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Small Business Preference Programs
Federal Small Business Preference Programs: The Best

Way for Small Businesses to Enter the Market

Small business preference programs include small business set-asides, disadvantaged business programs, a program for veterans, a women- owned business program, and a HUB-Zone program. The programs are convoluted and controversial. Yet, they have been catalysts that allowed small business owners to grow quickly in the federal market.

Small business programs are needed because federal buyers prefer to do business with large businesses. As you might expect, buyers do not like to admit their large business bias. Politics, small business contracting goals, and preference programs create small business opportunities that would not exist without them. Without these programs, the percentage of federal business that goes to small businesses would be significantly lower.

The programs also create “forced small business set-asides”. Some buyers are not wild about forced set-asides; buyers perceive that contracts with large businesses are less risky. However, in most cases buyers don’t have a choice, and they must accept the set-aside decision.
Certification requirements for small business programs are varied and range in complexity from self-certification to complex applications that must be approved by the Small Business Administration (SBA).

This eBook will summarize the critical requirements and explain how competition is limited under these programs. The following pros and cons may help you determine whether a preference program would benefit your company.

The Pros
1.  Small business programs have allowed small business owners to grow quickly and acquire significant assets. McMansions with Porsches in the garage have been bought with small business preference program earnings. And the profits earned are perfectly legal.

2.  Small business preference programs give the certified company an edge in the government contracting selling game.
3.  Contracting Officers worry about making their annual small business contracting goals and will assist small businesses sometimes.
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The Cons
1.  Small businesses can spend considerable amounts of money to become certified yet fail to see an ROI if the company fails to implement a focused federal sales program.

2.  You must learn to swim with the sharks after graduating from a small business preference program.

3.  Small business set-aside contracts can reduce the value of a small business when a large business looks at a small business for acquisition.

Who likes doing business with small businesses as a concept or goal?

Almost everyone in the federal government; what’s not to like? There isn’t any risk involved in supporting a political platitude. Congressmen and agency management will laud small businesses in general but become far more reticent when a particular small business asks for help in winning a contract, unless it is politically expedient.

Typical government position: “We set the small business goals and the authorizing legislation for specific small business preference programs. Then it is up for small businesses to take advantage of the goals and preference programs because we can’t help them all on an individual level.”

And maybe that’s the way it should be. But they could be more forthright in telling small businesses that helping a particular small business win a contract is not what they do.  However, they are very strong in introducing companies to the mountains of red tape they must complete.

Layers of small business assistance organizations and hundreds of seminars and conferences are held annually, all implying that they will help small businesses. Yet ask them to introduce you to a buyer who needs what you sell and has the money to buy it, and you will probably not get a specific name and contact information. The events may be of value but don’t expect a buyer introduction.
Who likes awarding a contract to a small business?

The answer to this question is varied depending on the government personnel involved and their self-interest.
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•
An end user who has worked with a small business and knows and trusts them
•
An end user who has met with a small business and is convinced that their solution is what is needed (a company that has had the fortitude to penetrate the glass wall)

•
A contracting officer who already awarded a contract to a small business and knows and trusts them
•
A contracting officer who is short of his goal for a particular type of small business and can provide what an end user needs

Making direct contact with a buyer is key to landing a contract. But it is the most difficult task to for a newcomer to accomplish.
Why do buyers prefer large businesses in general?

Federal buyers are risk averse because they live in a bureaucracy where risk taking in not rewarded. In many cases buyers will select a large business over a small business if they don’t know either company well because they view large businesses as less risky.

Large businesses have around 70 - 75 % of federal business now and buyers like to do business with a company they know. And in most cases, the company they know will be a large business.

Small businesses can be more innovative, harder working, and more nimble than large businesses. But in most cases, those qualities are weighed against the perceived risk. Buyers don’t want their reputations tarnished with what might be perceived as a lack of resources and experience.

Do large businesses win contracts intended for small businesses?

Yes, but probably less so than in the past. It is human nature to stretch a point, and large businesses will find a way to win some small business set-asides. The fight for federal revenue can be ruthless, and small business programs can suffer from large businesses’ ruthlessness.

Scrutiny by small business organizations is increasingly intense and appears to be reducing corner-cutting by large businesses in winning contracts intended for small businesses. This scrutiny is probably the only thing to keep the corner cutting down. (It will always be there, given the arcane small business regulations currently in effect.)
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And to its credit Congress is pecking away at the problem. And given the unsolved economic problems, that’s probably more than we should expect from Congress.

Do large businesses participate in small business contracts?

Large businesses do participate in small business contracts- big time. Some call the practice “fronting,” but that is not the best word to describe it. Large business participation in small business contracts is perfectly legal and, in fact, encouraged by the federal government as long as it’s done under the rules. The rules dictate the percentage of contract performance that the small business must deliver, and the percentages vary by type of contract; it’s usually 51%.

The benefits of large business participation to the small business depend on the circumstances. It is a good thing if you are the small business winning a contract that you may not have otherwise won as long as you keep the large business in check with an airtight teaming agreement. Yes, they may attempt to grab a touch more revenue than originally intended and maybe even snake the customer from your grasp in the long run.
Or it may have been the large businesses customer in the first place and the buyer is forced to set aside a contract due to political pressure. Or the large business could have sold the customer and needs the small

business to close the deal. Or the small business could have sold the customer but needs the large business to win.
In short, it’s in the eyes of the beholder. Just be vigilant, customer sensitive, and aggressive, and know the rules of the game.

Federal Small Business Programs

Due to the inherent risk aversion of federal buyers, big businesses hold most the cards, and small businesses have trouble competing with their sales investments, insider status, and past experience.

Congress has enacted several programs encouraging the federal government to do business with small businesses. The programs range from general programs designed to benefit all small businesses to a number of specific preference programs for selected types of small businesses.
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Goal-based Programs
The following programs are designed to benefit all small businesses and not a specific small business or a type of small business.

Small Business Size Standards

Some say that federal small business size standards are messy, while at Fedmarket we use the words “confusing or confounding”. Size standards vary by North American Industry Classification System (NAIC) Code. Federal purchases specify one or more NAICS Codes so you can be a large business for a specific procurement and small for another.

Click here for more information about size standards.

Small Business Contracting Goals

Annual small business contracting goals drive small business participation in federal contracting. Currently, “across all agencies,” statutory goals for annual participation by small businesses are:
•
23 percent of prime contracts for small businesses.
•
5 percent of prime and subcontracts for Women-Owned Small
Businesses
•
5 percent of prime contracts for Small Disadvantaged Businesses
•
3 percent of prime contracts for HUB-Zone small businesses.
•
3 percent of prime and subcontracts for Service-disabled Veteran
Owned Small Businesses
Congress recently introduced a bill to help more small businesses compete for federal contracts. The bill increases the government-wide annual small business contracting goal from 23 percent to 25 percent and the subcontracting goal from 35.9 percent to 40 percent.

The goals of specific agencies vary depending on their mission. The U.S. Small Business Administration (SBA) is responsible for the management and oversight of the small business procurement process across the federal government. SBA negotiates with federal agencies concerning their prime contracting goals and achievements with awarding small business contracts.

Click here for more information on annual small business goals.

Click here for information on the Small Business Subcontracting Program
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Do they meet their small business and small business subcontracting goals?

They try. How hard? That depends on the agency.

Small Business Set-aside Program

Federal purchases greater than $ 3,500 and less than $ 150,000 are set aside for small businesses unless the contracting officer determines there is not a reasonable expectation of obtaining offers from two or more responsible small businesses. The two thresholds can be greater than $

3,500 and $ 150,000 for work outside the United States.

  Enter the phrase Subpart 19.5 In Google to access the regulations.

Small Business Preference Programs
The programs described in this section are designed to give purchasing preferences to specific types of small businesses. The competition rules for a specific program dictate its desirability from a sales perspective.

The following table lists the programs in order of competitive advantages.
	Program
	Certification
Requirement
	Competition Rules

	Alaskan Native

Corporation

(ANC)
	Incorporated as an
ANC
	Uncontested sole source

	Service- Disabled
Veterans
	Application to the Veterans Administration
	A sole source ward may be made if the contracting officer does not
have a reasonable expectation that offers would be received from two or more service-

disabled veteran-owned small

businesses.

	HUB-Zone
	Application to SBA
	A contracting officer shall consider a contract award to a

HUB-Zone small business concern on a sole source basis provided:
(1) The contracting officer does

not have a reasonable expectation that offers would be
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	received from two or more HUB- Zone small business concerns; (2) The anticipated price of the

contract, including options, will

not exceed $6.5 million for a requirement within the North American Industry Classification System (NAICS) codes for manufacturing; or $4 million for a requirement within all other NAICS codes;

	Small

Disadvantaged
Business 8(a)
	Application to SBA
	A procurement can be set-aside for 8(a) if (1) there is a

reasonable expectation that at
least two eligible and responsible

8(a) firms will submit offers and that award can be made at a fair market price.
(2) The anticipated total value of the contract, including options, will exceed $6.5 million for acquisitions assigned manufacturing North American Industry Classification System (NAICS) codes and $4 million for all other acquisitions.

	Women Owned
Small Business

(WOSB)
	Self-certification by uploading
ownership and financial files to a WOSB Repository
	The contracting officer may set- aside acquisitions for WOSBs if

the contracting officer has a reasonable expectation that: (1) Two or more EDWOSB

concerns will submit offers for
the contract;
(2) The anticipated award price of the contract (including options) does not exceed $6.5 million, in the case of a contract assigned an NAICS code for manufacturing; or $4 million
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Alaskan Native Corporation Preference Program

Alaskan Native Corporations (ANC) have uncontested sole source rights under the SBA 8(a) program. You must be a designated ANC to have sole source rights.

The program may not be used as much by buyers since it has lost some of its support in Congress. None-the-less the ANC program is still alive and used to make buys.

Who wouldn’t like a sole source authority from the perspectives of both the buyer and the seller? Anyone who is not an ANC.

Click here for more information.
Service-Disabled Veteran Preference Program

A Service-Disabled Veteran is a person who served in the active military, naval, or air service, and who was discharged or released under conditions other than dishonorable, and whose disability was incurred or aggravated in the line of duty in the active military, naval, or air service.
Veteran-owned businesses (not service-disabled) are not eligible for a small business preference program.

Competition Rules

A sole source ward may be made if the contracting officer does not have a reasonable expectation that offers would be received from two or more service-disabled veteran-owned small businesses.

Eligibility Requirements

A Service-Disabled, Veteran Owned Small Business (SDVOSB) must be:

1.  51 % unconditionally and directly owned by one or more Service- Disabled Veterans (or in the case of any publicly owned business, not less than 51% of the stock of the company is owned by one or more service-disabled veterans).

2.  Managed and operated by one or more service-disabled veterans (or in the case of a veteran with permanent and severe disability, the spouse or permanent caregiver of such veteran).
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To be considered a Service-Disabled Veteran, the veteran must have an adjudication letter from the Veterans Administration (VA), a Department of Defense Form 214, a Certificate of Release or Discharge from Active Duty,

or a Statement of Service from the National Archives and Records Administration stating that the veteran has a service-connected disability.

A minimum disability rating is not required. A veteran with a 0 to 100% disability rating is eligible to submit an application to the Veterans Administration to receive service-disabled veteran certification for federal contracting purposes.
Certification/Application Required

  Enter the phrase Subpart 19.14 in Google to access regulations for the program.

HUB-Zone Preference Program

The Historically Underutilized Business Zones (HUB-Zone) program helps small businesses in urban and rural communities gain preferential access to federal procurement opportunities. These preferences go to small businesses that obtain HUB-Zone certification in part by employing staff that live in a HUB-Zone. The company must also maintain a "principal office" in one of these specially designated areas.
Eligibility Requirements
A small business must be:
1.  Owned and controlled at least 51% by U.S. citizens, or a Community Development Corporation, or an agricultural cooperative or an Indian tribe.
2.  Located (principal office) within a “Historically Underutilized Business Zone,” which includes lands considered “Indian Country” and military facilities closed by the Base Realignment and Closure Act. A principal office is the location where the greatest number of employees at any one location is performing work, with the exception of the construction and service industries.
3.  At least 35% of its employees must reside in a HUB-Zone. Reside means to live in a primary residence at a place for at lease 180
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days, or as a currently registered voter, and with intent to live there indefinitely.
Click here for HUB-Zone Maps.
Certification/Application Process

Click here for more information on the program and how to submit an application for certification.
  Enter the phrase Subpart 19.13 in Google to access regulations for the program.

8 (a) Small Disadvantaged Business Program

Named for Section 8 (a) of the Small Business Act, this program was created to help small and disadvantaged businesses compete in the federal marketplace. A small disadvantaged business must be owned and controlled by at least 51% by socially and economically disadvantaged individuals.
Participation in the program is divided into two phases over nine years: a four-year developmental stage and a five-year transition stage.
Competition Rules
A procurement can be a set-aside for 8(a) if:

1.  There is a reasonable expectation that at least two eligible and responsible 8(a) firms will submit offers and that award can be made at a fair market price; and
2.  The anticipated total value of the contract, including options, will not exceed $6.5 million for acquisitions assigned manufacturing North American Industry Classification System (NAICS) codes and
$4 million for all other acquisitions.

Eligibility Requirements
To qualify for the program, a small business must be owned and controlled by a socially and economically disadvantaged individual.
Under the Small Business Act, certain individuals are presumed socially disadvantaged: African-Americans, Hispanic Americans, Asian Pacific
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Americans, Native Americans (American Indians, Eskimos, Aleuts, or
Native Hawaiians), and Subcontinent Asian Americans.
An individual who is not a member of one of the groups listed can be admitted to the program if he/she shows - through a "preponderance of the evidence" (difficult to prove) - that he/she is socially disadvantaged. For instance, an individual may show social disadvantage due to race, ethnic origin, gender, physical handicap, long-term residence in an environment isolated from the mainstream of American society, or other similar causes.
In addition, a socially disadvantaged individual must show economic disadvantage by submitting a narrative and personal financial documentation about one’s income, assets, and net worth.
A business can also qualify for the 8(a) program if an Indian tribe, an Alaska Native Corporation (ANC), a Native-Hawaiian Organization (NHO), or a Community Development Corporation (CDC), owns the firm.
Certification/Application Process
An application for 8(a) certification must be submitted to the Small Business Administration (SBA). The application is complex, notoriously problematic, and can take many months in the approval process.
For more information or questions call the SBA Division of Program
Certification & Eligibility at (202) 205-6417.
  Enter the phrase Subpart 19.8 in Google to access the regulations for the program.
Women Owned Preference Program (WSOB)

Under the new WSOB program federal agencies may set-aside procurements for competition specifically for women-owned small businesses.

To be an eligible WOSB, a company must:
1.  Be a small business that is at least 51% percent unconditionally and directly owned and controlled by one or more women who are United States citizens.

2.  Have a woman manage the day-to-day operations, make long-term decisions for the business, hold the highest officer position in the business and work at the business full-time during normal working hours.
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WSOB is Really Two Programs
The most confusing aspect of the WOSB program is that in all of its wisdom Congress authorized two WOSB programs and called it one. The two programs are defined by a set of specific NAICS Codes.
An Economically Disadvantage WSOB (EDWOSB) (low net worth) can participate in procurements set-aside under a list of NAICS Codes where federal contracting participation is underrepresented.
A “regular” WSOB (no net worth restrictions) can participate in procurements set-aside under a list of NAICS Codes where federal contracting participation is substantially underrepresented.
Eligible NAICS Codes

Eligible Industry Codes: Over 300 6-digit North American Industry Classification Systems (NAICS) codes are eligible for Federal contracting under the WOSB Program.

A link to a spreadsheet of eligible NAICS Codes, the corresponding small business threshold, and the eligible WSOB program is included in the eBook.

An EDWOSB is automatically a WSOB so EDWOSBs participate in procurements under all eligible NAICS Codes.

Note that most of the contracting activity is in EDWSOB categories.

Examples of EDWSOB Eligible Underrepresented NAICS Codes
5415 NAICS codes - Professional, Scientific, and Technical Services (e.g. Custom Computer Programming, Computer Systems Design, Computer Facilities Management, etc.)

2381 NAICS codes - Specialty Trade Contractors (e.g. Framing, Masonry, Glass and Glazing, Roofing contractors, etc.)

3353 NAICS codes - Electrical Equipment, Appliance and Component Manufacturing (e.g. Power, Distribution and Specialty Transformer, Motor and Generator, Relay, Industrial Control manufacturing, etc.)

5416 NAICS codes - Professional, Scientific, and Technical services (e.g. Human Resources consulting, Marketing consulting, Environmental consulting, etc.)

Examples of WSOB Eligible Substantially Underrepresented NAICS Codes
3391 NAICS codes - Miscellaneous Manufacturing (e.g. Surgical and
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Medical Instrument, Surgical Appliance and Supplies, Dental Equipment, etc.

3231 NAICS codes - Printing and Related Support Activities (e.g. Commercial, Quick, Digital, Books printing, etc.)

5417 NAICS codes - Scientific Research and Development Services (e.g. Research and Development in Biotechnology and Research and Development in Physical Engineering and Life Sciences (except Biotechnology)

5418 NAICS codes - Professional, Scientific, and Technical Services (e.g. Advertising, Public Relations, and Media Buying agencies, Display and Direct Mail advertising, etc.)

Economically Disadvantaged WSOB (EDWOSB)
EDWOSBs must be 51% owned by one or more women who are “economically disadvantaged”. A woman is presumed economically disadvantaged if she has a personal net worth of less than $750,000 (with some exclusions), her adjusted gross yearly income averaged over the three years preceding the certification less than $350,000, and the fair market value of all her assets is less than $6 million.
WOSB Regulation Complexity

The WOSB procurement rules are 145 pages long and require hours to decipher.

Although the certification process is complex, WOSBs may self-certify their eligibility (certification does not require an application to SBA).
Corporate forms are uploaded to a federal WSOB Repository. This is a beneficial feature of the program because certification applications can languish at SBA for months.

GSA Schedules

The Small Business Friendly Multiple Award Schedule Contract
GSA schedules are the oldest and largest of thousands of Multiple Award

Contracts (MACs). GSA sales are $60 billion annually and represent about
30 % of new federal contracts. Other MACs are only open for bids for a
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set period (30 – 60 days) and then closed; this shuts out any companies who did not receive an award from participating.

A GSA schedule MAC is always open for business.

The “always open” aspect of GSA schedules is unique to GSA schedules and makes them an ideal way for small businesses to close federal sales and avoid competition.
The Federal Acquisition Regulation (FAR) was recently amended to allow federal buyers who want to purchase through GSA schedule contracts to set aside opportunities for small businesses. This new interim rule may represent a bonanza for small businesses for the following reasons:

1.  Multiple award schedule (MAS) contracts, and particularly GSA schedules, are becoming the preferred way for federal buyers to purchase products and services.

2.  As discussed previously and for a host of reasons, GSA schedule contracts may be the only way for small businesses to participate in the federal IDIQ market.
3.  Before the new rule, GSA schedule task orders were not, with limited exceptions, set aside for small businesses.

4.  Under the new rule, the set asides can be for the various classes of small business preference programs including 8(a), service
disabled veterans, HUB-Zone, and women-owned small businesses.

Selling for Small Businesses

Newcomers Need Customers as a Basis for Federal Sales
Simplistic as it may seem, the secret to success is sell to your federal customers or use your customers to help you sell to other federal customers. The problem for most newcomers is that they don’t have federal customers to use as the basis for their sales program.

The real obstacle to market entry is not the mysterious procurement process but rather finding and then selling to buyers who have both the money available and the need for what you sell. Real buyers are buried in the bureaucracy and hard to find. Once a buyer is located, aggressive, one-on-one sales are required to win contracts because everyone is knocking on their doors.

Professional and other technical services (including technology-based products of all types) must be sold by the company itself and there is little anyone outside the company can do for you. Not lobbyists, ex- generals, Congresspersons, or small business specialists. Knowledge-
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based and technology companies must have a distinguishing message that sets them apart from the intense competition in this world—like competing against IBM. Just saying you have the experts and have done it for others is not enough.

Start Small and Grow from Within

Newcomers should use any means they can to land a small deal to get their hooks into the market. That could include cold-calling (ugh), pitching to anyone you know in the federal government or anyone who likes you and knows someone in the government, begging a prime contractor for a subcontract, or begging a federal contracting officer to introduce you to an end-user.

Getting the first one is tough. Use any means you can and dig into your street smarts to land something, and the customer will help you sell if you perform for them. The new revenue possibilities include:

• Extensions to your first, small contract

• New contracts to meet the customer’s future requirements
• Introductions to end-users with money in their agency
• Introductions to end-users in other agencies who manage a similar type of program that your customer manages
Small Business Only: Ask your prospective federal customer to set aside the project you are discussing for small businesses.

Small Business GSA Schedule Holders:  Ask buyers if they use GSA

schedules and encourage them to use your GSA contract.
Certified Under a Preference Program: If you are certified, ask buyers to set aside the project under your preference program.

Finding and Selling to Prime Contractors

Agencies sometimes use their favorite prime contractor to subcontract with small businesses. Sell your capabilities to the dominant contractor if your target agency has one. The government buyer will usually give you the name of the prime contractor and contact information.
1.  Contact prime contractors early and sell them personally.

2.  When seeking subcontracts, sell to the prime contractor’s project manager rather than the government buyer. You will be selling to a
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person who wants quality subcontractors (quality not quantity).
3.  Track contract awards to find the right prime contractors, not for the recent win as much as for future wins.

4.  Leverage your small business status or your GSA schedule contract as selling points for subcontracting with you. They have to show some form of competition with subcontractors so small business
preference programs and GSA schedules can be used to build their

subcontracting award file.

About Fedmarket

Fedmarket assists companies in obtaining federal contracts by providing GSA schedule and proposal writing services, tools, and consulting services.  Call us to discuss your contracting needs and learn how Fedmarket can help you move forward in the government marketplace. 
(301) 960 -5817
Richard White
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