess project recuire- 
ments, the central off ice is hiring consultdnts under the 
section 7(j)(lO) progrdm to help SEA dnd the 8(a) firms 
dcquire pilot contracts. 

The following dre the types of problems thdt were noted 
In our review of SEA’s selection dnd negotidtion of the three 
initial pilot contrdcts. 

--An 8(d) firm wds awarded d $5 million contract by 
SEA’s central offrce at the sdme time it wds being 
recommended for termination by the district off ice 
for poor mdndgement dnd unsdtisfdctory progress 
in the 8(d) progrdm. Despite the fdct that this 
firm hdd cant inuously exper ienced f indnc id1 dif f i- 
culties due to questiondble financral prdctices, SEA 
agreed to provide $1.2 million in business develop- 
ment funds to support the firm’s performdnce. 

--A second firm wds dwdrded d $1.9 million contrdct, 
including $273,000 in capital equipment funds, to 
SUppOrt d Capability thdt Wds outside its Current 
line of business. 

--The third firm wds dwarded d $4 million contrdct (in 
d joint venture with d non-8(d) firm) even though the 
district off ice described the firm ds d “one-mdn 
firm” that had not started work on its initial 8(d) 
procurement, dwdrded d year edrlier. The non-8 (d ) 
firm dnd d non-8(d) subcontrdctor will do most of 
the work on this contract. 

The results of our review were discussed with the Asso- 
ciate Administrator for Minority Smdll Eusiness and Capitdl 
Ownership Development and his staff on June 12, 1980. They 
had no comments regarding these deficiencies. However, on 
another occds ion, SEA’s chief of the Requirements Division, 
Off ice of Eusiness Development, sdid thdt SEA would closely 
monitor the progress of the work of the firm thdt received the 
$4 million contract. Further details of the three contrdcts 
dre discussed in appendix I. 

PCRs HAVE NOT EEEN EFFECTIVE -------__~ 
LN IDENTIFYING PILOT PROJECTS 

The interdgency agreement provides thdt PCRs dre 
to be SEA’s primdry medns of identifying dnd recommending 
procurements for the pilot progrdm. Srnce the PCRs dre 

14 



program and proceeds to screen 8(d) firms to perform it. 
But questions have arisen about what constitutes d suitable 
procurement for the pilot program. 

The interagency agreement did not specify objectives to 
be achieved by the pilot program. However, SEA gu idel ines 
issued in September 1979 indicated that the program’s objec- 
tive wds to seek 8(a) opportunities that had not otherwise 
been offered or identified by the Army under the existing 
8(d) program. The guidelines also indicated that the pilot 
program wds not intended to eliminate the existing 8(d) 
program. Instead, it was expected that the Army would 
continue to actively identify and recommend procurements 
for the existing 8(d) program. 

In April 1980 SBA issued further guidelines on the 
types of procurements that field office officials were sup- 
posed to seek for the pilot program. The revised guidelines 
stated for the first time that large-dollar, sophisticated 
procurements were most desirable for the pilot program. Fy 
stating that SEA wds most interested in seeking these types 
of procurements, these new triter ia represented a narrower 
scope than the program’s orrginal scope of seeking all suit- 
dble procurements for the 8(a) program that had not otherwise 
been offered by the Army. 

Our review of the first three contracts awarded under 
the pilot program demonstrated that SBA does not hdve the 
cdpdbillty to assess whether or not 8(a) firms can perform 
procurements of this type. (See dpp. I.) After these con- 
tracts were awarded, SBA decided to seek large-dollar, 
sophisticated procurements. However, this approach has sub- 
sequently caused problems for SEA in identifying projects 
for the pilot program. 

SPA’s CENTRAL OFFICE CANNOT ASSESS 
8(a) FIRMS’ CAPABILITIES 

When the pilot program is used, matching 8(d) firms 
with procurement requirements is the responsrbility of SEA’s 
central off ice. However, the central office does not have 
enough information to dssess 8(d) firms’ CdpdbilitieS to 
perform pilot procurements. Therefore, SEA cdnnot properly 
match pilot projects with those firms capable of doing the 
job. Specif icdlly, we found thdt the centrdl offlce often 
lacked information on the procurement’s specifications and 
on the 8(d) firms’ cdpdbilities dnd past performance. We 
found that SEA does not even maintain records on how well 
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objective for the pilot program is to seek procurement 
opportunities that are not currently offered by the Army 
under the regular 8(a) program. SBA believes its record 
in selecting firms for the pilot program is sdtisfactory. 

Army does not believe that SBA cdn properly assess 
and match dn 8(d) firm’s capabilities with procurement 
requirements in the pilot program. Army said that it 
has made repeated attempts to help SEA with this func- 
tion by seeking lists of firms that SBA intends to sup- 
port under the pilot program. Even though Army said it 
would be willing to use its experts to do the analysis 
and identify procurements so that an orderly development 
effort can be estdblished for 8(a) firms, it believes 
this dpprOdCh cdn be performed under the purview of the 
regular 8(a) program. 

We continue to believe that the 8(a) pilot program 
should be used to identify contracts for the 8(d) program 
only when Army is reluctant to offer them under the regu- 
lar 8(a) program. Also, the pilot program should be used 
only when d qudlif ied firm is available. 
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MANY NEW PROCUREMENTS IDENTIFIED em-- 6B'mT MEET mm-mGm;MTIVE ------------M----w- 
In April 1980 SBA embarked on an effort to place as 

many procurements as possible in the pilot program. Although 
only three contracts had been signed by April 1980, SBA had 
identified 38 additional Army procurements for the pilot. 
Most of these procurements had not been officially requested 
from Army using the formal notification process spelled 
out in the interagency agreement. 

We believe that SBA, in assembling the list of 38 
procurements, tried to make the pilot program look successful 
rather than to develop disadvantaged firms. Our review of 
the list showed that many of the 38 procurements were regular 
8(a) program procurements arbitrarily picked for the pilot 
program. i/ SBA officials in the Office of Minority Small 
Business and Capital Ownership Development agreed with our 
analysis that many of these procurements were regular 8(a)- 
type procurements. 

The results of our review were discussed with the Asso- 
ciate Administrator for Minority Small Business and Capital 
Ownership Development and his staff on June 12, 1980. They 
had no comments regarding why SBA has chosen a course of 
action to expand the use of the pilot program in this manner. 

ARMY OPINIONS ON THE USEFULNESS --- ----- OF THE PILOT PROGRAM w--e-- - 

Officials of the Office of Small and Disadvantaged Busi- 
ness Utilization of the Office of the Secretary of the Army 
told us that the pilot program could prove to be useful if SBA 
directs its application of the pilot toward identifying only 
those procurements that offer development opportunities to 
8(a) firms. Complicated, high-dollar contracts cannot benefit 
a firm if it cannot do the work. For example, on February 8, 
1980, SBA used the pilot program to request a contract for the 
production of a high-mobility, multipurpose wheeled vehicle. 
The contract was projected to be worth about $1 billion. 
These officials told us that after lengthy deliberations with 
SBA, SBA's request was denied by Army headquarters since Army 
was convinced this contract far exceeded the capabilities of 
the 8(a) firm recommended by SBA. The firm would have been 
required to change its entire line of business--from engineer- 
ing consulting to major manufacturing. 

i/,&e chapter 3, pages 14 and 15, for a more detailed discus- 
sion of this list of procurements. 
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manufacturing the trailers and frames had been notified 
that SBA intends to gradually reduce its 8(a) contractual 
support through September 30, 1982, at which time the firm 
will be considered to have reached program completion. 
Under these circumstances, we question why SBA awarded it 
a new contract in an entirely different field from its line 
of business. 

THE THIRD CONTRACT -- ---- 
The third contract--for $4 million--was awarded to a 

joint venture between an 8(a) firm and a non-8(a) firm for 
installing insulation and storm windows at Fort Leonard Wood, 
Missouri. 

Regular 8(a) procurement --- ---- 
Our review showed that this procurement was originally 

offered to SBA for the regular 8(a) program--SBA turned it 
down. Because of lack of communication between SBA’s central 
office, district offices, and the Army, the Army Corps of 
Engineers proceeded to routinely process this procurement. 
The Army did not receive SBA’s formal request to reserve the 
procurement until a few days before bid opening. Because the 
Army was faced with an embarrassing situation of withdrawing 
the project immediately before bid opening, it was unlikely 
to comply with SBA’s request under the regular 8(a) program. 
Accordingly, SBA demanded the procurement under the mandatory 
provisions of the pilot program. 

Limited development potential of A---- 
the Fort Leonard Wood contract -- ----__- 

Our review of this contract raises serious questions 
about its potential to develop the 8(a) firm. The 8(a) firm 
is a one-man shop with no equipment or trucks. At the time 
of our review, the firm had failed to perform any work at 
all on its only previous 8(a) contract, for $70,000, which 
had been awarded a year before the award of the $4 million 
Fort Leonard Wood contract. 

In addition, our review showed that the non-8 (a) firm 
partner in the joint venture intended, along with a non-8(a) 
subcontractor, to perform the majority of the work on the 
Fort Leonard Wood contract. 

Further details on the three contracts are discussed in 
append ix I. 



CHAPTER 2 

SEA HAS NOT MET ITS OVERALL 

OBJECTIVE FOR THE PILOT PROGRAM 

Our review of the pilot program showed that SEA has not 
met its overall objective of improving its ability to obtain 
procurements which were not currently offered by the Army 
under the regular 8(a) program. We believe that SBA is 
attempting to make the pilot program look more successful than 
it is. 

Our review of the initial three contracts selected and 
awarded under the pilot program showed that they could have 
been handled through the regular 8(a) program. This is also 
true of many other Army contracts that have been reserved for 
the pilot. 

In add it ion, our review of the initial three contracts 
raises doubts that these contracts will contribute to the 
development of the 8(a) firms that received them. 

SBA’s OVERALL OBJECTIVE FOR 
THE PILOT PROGRAM 

On September 4, 1979, SBA’s ASSOCidte Administrator for 
Minority Small Business and Capital Ownership Development 
issued operating procedures for the pilot program to all SBA 
regional ddminlStrdtOrS. In the operating procedures, SEA 
stated that its overall objective for the pilot program is to 
seek procurement opportunities which are not currently offered 
by the Army under the regular 8(a) program. This objective 
appears to be consistent with the legislative history of the 
pilot progrdm, which indicates that the purpose of the pilot 
is to increase SEA’s ability to develop disadvantaged firms. 

THE INITIAL THREE PILOT CONTRACTS 
DO NOT MEET SEA’s OVERALL OBJECTIVE 

Our review of the initial three contracts selected and 
awarded under the pilot program showed that they were regular 
8(d)-type contracts that could have been handled under the 
regular 8(d) program. In addition, we guest ion the contr ibu- 
tion these contracts will make to the development of the 8(a) 
firms that received them. 

THE FIRST TWO CONTRACTS 

The first two pilot program contracts relate to a single 
procurement--the production of 30 trailer-mounted water 
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stated that its overall objective for the pilot program is to 
seek Federal procurement opportunities which are not currently 
offered by the Army under the regular 8(a) program. 

ACTIVITIES OF THE PROGRAM 

Since the interagency agreement, nine contracts totaling 
about $34.3 million have been awarded under the pilot program. 
A total of 19 other contracts had been reserved by SBA, and 
some have progressed to various stages in the contract nego- 
tiation process. SBA has withdrawn others. These contracts 
are listed in appendix II. 

Two of the awarded contracts we reviewed received busi- 
ness development expense (BDE) funds. One received BDE funds 
to pay the difference between the fair market value and the 
price at which the 8(a) contractor was willing to perform and 
to purchase capital equipment needed to perform the contract. 
The other received BDE funds for capital equipment only. 

SBA also used funds under section 7(j)(lO) of the Small 
Business Act to hire consultants to provide services to 8(a) 
firms receiving pilot contracts. As of June 30, 1980, it had 
obligated a total of $260,458 for services related to the 
pilot contracts. 

Originally, authority for the pilot program was to 
expire on September 30, 1980. However, Public Law 96-481, 
passed on October 21, 1980, extended the pilot program an 
additional year. 

OBJECTIVES, SCOPE, AND METHODOLOGY 

Public Law 95-507 requires us to evaluate SBA’s imple- 
mentation of the pilot program. Our objectives during the 
review were to determine 

--how effectively SBA and Army have used the pilot 
program to meet the act’s requirements and 

--whether SBA has improved its efforts to secure pro- 
curements for the 8(a) program. 

These objectives were discussed with the staff of the Senate 
and House small business committees, as well as with SBA 
and Army headquarters officials prior to our review. 

We reviewed SBA’s use of the pilot program from its 
inception through the completion of our field work on 
May 30, 1980. During this period only three contracts 

2 



Interpretations of the pilot 
program's purpose 19 

How Army was selected 20 
Was the Army the best agency for the 

pilot program? 22 
Conclusion 22 
Recommendation to the Congress 22 
SBA and Army comments and our 

evaluation 23 

APPENDIX 

I Case summaries on the three initial pilot 
contracts 

II Contracts selected by SBA for the pilot 
program as of November 4, 1980 

III Letter dated December 2, 1980, from the 
Administrator, Small Business Adminis- 
tration 

IV Letter dated December 2, 1980, from the 
Director, Office of Small and Disad- 
vantaged Business Utilization, Depart- 
ment of the Army 

ABBREVIATIONS ----- 
BDE Business development expense 

DOD Department of Defense 

GAO General Accounting Office 

MERADCOM Mobility Equipment Research and Development 
Command 

PCR Procurement center representative 

ROWPU Reverse osmosis water purification unit 

SBA Small Business Administration 

24 

41 

47 

52 

SOP Standard operating procedure 



about the I) (a) firma to which it intend8 to 
award pilot contraete, 6RA believer itlr record 
in selecting pilot contracts irr adtiefaetory. 
It said it would welcome other agoncioB1 parti- 
cipation in the pilot program. 

Army Lidid that GAO did an excellent job of 
uncovering the facts, andlyz ing them, and 
setting them forth in the proper perspective 
in the report. Furthermore, it sdid the report 
reflects d keen understdnding of the way SEA 
administered the pilot program. It also sdid 
thdt the report’s central theme realistically 
presents SBA’s inability to properly assess 
and match dn 8(d) firm’s cdpabilities with 
procurement opportunities. 

SBA’s and Army’s comments pertinent to each 
chapter and GAO’s detailed evaluation are in- 
cluded at the end of the chapters. Their com- 
plete comments are included as appendixes III 
and IV, respectively. 

The three firms discussed in the case studies., 
summarized in appendix I, were given the op- 
portunity to review and comm.ent on the factual 
material that bears directly on their firms. 
Two of the three firms responded. GAO scru- 
tinized these comments and reevaluated all 
evidence obtained from SEA and Army; as a 
result, GAO did not have to mdke dny substdn- 
tive changes in developing the final report. 
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GAO believes that the pilot program should 
be more fully tested in dn agency that has 
not yet demonstrated its complete support 
for the 8(a) program. (See p. 19.) 

CONCLUSICNS 

GAO believes that the Congress authorized the 
pilot program to increase SBA’s ability to 
develop vidble firms in the 8(a) program. 

The successful use of the pilot program 
depends, in part, on SBA I s dbil ity to have 
information available on the qualifications 
of 8(a) firms. It also needs to know enough 
about procurement opportunities to judge 
whether the firm cdn do the job. Never the- 
less, these requirements can only be ful- 
filled if SBA has a workable system ensuring 
thdt its field personnel dre used in critical 
decisions regarding the selection and certi- 
fication of firms, and procurement center 
representatives are used to locate procure- 
ment opportunities. 

In addition, because the Army, the leading 
agency in offering contracts to the 8(d) 
progrdm, was selected for pilot program 
participation, GAO believes that the legisla- 
tive objective of using the pilot to help 
SBA secure 8(d) procurements hds not been 
fully tested. 

The selection and award of the three initial 
contracts are associated with several problems 
which could adversely affect the 8(a) firms’ 
ability to discharge their responsibilities. 
Therefore, an independent evaludtion needs to 
be made to determine the effectiveness of the 
firms’ performance. 

RECOMMENDATIONS TO 
THE ADMINISTRATOR 

Eefore any further contracts dre selected 
and dwarded by the pilot program, the Adminis- 
trdtor , SEA, should : 

--Direct program officidls to diligently enforce 
the pilot program’s objective by demanding 
contracts only when Army is reluctant to offer 
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PILOT PROGRAM OBJECTIVE 
NOT MET 

Authorizing legislation--and its history-- 
suggest that the pilot program is meant to help 
SBA secure 8(a) procurements for disadvantaged 
businesses. SBA’s stated objective for the 
pilot program is to seek procurement oppor- 
tunities which are not currently offered by 
the Army under the regular 8(a) program. It 
has not yet met this objective. 

GAO found that the three initial contracts awarded 
under the pilot program, as well as several other 
contracts subsequently selected, could have been 
handled under the regular 8(a) program. SBA 
began in April 1980 to place as many procurements 
as possible in the pilot. Many of these were 
regular 8(a) program-type procurements, while 
others were procurements that represented work 
far beyond the capabilities of the 8(a) firms 
selected for the contracts. GAO questions the 
contribution these contracts will make toward 
the development of the 8(a) firms that received 
them. (See pp. 4 to 10.) 

In April 1980, SBA issued criteria that 8(a) 
firms must meet before they can be selected 
for the pilot program. It also issued criteria 
for contracts selected for the pilot program. 
GAO believes that SBA’s intent to use the pilot 
program to upgrade the quality of procurements 
available to participants in the 8(a) program 
is laudable. (See PP. 7 and 9.) 

BETTER PROGRAM CONTROLS NEEDED 

Before SBA uses the pilot program, it must 
certify that an 8(a) firm can perform. GAO 
found that SBA lacks sufficient information 
at its central office--where the pilot is 
administered-- to properly assess and match 8(a) 
firms’ capabilities with procurement oppor- 
tunities. SBA approved the 8(a) firms receiving 
the three initial contracts without adequately 
assessing the firms’ capabilities. 
(See p. 12 and app. I.) 
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Request for copies of GAO reports should be 
sent to : 

U.S. General Accounting Office 
Document Handling and Information 

Services Facility 
P.O. Box 6015 
Gaithersburg, Md. 20760 

Telephone (202) 275-6241 

The first five copies of individual reports are 
free of charge. Additional copies of bound 
audit reports are $3.25 each. Additional 
copies of unbound report (Le., letter reports) 
and most other publications are $1.00 each. 
There will be a 25% discount on all orders for 
100 or more copies mailed to a single address. 
Sales orders must be prepaid on a cash, check, 
or money order basis. Check should be made 
out to the “Superintendent of Documents”. 
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