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The overall-q .ctive of the 8(a) program under theSmall Business Act o0 53 is to provide Government procurement
assistance to 5isadv4~p ged business owners to assist them indeveloping their capabi-.t7 to compete effectively on the open
market. Small ausineg jdministriation (SBA) officials involvedin the 8(a) program were contracted to obtain their opinion onhow to: increase thenumber of Pederal agency contracts Frcvided
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The Senate Select Committee on Small
Business expressed interest in (1) ways to in-
crease the number of Federal contracts award-
ed to small businesses participating in the
Small Businless Administration's 8(e) procure-
mert program and (2) improving the coordi-
nation between the nature and timing of these
contracts and the needs and abilities of the
contractors.

This report presents the views of Small Busi-
ness Administration officials, Federal procure-
ment officials, and participants in the pro-
§ir- - to why corntract. are not getting to
firms in sufficlent qui,.nit¥ and at the desired
times and how improvements in may- cf
these areas might be accomplished.
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The Honorable Gaylord Nelson
Chairman, Select Committee on

Small Business
United States Senate

Dear Mr. Chairman:

In accordance with your request of July 14, 1977, this
report presents information on ways to improve the number,
type, and timeliness of Federal contracts in the Small Busi-
ness Administ-rition's 8(a) procurement program. The infor-
A.ation rpresenits views and opinions of the Small Business
Administration's 8(a) program managers and administrators,Federal agency procurement officials, and officials of 8(a)
firms. Information developed in our previous reviews of the
8(a) program and others that deal with minority enterprise
development is also included.

The views and opinions of the officials interviewed
expressed a need for more effective program development and
implementation. On the basis of our limited analysis of
these views and opinions, it appears that if the Small Busi-
ness Administration took the following actions, the flor of
contracts into the 8(a) program would improve.

-- Base program goals on the 8(a) firms' contractual
needs expressed in their approved business plans.

--Realine program staff and obtain additional staff, if
needed, to permit effective development of the Small
Business Administration's portfolio of 8(a) firms

-- Improve the management information system to provide
8(a) program managers with complete and accurate
information to permit effective program administra-
tion and monitoring.

-- Improve management and technical assistance to
8(a) firms so that it is effective in developing
8(a) firms into viable 4enterorises.

-Establish more definitive criteria for using business
development expense funds and a national system to
monitor the use of these funds.
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The following factors were also cited as reasons why
contracts are not getting out to needy 8(a) firms in suffi-
cient quantity and at the desired time.

-- Some 8(a) firms are having problems obtaining the
bonding necessary to perform contracts.

-- Public Law 92-582 is an obstacle that prevents archi-
tectural and engineering firms from obtaining 8(a) con-
tract awards.

--Potential for benefits to certain types of firms and
businesses from participation in the 8,i) program is
limited.

Details of the views and opinions obtained and on the actions
needed are discussed in appendix I.

The Small Business Administration's inability to control
the supply of contracts to the program was first noted in our
report to the Congress of April 16, 1975, "Questionable Effec-
tiveness of the 8(a) Procurement Program." In that report, we
said that a major reason for this lack of success was the
Small Business Administration's inability to control the
supply of contracts from Federal agencies. We continue to
believe that the Small Business Administration's inability to
control the supply of contracts is still a major problem in
the 8(a) program.

As requested by your office, we did not ask for formal
comments on this report from officials of the Small Business
Administration, other Federal agencies, and the 8(a) firms.
Your office indicated that such comments could be obtained
in formal hearings the Committee plans to hold on the con-
tents of the report. As arranged with your office, this
report will be released 30 days after the issuance date
unless you publicly release its contents prior to this time
or a hearing date is established.

Sinc y yours,

Comptroller General
of the United States
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INFORMATION ON WAYS TO

INCREASE THE NUMBER, TYPE, AND TIMELINESS

OF 8(a) PROCUREMENT CONTRACTS

On July 14, 1977, the Chairman of the Senate Select
Committee on Small Business requested that we contact Small
Business Administration (SBA) officials involved in the 8(a)
program, Federal procurement officials, and participants in
the 8(a) program to obtain their views and opinions on how
to (1) increase the number of Federal agency contracts pro-
vided to the 8(a) program, (2) provide 8(a) firms with more
of the types of contracts needed, and (3) provide 8(a) con-
tracts on a more timely basis.

HISTORY OF THE 8(a) PROGRAM

Section 8(a) of the Small Business Act of 1953, as
amended, authorized SBA to enter into procurement contracts
with other Federal agencies and departments and to subcon-
tract the work to small businesses. This concept of channel-
ing contracts to small businesses through an intermediate
Federal agency was an emergency measure to insure that small
businesses were not by-passed in wartime. Following the
civil disturbances of 1967, SBA began using the section
8(a) authority to provide these noncompetitive contracts
to small business firms which are owned or controlled by a
socially or economically disadvantaged individual or individ-
uals. Individuals eligible for section 8(a) contracts in-
clude black Americans, American Indians, Spanish Americans,
Oriental Americans, Eskimos, Aleuts, and any others dis-
advantaged because of social, cultural, or chronic economic
status.

The overall objective of the 8(a) program is to provide
Government procurement assistance to disadvantaged business
owners to assist them in developing their capability to com-
pete effectively on the open market. This procurement as-
sistance is provided until SBA determines that (1) a firm can
compete effectively on the open market without further 8(a)
assistance and the firm is "graduated" from the program or
(2) continued procurement assistance is no longer feasible
and the firm is dropped from the program. From 1967 to
September 30, 1977, SBA awarded 14,233 contracts totaling
about $1.6 billion. There were 1,497 active firms in the
program as of September 30, 1977, and 139 firms had been
graduated from the program as of that date.
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Firms participate in the 8(a) program under one of the
following business classes: manufacturing, construction,
professional services, nonprofessional services, or con-
cessions. The following table shows the business class
breakdown for the 8(a) firms in the program as of Septem-
ber 30, 1977.

Number of
active

Business class 8(a) firms Percent

Manufacturing 162 11
Construction 523 35
Professional services 25. 17
Nonprofessional services 516 34
Concessions 43 3

Total 1,497 100

Appendix II shows the number of 8(a) firms that partic-
ipated in the program as of September 30, 1977, and the dis-
position of these firms. The latest available information
(March 3i, 1977) for those firms that have graduated from the
8(a) program is presented in the following table.

Number of
graduated

Business class 8(a) firms Percent

Manufacturing 9 10
Construction 15 16
Professional services 4 4
Nonprofessional services 64 70
Concessions I 0

Total 92 100

As shown by the above table, about 70 percent of all firms
graduating were in nonprofessional services.

EFFORTS TO IMPROVE THE 8(a) PROGRAM

The 8(a) program has oeen studied by several organiza-
tions in past years. It has also been the subject of con-
gressional hearings on several occasions. Most of the
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problems identified during our interviews were previously
identified and recommendations were suggested to effectprogram improvements. For example, we issued the firstof a series of eigh' reports on SPA under PubliJ Law 93-386
on April 16, 1975. The report, "Questionable Effectiveness
of the 8(a) Procurement Program," GGD-75-57, pointed outmany problems that impede the program's success.

In Septel:ber 1975. a special task force of the Inter-agency Council on Minority Business Enterprise made aseries of 16 recommendations to the Council for improving
the 8(a) program operatio~ 3.

Hearings on the 8(a) program, for example, were con-ducted by the Senate Select Committee on Small Business onJanuary 21, 1976, and more recently by the Subcommittee onFederal Spending and Open Government, Senate Committee onGovernmental Affairs, July 6-8. 1977. Most of the problemsaddressed in the studies previously cited and in this report
were explored in detail _n the testimony rendered in theseproceedings. Again, numerous suggestions were made forimproving the program.

In August 1977. the SBA Administrator established an8(a) Review Board to review all aspects of this program.
The Board, chaired by the SBA Deputy Administrator, iscomposed of representatives from SBA; the Departments
of Defense, Commerce, Transportation, and Energy; Officeof Management and Budget; National Aeronautics and Space
Administration (NASA); and General Services Administration(GSA). The Review Board's report to the SBA Administrator
was due on December 31, 1977, after our field work was
completed.

PROGRAM ADMINISTRATION

SBA administers the 8(a) program through a national of-fice, 10 regional offices, and its district offices. TheRegional Director is responsible for program activities
within the region. The program is supervised by the Assist-ant Regional Director for Procurement Assistance. Where
the authority has been delegated to the district officelevel, the District Director is responsible for the program
and provides the necessary administrative direction.

The SBA business development specialist (BDS) has pri-
mary responsibility for the development of firms in SBA's8(a) portfolio. His duties include maintaining personal
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contacts with SBA procurement center representatives, agency
contracting officers, and others to identify Federal agency
procurements suitable for performance by the 8(a) firms.
He is also responsible for seeing that the 8(a) firms receive
the necessary technical, financial, and management assistance
from SBA.

The BDSs may be assisted in identifying Federal agency
procurements which are suitable for 8(a) firms by the SBA
procurement center representatives (PCRs). PCRs are located
at various Federal installations throughout the country and
their responsibilities include reviewing the installation's
procurement plans and programs, evaluating their effect on
small business participation, and developing plans of oper-
ation to increase the share of contracts awarded to small
businesses. The PCRs' duties also include setting aside in-
stallation procurements solely for small businesses when
there appears to be sufficient small business competition.

The negotiation of the prime contract between SBA and
the procuring agency and the award of the 8(a) subcontract
are handled by an SBA contract negotiator. One of the nego-
tiator's responsibilities is to insure that all 8(a) con-
tracts are fair and reasonable to both the 8(a) firms and
the procuring agencies.

Other organizations that are ostensively a part of the
administration of the 8(a) program include the Interagency
Council on Minority Business Enterprise and the Office of
Minority Business Enterprise (OMBE). The role of the Coun-
cil is to determine the entire Federal Government's 8(a)
program contract supply goal. OMBE's role is to render man-
agement services and technical assistance to 8(a) program
participants along with other businesses eligible for its
services.

SCOPE OF REVIEW

As recquested by the Senate Select Committee on Small
Business, w.' interviewed program officials, Federai procure-
ment officials, and program participants to solicit the X
views and opinions on the steps they believe should be taken
to improve the program's effectiveness. Since the program's
success depends entirely on contracts provided by the agen-
cies, we contacted and interviewed officials of the Federal
organization that provides overall coordination in this
regard--the Interagency Council on Minority Business Enter-
prise. Although some of the comments made by the above
parties were validated through independent analysis, most
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were not. However, some comments were corroborated by our
own observations on the implementation of the program.

Interviews were conducted at:

-- SBA headquarters, Washington, D.C.; SBA Region IX
Office, San Francisco; and SBA's San Francisco and
Los Angeles District Offices.

-- Interagencv Council on Minority Business Enterprise,
Washington, D.C.

--OMBE headquarters, Washington, D.C.

-- OMBE's Region VI Office in San Francisco.

-- The following Federal procurement agencies:

(1) Department of Energy.

(2) Veterans Administration.

(3) National Aeronautics and Space Administration.

(4) General Services Administration, Federal Supply
Service.

(5) Department (E the Army and Corp of Engineers.

(6) Department of the Air Force.

(7) Defense Logistics Agency.

(8) Department of the Navy.

-- Nineteen 8(a) program participants in the following
locations and business classes:

Location Business class 8(a) participants

San Francisco Manufacturing 1San Francisco Construction 3
San Francisco Professional services 2Los Angeles Manufacturing 8Los Angeles Construction 1Los Angeles Professional services 2
Los Angeles Nonprofessional services 2

7
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OVERVIEW OF THE VIEWS AND OPINIONS
EXPRESSED

The compendium of views and opinions of SBA, procure-
ment agency, and 8(a) firm officials on the 8(a) program
demonstrated the need for more effective program development
and implementation. These officials indicated that the 8(a)
program's effectiveness relative to (1) increasing the num-
ber and types of contracts, (2) providing contracts on a
more timely basis, and (3) improving other key aspects of
the program is mitigated by:

-- Lack of meaningful contractual goals.

-- Inadequate staff administering the 8(a) program.

-- Lack of necessary management information.

--Inadequate management services and technical assis-
tance.

--Business development funds being used conservatively.

--Bonding needs not being met.

--Architectural and engineering firms being hampered
in obtaining 8(a) contract awards.

-- Limited potential for program benefits to certain
8(a) business firms.

LACK OF MEANINGFUL CONTRACT GOALS
FOR ACHIEVING PROGRAM OBJECTIVES

SBA headquarters officials responsible for the 8(a)
program and Federal agency officials told us that the annual
8(a) program goals are not based on and do not reflect the
contractual needs of the 8(a) firms as expressed in their
business plans approved by SBA. The business plan describes
an 8(a) firm's business development objectives and the 8(a)
and commercial resources needed to accomplish these objec-
tives. It is our opinion that the 8(a) program goals should
be based on the firm's business plans so that SBA can better
match the procurement requirements of the Federal agencies
with the needs and capabilities of the 8(a) firms. The fact
that SBA is turning back contracts offered to the program
may be an indication that the 8(a) firms' needs and capabil-
ities are not being matched with the procurement requirements
of the agencies or that the program may be able to support
additional 8(a) firms.

8
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Each fiscal year Federal agencies who are members ofthe Interagency Council prepare and submit to the Councilthe dollar amount of contracts they anticipate providing tothe 6(a) program. These figures are reviewed and may be ad-justed by the Council before the combined Government figureis submitted to SBA. An SBA 8(a) program official told usthat normally there is little or no SBA input to the Coun-cil during this process. This official also told us thatfactors such as staffing limitations may result in SBA re-
ducing the Council's figure to arrive at the SBA 8(a) programgoal. SBA allocates the 8(a) goal to its regional officesgenerally on the basis of the number of active 8(a) firms inthe region and the SBA regional staff.

Officials of seven of the eight agencies told us thateach agency's 8(a) goal is based primarily on its past 8(a)performance and the agency expectation of future contractawards. Furthermore, individual 8(a) agency goals for theseven agencies are established at headquarters and allocatedto the field offices.

Of the seven agencies, NASA is the only one which re-quests field office input into the establishment of its 8(a)goal. A NASA procurement official told us that each NASAregional center submits a minority business plan which setsforth the regional center's proposed 8(a) goal. Each planis reviewed by NASA headquarters and the regional center'sproposed goal is accepted or one is established for the re-gional center by headquarters. The official told us that theheadquarters criteria for establishing the goal is based onwhat the centers did in the past and what they think theywill procure in the future. According to this official, theNASA regional centers generally have a good idea which con-tracts will go 8(a) at the time they prepare their plans.
Officials for three Department of Defense agencies--

Army, Air Force, and Defense Logistics Agency--told us thattheir 8(a) goal is established for them by the Office of theSecretary of Defense. Each agency, in turn, prorates itsgoal among its commands and centers primarily on the basisof their past 8(a) performance.

Officials of GSA's Federal Supply Service told us thatalthough a single agencywide goal is submitted to the Coun-cil, its headquarters office establishes one internal 8(a)goal for se-.ice contracts and another goal for manufactur-ing contracts. The service goal is allocated among the GSAregional offices, but the manufacturing goal is not. TheGSA officials told us that each year's 8(a) goal is basedon the Service's past 8(a) performances plus an estimate of
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contracts expected to be let to 8(a) firms during the upcom-
ing year. The officials told us that the service goal is
allocated to the regional centers primarily on the basis
of the centers' past 8(a) performance.

A Veterans Administration (VA) official told us that
VA procurements fall into two categories--construction and
commodities--and that separate internal 8(a) goals are es-
tablished for the two categories. However, VA, like GSA,
submits a single agencywide 8(a) goal to the Council. This
official told us that each year's 8(a) goal is based on VA's
past 8(a) performance plus an estimate of contracts expected
-to be let to 8(a) firms during the upcoming year. In fiscal
year 1978, VA began allocating its internal construction
goal to the individual VA hospitals.

In fiscal years 1976 (including the 3-month transitional
quarter) and 1977, SBA established 8(a) program goals of $381
million and $405 million, respectively. SBA's 8(a) goal for
fiscal year 1976 was the same amount as recommended by the
Council.. A Council official told us that the Council did not
establish a goal for fiscal year 1977 because the individual
responsible for developing it was transferred to another Fed-
eral organization. Fiscal years 1976 and 1977 8(a) contract
awards amounted to about $483 million and $468 million, re-
spectively. SBA's 8(a) goal for fiscal yeai 1978 is $440
million.

Despite the fact that SBA exceeded its fiscal years 1976
and 1977 8(a) program goals, information provided by offi-
cials of the Federal agencies on the number of contracts made
available to SBA suggests that there is a greater potential
for 8(a) contracts than is being realized. Officials of all
the agencies contacted stated that SBA has returned contracts
offered to the program. Only three of the seven agencies,
however, maintained statistics on contract rejections and,
on the basis of this data, the'dollar value of rejected con-
tracts in comparison to accepted contracts may be significant.

For example, in fiscal year 1976 GSA's Federal Supply
Service offered $21.3 million in 8(a) manufacturing contracts
to SBA, but SBA rejected $11.0 million. Also, a VA official
estimated that it offers $20 million in contracts to SBA to
get $10 million accepted. The major reasons cited by sev-
eral of the agencies for contract rejections included the
following:

--Expiration of contract period.

10
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-- Could not locate an 8(a) firm to do the required workor do it at a reasonable price.

--Requirement deleted from the Federal supply system.

-- Potential impact on other small businesses.

We would expect that the, number and type of contractsthat theagencies could make available would not coincide
precisely with 8(a) firm capabilities. Knowledge of thedifference between available contracts and 8(a) firm capabil-ities would be a valuable management tool. For example, ifthe agencies had research and development contracts availableand there were no capable firm in the 8(a) portfolio, SBAcould then seek research and development type firms to per-form these contracts. On the other hand, this goal-settinaprocess might reveal that agencies do not let contractsneeded to support a particular type of 8(a) firm. If thiLis so, SBA should probably drop the firm from the program.

We discussed with SBA headquarters officials responsiblefor the 8(a) program the need to base yearly 8(a) programgoals on the contractual needs of the 8(a) firms expressedin their approved business plans. They agreed that the 8(a)goals should be based on the contractual needs of the 8(a)firms and, according to one of the officials, a recommenda-tion has bee made to the SBA Administrator to this effect.The other official told us, however, that business plan dataincluded in SBA's management information system is incom-
plete.

Appendix III summarizes the 8(a) contract goals forfiscal year 1977 in Region IX.

Actions for improvement

On the basis of our limited analysis of the goal-settingprocess, SBA should consider developing 8(a) goals based onthe contractual needs of 8(a) firms as expressed in theirapproved business plans. Since the business plans of 8(a)firms are computerized, accumulation of 8(a) firm needs by
type of business would be a feasible and logical goal.

INADEQUATE STArFING

There was general agreement among all officials inter-viewed that there is a shortage of 8(a) program managers andadministrators to implement the program and that SBA staffare not technically qualified to do their jobs. Also,according to procurement agencies and 8(a) firms, SBA staff
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is generally not committed to achieving the 8(a) program
goals.

Shortage of 81a erp_cram
maragers anad dLnistrators

The problem of inadequate staffing has been well known
for some time, yet it continues to adversely affect SBA's
ability to effectively assist all 8(a) firms enrollee in
the program. In our report on questionable effectiveness
of the 8(a) program (GGD-75-57. Apr. 16. 1975), we reported
on our assessment of SBA's staff needs concerning this pro-
gram. Although SBA had received a major new program require-
ment, its total staff had not been increased appreciably to
carry out these new program responsibilities. In fiscal year
1915, the year our report was issued, SBA had requested 202
authorized positions for the Office of Business Development.
For that fiscal year, the Congress authorized 182 positions.
In fiscal year 1976 the Office's total staff authorization
was reduced to 166 positions. In fiscal year 1977, however,
the level was raised to 176 positions.

In SBA's Region IX the Office of Business Development
had a total staff of 24 authorized positions. Thase posi-
tions were distributed between the 'region and district
offices, as shown in the chart below.

Business
Clerical development Contract

Office staff speclalists negotiators Others

Region IX 1 1 1 2
San Francisco 1 1 5 4
Los Angeles 1 1 4 2
Phoenix - a/ 1 - -
Honolulu - - -
San Diego - - -

a/Shown under Office of Procurement and Technical Assistance
on September 1977 staffing roster. These individuals spent
the majority of the time in 8(a) administration.

b/Although this person works with the 8(a) program, he is
classified as a PCR.

According to Los Angeles district office officials, some
indication of just how short their staff needs are was
pointed out in a study they conducted in fiscal year 1977 to
assess fi al year 1978 staffing needs. They concluded that
11 profesidsf als and 4 clerical staff members were needed
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to satisfactorily administer their program. Although SBA
Region IX officials agreed with the assessment, they took
no action to notify headquarters since it was already a
well-known problem.

The impact of inadequate staffing at the program admin-
istration level has manifested itself negatively in numerous
ways in the program. Our discussions with SBA Region IX and
district officials as well as procurement and 8(a) firm offi-
cials concerning this problem revealed the following:

--As of September 30, 1977, the BDSs in the San Francisco
and Los Angeles district offices had 8(a) caseloads of
72 and 77 firms, respectively. An SBA headquarters
official told us that the maximum preferred caseload
per BDS is 10 firms.

-- BDSs do not have the time to contact procuring agen-
cies to obtain 8(a) contracts or to acquaint contrac-
ting officers with the capabilities of 8(a) firms
enrolled in the program. They also did not have time
to visit 8(a) firms to assess their capabilities and
needs for management assistance or to follow up on
recommendations that might have been made by providers
of management assistance.

--According to an SBA Region IX official, BDSs perform
mainly clerical chores; they have no opportunity to
develop businesses to competitive levels.

-- It takes SBA an inordinate amount of time to process
procurement requirements.

Program staff qualifications and
commitment were questioned

According to procurement agency and 8(a) firm officials,
many of the problems with the 8(a) program are attributable
to poor training and inadequate qualifications of SBA staff.
GSA officials commented that SBA staff should acquire the
capability to negotiate anr monitor construction contracts.
They said SBA's staff die not have the technical knowledge
to negotiate these types of contracts. They also stated that
SBA's staff did not know how to evaluate cost proposals de-
veloped by them or 8(a) firms. An Army official commented
that SBA staff was inadequately trained to objectively eval-
uate 8(a) firms or to professionally represent them at the
negotiation table.
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SBA Region IX officials were also critical of the staff
qualifications. They told us that their business develop-
ment specialists were 'minimally qualified" to do their jobs.
One official stated that although his staff have procurement
backgrounds, they are weak in areas such as financial and
practical business skills and they do not possess the quali-
fications to analyze financial statements. This official
told us that his contract negotiators are generally well
qualified. He admitted, however, that he does not expect
them to be technically knowledgeable in all contractual sit-
uations. Procurement and 8(a) firm officials, however, ques-
tioned the competency of SBA's contract negotiators.

Officials of 3(a) firms stated that SBA does little to
assuie that its basic goals are accomplished. They criti-
cized SBA for having a patronizing and condescending atti-
tude about 8(a) firms by not (1) providing proper staff
resources to support the program, (2) promoting the program
among the various procurement agencies, (3) providing orien-
tation or education to 8(a) firms and procurement agencies
about the type and quality of goods and services provided by
8(a) firms or procurement installations and the type of
assistance provided by SBA, and (4) providing needed manage-
ment and financial assistance. A Navy procurement official
shared these beliefs.

An SBA Region IX official admitted that SBA, in general,
does a poor job of developing 8(a) firms. He said that most
of the criticisms made about the program are true. SBA offi-
cials, however, offered few comments on the actions they are
currently taking to improve the program.

Actions for improvement

Many of the officials we contacted believed that SBA
does not have a large enough staff to properly serve the
number of firms currently enrolled in the 8(a) program.

In our February 23, 1976, report to the Congress, "The
Small Business Administration Needs to Improve Its 7(a) Loan
Program," (GGD-76-24) we described how heavy caseloads had
prevented effective loan servicing. We recommended that SBA
determine the staffing level which would permit effective
service to all firms and attempt to meet it through personnel
realinements within the agency or a proposal to the Congress
for additional staff. If these approaches failed, we recom-
mended that consideration should be given to reducing the
number of clients served.
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These recommendations are applicable to improving the
effectiveness of SBA'e efforts to develop it7 portfolio of
8(a) firms.

NECESSARY MANAGEMENT
aINFORMATION ISLACKING

An SBA Region IX official told us that SBA program man-
agers in the region and headquarters currently have little
information to adequately manage the 8(a) program. Manage-
ment reports provided by SBA headquarters to its regional
and district offices are generally incomplete, inaccurate,
and are of little value for managing the program. Program
managers have responded to this general lack of information
by developing local reports to fulfill their informational
needs.

SBA uses two forms from which all 8(a) program data is
derived--SBA forms 893A and 893B. In Region IX, these forms
are filled out at the district offices when firms enter the
program or receive an 8(a) contract. Form 893A contains
participant information taken from the 8(a) firm's business
plan, and form 893B is used tc record contract award infor-mation. Once these forms are filled out in the Region IX
district offices, they are sent through the regional office
to SBA headquarters. Data compiled from these two forms are
returned monthly to the regions in the form of statistical
abstract reports. Eleven such repo,'ts are prepared.

Interviews with program managers in Region IX and its
San Francisco and Los Angeles district offices revealed that
certain critical program information was unavailable. Offi-
cials did not know the combined contractual needs of the 8(a)
firms' business plans nor did they have any reports thatshowed whether or not the 8(a) firms' contractual needs were
being met. The basis for generating this information is
contained in forms 893A and 893B. However, according to re-
gional officials, the SBA headquarters does not prepare any
reports in this regard. SBA program managers were also
unable to provide the following information:

-- The number and type of firms admitted to the program.

-- The number and type of firms denied admission and the
reasons.

-- Requests for business development exvense funds and
the reasons for denials.

-- Number of firms delinquent.
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-- Active firms without current contracts by business
class.

-- Statistics on the number, amount, and type of con-
tracts offered to the 8(a) program and those which
were rejected/returned by SBA or withdrawn by the
agencies.

Inaccurate management information

SBA Region IX officials said that i.aVy do not routinely
use management reports developea by SBA her :rters to man-
age the 8(a) program. They said that thcy noc trust the
reliability of information in the reports because they con-
tain errors. One official stated that because of the errors
he uses only 3 of the 11 reports compiled by SBA headquar-
ters. We were informed that when reliable 'nformation is
needed, it is obtained from 8(a) source documents in the
district offices.

SBA Region IX officials believed that errors in manage-
ment reports can be attributed to the district offices inac-
curately recording the data. They also b,:lieved that in
order to alleviate the errors in the reports, the district
office staffs must be more conscientious.

Actions for improvement

We were told that SBA'g management information system
does not provide SBA 8(a) management officials with all the
information necessary to administer and monitor the program.
Furthermore, the information provided is not accurate. SBA
should evaluate its management information system and deter-
mine what 8(a) information is necessary to the program, and
program managers must insure that source data supplied to
headquarters is complete and accurate.

INADEQUATE MANAGEMENT AND
TECHNICAL ASSISTANCE

An SBA Regional IX offic al told us that firms in SBA's
8(a) program are not receiving che management and technical
assistance needed to insure viability. Procuring agencies
using such firms believed that SBA has been ineffective in
meeting firms' needs. Also, 8(a) program managers have not
accounted for aid provided to 8(a) firms and they do not
know whether the help they provide is of any value.

The Office of Business Development (OBD) is responsible
for all areas of 8(a) firm development. This development
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process includes evaluating management assistance provided to
8(a) firms. Management and technical assistance is provided
to firms through SBA's management assistance group. The
Assistant Regional Director for Procurement Assistance told
us that such assistance is of primary concern to the 8(a)
program because most of the firms involved in the program
suffer from weak management.

Firms in the 8(a) program are given top priority in
receiving management assistance. The manageme.nt assistance
officer obtains lists from the business develuopment pecial-
ists and is expected to give assistance to all 8(a) firms
annually. Firms are provided management assistance until
they refuse aid or, in SBA's opinion, no longer need assis-
tance. Management assistance includes counseling, training,
and management assistance publications and training mate-
rials.

Inadequate recordation
of management assistance

We determined that records of management assistance
provided were either inaccurate or unavailable. The Assis-
tant Regional Director for Management Assistance stated
that his division's records of management assistance activi-
ties are kept by firm and not by program. SBA's monthly
management assistance report shows the number of management
assistance contacts made in the 8(a) program. A summary of
these reports showed that only five reviews of 8(a) firms
were performed in Region IX during fiscal year 1977, whereas
the management assistance personnel in the district offices
reported that 105 such reviews were performed. OBD officials
in the districts reported 87 reviews. A regional offic 4il
stated the differences were due to district office manag ment
assistance personnel being negligent in completing the neces-
sary forms.

Region IX's Assistant Regional Director for Procurement
Assistance told us that he had no knowledge of the amount or
quality of management assistance received by 8(a) firms. iHe
said OBD could not correct any problems even if such informa-
tion was available because the business development special-
ists, who are responsibile for monitoring such activities,
do not have the time to review or evaluate the assistance
provided.

The Assistant Regional Director for Procurement Assis-
tance also told us that because management assistance is pro-
vided through another SBA division, OBD has no real control
over the quantity or quality of such assistance. He believes
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that if OBD was adequately staffed with qualified personnel,

the BDSs could keep track of and evaluate assistance pro-

vided by management assistance personnel. This official
said he would like to see OBD staffed with both a regional
financial analyst and a management assistance officer. These

personnel could help review and evaluate the assistance pro-

vided 8(a) firms by the management assistance group.

SBA Region IX management assistance officials stated

that their incorrect 8(a) data had no real effect because
OBD never receives the report. They told us, however, that

if OBD would request specific 8(a) information, the manage-

ment assistance group would comply and insure its accuracy.

Value of management
assistance is questionable

Both procuring agency and 81a) firm officials con-
curred that SBA assistance was neither effective nor helpful

in the development of 8(a) firms. Officials at procuring
agencies felt that more management and technical assistance

was necessary in the 8(a) program in order to promote viable

firms. Specific areas cited in which firms needed assis-

tance include proper management practices, financial and
accounting techniques and procedures, and management/labor
relations.

A NASA official believed strongly that more emphasis

should be placed on providing 8(a) firms with more manage-

ment assistance and less emphasis on increasing the number
of 8(a) contracts. He said the 8(a) firms need to develop

their financial, managerial, and marketing skills to insure

solid minority business development.

The Corps of Engineers officials provided us with in-

formation on a privately operated firm which offers manage-
ment assistance via computers to small construction firms.

The Corps officials felt that SBA should be providing this

type of assistance or contracting with this privately owned
firm to provide such assistance.

Firms in the 8(a) program disclosed a need for better

and more comprehensive management and technical assistance.
Out of the 19 firms interviewed in Region IX, 16 had re-

ceived some form of management assistance from SBA. Seventy-

five percent of the firms receiving assistance (12 of 16)

felt the specific aid given did not fulfill their particu-

lar needs. The other four firms believed that SBA assis-
tance was helpful. Firms receiving accounting assistance
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generally stated that the help received in setting up their
accounting systems was quite useful.

C , -source of assistance

During the course of our review we examined the Office
of Minority Business Enterprise (OMBE) as a potential source
of assistance to 8(a) firms. OMBE was established within
the Department of Commerce to be the focal point of Federal
efforts to help establish and expand minority businesses.
OMBE established a nationwide delivery system of management
assistance organizations (via contractors) to provide infor-
mation to their clients on capital, market opportunities,
education, training, counseling, specialized technical aid,
and loan packaging. These contractors are primarily busi-
ness development organizations and construction-contractor
assistance centers which should have the necessary technical
and Professional resources to provide a complete management
assistance program.

Our report to the Congress, "The Office of Minority
Business Enterprise Could Do More to Start and Maintain Mi-
nority Businesses," (CED 77-136, Nov. 10. 1977) criticized
OMBE's management assistance for providing only marginal
benefits to its clients. It stated further that OMBE did
not evaluate the effect of its management assistance program
and that it did not adequately monitor contractors providing
management assistance.

Region IX 8(a) program officials also believe OMBE has
been of little use to their program. A regional BDS stated
that it has been his experience that OMBE contractors are
generally poorly staffed.

Actions for improvement

Officials of procuring agencies ard 8(a) firms expressed
the opinion that SBA's management and technical assistance
to 8(a) firms has not been effective in developing the firms
into viable enterprises and that more comprehensive assis-
tance is needed.

In our February 1976 report to the Congress on SBA's
7(a) loan program, we described how SBA failed to provide
timely and indepth management assistance to 7(a) program
participants. We made several recommendations to SBA to im-
prove the usefulness of its management assistance efforts to
small businesses which included (1) improving coordination
between the district office unit responsible for the program
and the management assistance division, (2) evaluating the
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impact of management assistance to identify areas needing
improvement, and (3) intensifying efforts to determine a
borrower's need for management assistance at the time of
loan approval.

These recommendations are applicable to improving the
effectiveness of SBA's management and technical assistance
efforts to 8(a) firms.

BUSINESS DEVELOPMENT EXPENSE
FUNDS USED CONSERVATIVELY

SBA is not using all of the funds allocated for busi-
ness development expense (BDE). SBA headquarters offi-
cials believe this lack of use is due to SBA's conservative
"banker" image. Procuring agency and SRA officials said
that the failure to use BDE more liberally has caused many
problems, including greater negotiation time, lower margins
of profit for 8(a) firms, and fewer contracts.

SBA guidelines define business development expense as a
payment made by SBA to make up the difference between the
fair market price and the price required by the 8(a) contrac-
tor. Such funds are to be used when additional financial ca-
pacity is needed to overcome deficiencies to produce a product
at a competitive unit cost.

Dilemma on the use of BDE

SBA Region IX officials said that SBA is caught in a
dilemma on the use and publicity of BDE funds. On the one
hand it uses BDE to stimulate business development, and on
the other hand it must try to insure that companies learn
to price and bid contracts. Region IX officials, therefore,
do not publicize the use of BDE to either 8(a) firms or pro-
curing agencies, and BDE is not discussed until the contract
is negotiated down to the lowest acceptable price to both
the agency and the 8(a) firm and a difference still exists.
Region IX will recommend BDE if it believes that such aid
will appreciably help the firm's growth. One regional offi-
cial said that 8(a) contractors and agencies will not con-
scientiously negotiate contracts if they know BDE is avail-
able. He also said that firms may not properly make their
pricing proposals because they would feel SBA would add BDE
to supplement their bid and that procuring agencies would
hold a firm line on their initial contract price and be less
flexible.
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Nonuse of BDE funds by SBA

Between fiscal years 1972 and 1977, SBA received BDEallocations amounting to $56 million but only $44.3 millionwas expended during this period. The following table showsa fiscal year breakdown of the amount of BDE funds allocatedand expended.

National Use of BDE Allocation

Fiscal Years 1972 through 1977

Fiscal year Allocation Expended

1972 $ 8,000,006 $ 4,173,1001973 8,000,000 6,393,300
1974 8,000,000 5,894,6761975 8,000,000 7,915,1681976 9,000,000 8,932,5001976 (transitional 3,000,000 1,302,600

quarter)
1977 12,000,000 9,698,663

Total $56,000,000 $44,310,007

The Director, Office of Business Development, told usthat SBA has never used all of the funds allocated for BDEin a given year And attributed this to the conservative
behavior of some regional office personnel. Another SEA
headquarters official told us that historically SBA has beenreluctant to use BDE b-cause it was thought of as a "give-
away' program clashing with other SBA "banker-type" func-tions and that although no formal SBA guidelines limit BDE,the SBA headquarters staff perceive management as desiringsuch action.

Region IX officials felt that BDE should be used onlyif it helps a firm become competitive and that the firm
should not need such aid indefinitely. Much of the approvedBDE funds disbursed in Region IX have historically been forprice support of manufactured products. Officials statedthat the region has generally spent all of its allocated BDEfunds in the last couple of years and that in fiscal year1976 the region requested and received additional funds.

Procuring agencies indicated that SBA is reluctant touse BDE funds. For example, officials of one VA hospitaltold us that agencies view BDE in the same light as welfare.
Officials of the Federal Supply Service, GSA, and Department
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of Energy (DOE) stated that SBA has not adequately used BDE.
NASA and Air Force officials said that SBA is reluctant to
use BDE and has seldom used it on their contracts. These
agencies generally believe that SBA should adopt a more lib-
eral policy on the use of BDE funds.

BDE funds distributed among
few 8(a) firms

Region IX has used its BDE allocations among a very
small number of 8(a) firms. During fiscal year 1977, BDE
was given to only 13 of the total 219 firms in Region IX's
portfolio. Contracts performed by five of these firms ac-
counted for 86 percent of the total BDE funds used in Reqion
IX during fiscal year 1977. Nine of the 13 firms received
more than one contract in the last 3 fiscal years on which
BDE was used.

Some firms not knowledgeable
oT av alale BDE

We found that 8(a) firms had generally heard of BDE;
however, they were not fully informed on how SBA administers
the aid and were occasionally misinformed about its use. An
official of an 8(a) manufacturing and technical services
firm was of the opinion that BDE funds had to be paid back
to SBA. An official of a consulting firm falsely believed
that BDE funds were not available to his firm. However, an
official of another consulting firm told 'is that BDE funds
enabled her firm to purchase a minicomputer which signifi-
cantly affected the business.

BDE not used in all business
categories by SBA

Although SBA guidelines do not restrict BDE to any par-
ticular type of business, we noted inconsistencies in its
perceived use. According to a GSA official, the Federal
Supply Service felt that SBA is reluctant to use BDE ont manu-
facturing contracts. NASA and Defense Logistics Agency offi-
cials, on the other hand, felt that BDE funds were only to
be used for manufacturing. A Department of the Army official
claimed that SBA's Atlarta Regional Office specifically told
the Corps of Engineers staff that BDE would not be used irn
construction.
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Increased use of BDE would
lower negotiation time

Both SBA headquarters and procuring agency officialsfelt greater use of BDE would lower the time necessary to
r egotiate 8(a) contracts. The Director, Office of Business
Development, stated that BDE would reduce the time spent
negotiating a reasonable and acceptable price between the pro-
curing agency and 8(a) firm. VA and Army officials told us
that increased use of BDE would also lower negotiation time
when price was an issue. Furthermore, the VA official said
increaoed use of BDE would also gurrantee a fair price to
the 8(a) contractor.

Region IX officials did not believe that greater use of
BDE would reduce the negotiation time of 8(a) contracts.
They told us that the region does not go into any contract
expecting to use BDE and that BDE funds are only mentioned
after the negotiation process has already occurred and a
price cannot be agreed on. These officials felt the same
amount of time would be spent on negotiations regardless of
whether or not BDE is used.

Nonuse of BDE causing firms
to nower Profit maruns and
lose contracts

According to procuring agencies, 8(a) firms receive
lower profit margins and occasionally lose contracts when
BDE is not used. A GSA Federal Supply Service official
believes that SBA, by not using BDE funds, has caused 8(a)
firms to negotiate down to agency prices. Such negotiations
were said to result in 8(a) firms either losing money or
making only small profits.

A Navy official told us of cases he knew where Federal
agencies have forced 8(a) firms into accepting contracts at
low prices not reflective of true contract costs. He felt
that 8(a) contract awards should be based on an analysis of
cost rather than price to help insure a fair price to both
the Governnmint and 8(a) firms. VA and GSA officials told us
that SBA has negotiated contracts down rather than make up
the difference with BDE.

The procuring agencies felt that greater use of BDEfunds would result in more contracts to 8(a) firms. Corps
of Engineers and Army officials stated that more 8(a) con-tracts could be let if SBA used BDE more liberally. A De-
fense Logistics Agency official stated that contracts were
not awarded to 8(a) contractors because SBA would not use
BDE.
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Actions for improvement

Our discussions with officials of 8(a) firms and
Federal procuring agencies showed that (1) BDE is a source
of financial assistance not currently known to most 8(a) firms
and (2) regional and district offices do not have adequate
guidance to uniformly administer and monitor these funds. We
found in Region IX that BDE appeared to be continually used
by the same few firms knowledgeable of this financial assist-
ance.

SBA should review its other field offices and determine
the extent of its BDE usage problems. It should also develop
a more definitive criteria for BDE usage and establish a
national system to monitor these funds. Furthermore, SBA
should educate 8(a) firms as to BDE availability and use.

BONDING NEEDS ARE NOT BEING MET

Bonding of 8(a) firms is considered a major problem by
the firms providing the goods or services and the procuring
agencies contracting for them. Bonding limitations and its
unavailability have affected 8(a) firms by limiting contract
size, hindering continuity of work, and causing the loss of
contracts.

There are three types of bonding requirements--bid, pay-
ment, and performance. Most work 8(a) firms perform requires
them to obtain performance bonding. Performance bonds are
purchased from surety companies to insure the completion of
work projects.

SBA has a surety bond guarantee program under which it
will guarantee surety companies against loss caused by non-
performance of small business firms. SBA limits its guaran-
tee to 90 percent of the contract amount under $250,000 and
80 percent of the contract amount between $250.000 and
$1,000,000. In order to participate in the program, firms
must be small business concerns with annual receipts for the
last year or average annual receipts for the last 3 years not
exceeding $2,000,000.

Officials fron. procuring agencies, 8(a) firms. and SBA
stated that bonding restrictions have limited the number and
size of contracts awarded. Construction and nonprofessional
contracts are not obtainable above a firm's bonding capacity.
Firms also encounter problems in obtaining contracts up to
their bonding capacities. For instance, an Army official
said SBA's Atlanta Regional Office will not award contracts
over $500,000 to 8(a) firms regardless of their bonding ca-
pacity. And in Region IX, two 8(a) firms stated that bond-
ing restrictions limit the jobs 8(a) firms can bid on.
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These restrictions were also said to hinder contract
continuity. Negotiation on contracts cannot occur if an 8(a)firm's bonding capacity is exhausted at the time negotiations
are occurring, even though bonding will be available at thetime new contracts are due to start. One of the 8(a) firms
in Region IX was unable to achieve a smooth transition fromone large contract to another because of this restriction.
The owner said thin restriction was the major reason for the
company being out of work for 6 months, having to lay off
reeular workers, and losing revenues. The other 8(a) firm
lost two substantial contracts because it was unable toobtain a bond as low bidder. There was general agreement
among officials of SBA, the procuring activities, and the
8(a) firms that bonding problems hamper the potential growthof companies.

In at least one case in Region IX, however, SBA used a#phasing" technique to accommodate a contractor's bonding
capacity by breaking up a $5 million construction contract
into four smaller phases. SBA officials said that the tech-nique allows 8(a) construction firms to obtain contracts and
to increase their bonding capacity.

Maintaining a steady flow of contracts is important for8(a) firms to demonstrate a good track record and to increase
their bonding capacities. Perhaps more important is the factthat a steady contractual work flow at levels a firm can han-dle fosters successful business development and increases the
firm's chances of graduating from the program.

Corps of Engineers officials stated that the lack of
bonding on a timely basis can cause 8(a) firms to lose con-tracts because bonding may not materialize after contract
negotiations are completed. These instances cause project
completion delays because procurement agencies are forced tonegotiate with other firms to have the work performed. Wewere also told that these instances cause procurement agen-
cies to become discouraged about using 8(a) firms and lesssupportive of the program.

An SBA official said that bonding is a problem the.small businesses in general experience because surety compa-nies have no confidence in small business, even with SBA's
guarantee. this official also stated that surety companiestake a second lien to the Government in event of default.
He suggested that one possible answer to the bonding problem
would be to have the Government bond 8(a) firms and therebyreplace the surety companies.
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According to a NASA official, SBA's surety bonding pro-
gram is not working well because there are no incentives for
bonding companies to particLAte. When companies partici-
pate in the program, the NASA official said they run into a
lot of red tape before collecting their guarantee from the
Government when 8(a) firms default.

ARCHITECTURAL AND ENGINEERING FIRMS'
PROGRESS MAY BE IMPEDED BY PUBLIC LAW 92-582

Public Law 92-582, enacted in October 1972, amended the
Federal Property and Administrative Services Act of 1949 to
require Federal agencies to publicly announce requirements
for architectural and engineering services and to negotiate
these contracts with the most qualified firms at a price
which is fair and reasonable to the Government.

Information developed during our review shows that con-
fusion exists among Federal agencies as to whether or not
Public Law 92-582 prohibits the award of architect-engineer
contracts through the 8(a) program. Corps of Engineers dio-
trict officials told us that the provisions of the law pre-
vented the Corps from making these contracts to 8(a) firms.
One official said that the Corps awards more construction
design contracts than any other Federal agency. Ir the opin-
ion of GSA's Office of General Counsel, Public Law 92-582
does not prevent the award of construction design contracts
through the 8(a) program.

In a November 1976 letter, SBA stated that the provi-
sions of Public Law 92-582 are not applicable to the 8(a)
architectural-engineering contract activities. In SBA's
view, its 8(a) contracting authority is derived from the
Small Business Act and not from the Federal Property and
Administrative Services Act and, as a result, the provisions
of the latter act are not applicable to the 8(a) program.
The Director of SBA's Office of Business Development told
us that the Federal procuring agencies have not been advised
of the SBA position.
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LIMITED POTENTIAL FOR BENEFITS TO
CERTAIN gYEg OF FIRMS -KD BUSINESSES

1RM- PM UA MTION IN THE 8(aPRPOGIRAM

Officials of the Federal agencies and the 8(a) firms
told us that SBA has enrolled firms in the program that
operate in contracting areas in which they cannot effec-
tively compete outside the program and that SBA cannot offer
any contractual assistance for some consulting firms.

Little potential for continued viability
oF some rm s iia trdu 2at ion

Officials contacted indicated that there is little po-tential for continued viability for somp firms after gradua-
tion due to unfavorable market conditions. This problem isassociated more so with firms in the nonprofessional service
classification than other business classifications. For in-stance, it was believed that janitorial, food service, and
security firms' ability to survive after program graduation
is limited because:

-- These types of contracts are advertised or negotiated
infrequently in the private sector in addition to the
fact that it is difficult for minorities to break
into markets in this sector.

--Recently Government agencies have been reserving
these types of contracts for minority businesses in
the 8(a) program. Thus, when these businesses grad-
uate or terminate from the program, they are no longer
eligible to compete for contracts at the agencies
that subscribe to this policy.

-- Loss of these types of contracts usually means loss
of employees due to the desires of employees to
remain at permanent geographical locations.

We also became aware of an 8(a) practice bomb manufac-
turer that SBA recognized as never being able to compete inthe commercial market. We noted that in the 7 years thefirm has been in the program, SBA assisted in meeting its
production needs about 50 percent of the time. The firm hasremained in this product line, despite the fact that SBArecognizes that the firm will never become viable in this
particular industry.
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Inequity in the distribution of
national buy contracts

A "national buy" item is a supply or service purchased
to meet the needs of a logistic system in which supply con-
trol, inventory management, and procurement responsibility
have been assigned to a central activity to support the needs
of two or more users of the item.

According to an official in one of the four consulting
firms we contacted, 80 percent of all national buy consult-
ing contracts are awarded to east coast firms. This official
felt that there should be a more equitable distribution of
these types of contracts. On the basis of our observations,
the heart of the problem is that SBA can offer only minimal
contractual assistance assurances to firms that are accepted
into the program in the consulting area. According to an
official of another 8(a) consulting firm, agencies purchas-
ing these types of services prefer to negotiate directly with
prospective consultants. None of the consulting firms we
contacted had received any contractual assistance from. 8BA.
A few west coast consultants said they are at a distinct
disadvantage in competing for these contracts due to their
geographical location. They said specifically that the cost
to compete was too great.
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STATUS OF FIRMS WHICH HAVE PARTICIPATED IN THE PROGRAM

AS OF SEPTEMBER 30 1977

Gradu- Termi- Volun-
ated nated tarily Active

Region by SBA Failed by SBA withdrew firms Total

1 11 26 114 1 62 214

2 6 49 71 57 139 322

3 23 42 127 120 340 652

4 1) 20 71 144 123 377

5 8 60 154 94 179 495

6 44 41 156 31 201 ' 47-

7 4 40 108 15 66 233

8 12 13 77 23 77 202

9 10 44 178 101 219 552

10 2 28 55 8 91 184

Total 139 363 1,111 594 1 497 3,704
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FISCAL YEAR 1977 8(a) CONTRACT ACTIVITY GOALS

FOR REGION IX (note a)

Number of Amount of Dollar
District contracts contracts (note b) 

San Francisco 122 $26,325,347 $20,900,000

Los Angeles 122 30,772,698 28,000,000

Las Vegas 14 2,777,971 1,700,000

San Diego 7 7,353,684 3,700,000

Phoenix 13 1,549,227 2,000,000

Honolulu 54 1,615,790 900,000

Region IX
total 332 $70,394,717 $57,200,000

a/SBA does not maintain information on the contractual
needs for each business class category.

b/Includes contract modifications.

(07781)
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