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Newcomers to the Federal Market: How to Penetrate the Glass Wall

Newcomers to the federal market usually encounter a glass wall of sales resistance caused by federal buyers reluctance to take a risk with new companies.  Buyers are not biased against newcomers. Rather, the culture of the federal bureaucracy discourages risk taking. 

Like any sale, federal sales success depends on the relationship a sales person has with the buyer. The glass wall is tough to penetrate for newcomers because they usually have strong commercial sales relationships and weak federal relationships. 

Many newcomers are reluctant to sell in the market because of the mysterious tangle of red tape involved. Newcomers shouldn’t worry about red tape; untangling it just takes patience.  The glass wall is the real barrier to entry and it can be penetrated with ingenuity, time, and sales dollars (an investment). 


Breaking Through the Glass Wall

Newcomers to the federal market have to use one or more of three channels to break through the glass wall.  

1. Sell directly to federal buyer (products and services)

2. Use a federal product reseller (products only)

3. Sell subcontracts to federal prime contractors (primarily services)

The following sections provide guidance on the best channel for your company.


How Federal Rules for Competition Affect Newcomers

Completely open competition in the $ 500 billion plus federal market is far too expensive and takes much too long to be practical for the majority of federal purchases. Government agency operations would grind to a halt if they had to compete everything openly.  How could an agency purchase disaster recovery service if a typical purchase requires a lead-time of over 200 days?  Or buy products and services for daily operations when purchases are needed in less than 30 – 60 days?

As a practical matter, the federal government limits competition for contracts purposely through a carefully crafted set of purchasing rules.

Federal purchasing rules allow:

· Sole source credit card buys for orders under $ 3,000.

· Reduced paperwork and less competition for small purchases under $100,000.

· Faster and more efficient purchases made with a limited number of prequalified companies under Multiple Award Contracts (MACS). 

The purchasing method of last resort for most buys is an open public bid, which requires months to complete.


Multiple Award Contracts (MACs) and Newcomers

Multiple Award Contracts (MACs) purposely limit competition to make purchases faster with less staff involvement. The speed and efficiency of MACs does not necessarily result in lower prices and superior pricing sometimes has to be sacrificed for purchasing efficiency.

What are MACs?

MACs are large contracts awarded to several companies to fulfill orders when the need for products or services arises. Funding of the contract takes place when an order is placed with one of the winning companies. 

The winning companies are selected based on (1) qualifications and experience, and (2) pre-negotiated prices. The winning companies use their pre-negotiated pricing to price specific orders as the requirement materialize.

Use of Multiple Award Contracts (MACs) to buy products and services is gradually dominating the federal market. Federal contracting staffs are overloaded so more efficient MACs are becoming the purchasing method of choice. 

Why the rush to MACs? 

Federal contracting staffs are getting smaller and smaller under federal budget restrictions. MACs are a quick and easy way to buy cheaply without huge staff involvement. 

MACs are not that fast and efficient in comparison to commercial sector purchasing procedures. But they are the most efficient mechanism that the government has found for large purchases where at a minimum the appearance of competition is important. 

How big are MACs?

MACs are big and getting bigger with budgets of billions and contract terms of 3 – 10 years. MACS are used to acquire around $ 200 billion of products and service annually.  

MACs limit competition because the only companies that can bid on orders are the few winners of the MAC (two to several hundred). 
At the extreme, $ 10 billion or more can be set-aside for 50 – 100 contractors for 10 years. Does that say enough about the limitation of competition? 

Contracts to Assist in Awarding Contracts

Over one billion dollars a year is spent for MAC contracts with commercial companies to assist federal contracting offices in the procurement process. The MAC winners (acquisition services contractors) are an extension of the contracting office staff.  This example demonstrates both the popularity of MACS as well as the shortage of staff in federal contracting offices.
Can newcomers win MACS?

Yes, but in the following limited circumstances.

Huge professional services and information technology MACs have a small portion of the budget set-aside for small businesses. Small businesses experienced in the market have the best chance of winning a MAC but newcomers can win them with the right qualifications and experience.

GSA schedules are ideal MACs for newcomers because: 

· Schedules are open to small businesses and large commercial companies without government experience.  

· Schedules are government-wide MACS covering almost all products and services and any agency can place an order with any company holding a GSA schedule.

· Most importantly, GSA schedules are always open for a proposal as opposed to all other MACS which open and close for a set bidding period. The door slams shut at the closing date for proposals for non-GSA schedule MACs and only the winners can participate in fulfilling orders for billions over 5 years or more. 

MACs and their role in federal contracting is the subject of many Fedmarket seminars and eBooks.

MACs and Service Subcontracting

MAC budgets for service contracts can be huge, sometime exceeding $ 10 billion and their contract terms can range from 5 – 10 years. The prime contractors holding large service MACs subcontract large percentages of the contract work. 

Prime contractors holding MACs are ideal sales targets for service companies working as subcontractors and the subcontracting market is particularly attractive to newcomers.

GSA Schedule’s and Price Justification

Primes are required to justify the value of subcontractor’s prices under federal purchasing rules. Prime contractors use subcontractor’s GSA schedule prices to show value and award subcontracts quickly with reduced paperwork. 

Prime contractors can take this quick and dirty approach to price justification because the subcontractor’s GSA schedule prices have already been determined to be fair and reasonable by the federal government in the GSA schedule proposal evaluation process. 

In short, subcontractors with GSA schedule contracts have an edge in winning subcontracts with prime contractors.
 

Direct Sales Versus Resellers for Products

For products, the most effective sales channel(s) depends on product type. Large end-use products like equipment, machinery, and software are sold both directly and through resellers, and sometimes both. Wholesale commodities like office supplies, parts, components, and supplies are usually sold through resellers. This type of product is often bought as part of large multi-product, multi-manufacturer order.   


Direct Federal Sales and Relationships

Federal and commercial sales of services and products are fundamentally the same. You need to have relationships with buyers so (1) they know what they are buying and (2) are confident of your capability to deliver.

Those who enter the market with some form of federal relationships have an edge. Those who don’t have relationships have to work extra hard to develop them. Relationships can range from strong to weak.        Examples are listed below in descending order of strength.

· You know a federal program manger that has a need for a product or service and money to satisfy the need (obviously strong).

· You know a federal employee that knows a buyer, who may have a need. Now the critical questions are does the employee know the buyer well enough to refer you. And does the buyer have a real need and funding to satisfy the need.

· You have a trailer park full of empty trailers and a disaster has occurred in a nearby town. The trick now is to find a buyer in a disaster relief agency that needs trailers and has decision-making authority and money.

· A business partner of yours knows a buyer, who may have a need. Again, the critical questions are how well does the partner know the buyer and does the buyer have a real need and funding to satisfy the need.

· You meet a federal buyer at a trade show who is willing to talk with you further about your products or services. Again, the questions are how pressing is the need and does the buyer have money.

You have to have a place to start and any relationship (strong or weak) could be the place.

Newcomers with no relationships have to cold call buyers who have bought what the newcomer sells or meet them at some event or forum. You should try the cold calling channel but it can discouraging and expensive. 

A newcomer offering services and with no federal relationships probably should emphasize the subcontracting channel. Applying for small business preference program certification (veteran owned, women owned, disadvantage business, HUB-Zone) can significantly enhance a small businesses capability to sell services directly. Some certified small businesses sell directly and subcontract at the same time and many have grown rapidly using their certification status.
  
A newcomer offering products and with no federal relationships probably should emphasize the reseller channel.

Finding Buyers for Direct Sales 

A common question asked of Fedmarket: “How to do we find federal buyers”? Federal award databases provide historical data on who has bought what in the past, with contact data. You have to do the database research yourself or buy research services from companies like Fedmarket.com.

Direct Selling Traps

Don’t get caught in the following traps when selling directly to federal buyers. The traps eat money and time and can take your eyes off the ball.

· Believing that small business specialists, congresspersons, or lobbyists are going to introduce you to buyers with money.  They don’t. You have to find and sell them yourself. It is not easy, but can be done with patience, persistence, and an investment in sales people.

· Believing that a federal marketing company can assist service companies in making a sale. They can’t other than ancillary marketing services.  Don’t pay money for a directory listing that is supposedly accessed by federal buyers. (Federal resellers can assist companies manufacturing or wholesaling commodity-like products.)

· Call on contracting officers for introductions to end-users. Contracting officers buy commodities and participate in most buys but the end-user is the primary decision maker in most purchases of complex products and services. Asking contracting officers for end user information can sometimes produce end user contacts. But in general contracting officers are reluctant to assist any particular company because they are deluged with sales people looking for assistance.  

The Reseller Channel for Commodities and Specialty Products 

Product reselling is a large federal sales channel. Reselling works well for:

· Commercial software vendors who do not want to (1) invest in developing a federal sales network (2) deter from their commercial sales efforts and (3) unravel the mysterious tangle of federal red tape.

· Manufacturers and wholesalers of office supplies, furniture, hardware and industrial supplies, computer peripherals, security products, medical products and supplies. Resold products are ordered by federal agencies as item(s) in a large, multi-product order. 

Federal resellers win multiple award contracts by offering products for a number of companies, thus offering a complete range of products in an industry sector. For example, a security product reseller might offer flashlights, holsters, protective vests, goggles, boats, binoculars, and riffle scopes from a wide range of wholesalers or manufacturers.

Experienced federal resellers have established networks of federal buyers and market their product lines; the key reasons why companies use them to resell their products. Some reseller networks are stronger than others and markups of product prices vary. Selecting the right reseller is the key. Resellers past sales will tell you how strong they are.


Selling Subcontracts to Prime Contractors

As discussed earlier, the prime contractor/subcontractor channel can be the most productive for service contractors. Many newcomers to the federal market enter as subcontractors to a federal prime (direct) contractor. Small business subcontractor’s can prosper and grow into large businesses using the subcontracting channel. Many subcontractors don’t attempt to sell directly and grow through the subcontracting channel.

Federal prime contractors use services subcontractors extensively; they don’t have to hire and worry about keeping employees billable. They buy all types of services, and subcontracting is particular prevalent in the information technology sector and maintenance, repair, and construction. Examples include:

Occupations with heavy contract staffing requirements where the position is not critical to performance (sometimes called body shopping) including:

Computer programmers
Help desk technicians
Equipment technicians 
Trade laborers
Guards and security personnel

Specialty occupations including:

Energy related and environmental engineers
Trade subcontractors
Architectural and engineering 
Information security specialists
Language specialists

Most prime contractors are not manufactures and they buy all types of products needed to perform their contracts. The products they buy are usually part of a larger, service-driven solution like military base maintenance, construction, information technology infrastructure operations, and military electronic systems. 

Product purchases are particularly prevalent in the software, computer hardware, and facility infrastructure sectors. 


Why is the Subcontracting Channel Productive?

The prime contractor-subcontracting channel is a productive channel for newcomers to do federal business (although indirectly) because:

· Prime contractors are easier to sell than federal buyers because the universe of buyers is much smaller, thousands of prime contractors versus hundreds of thousands of federal buyers. The market is narrower and more focused.

· Although difficult, prime contractor buyer contact information is easier to find than federal buyer contact information.

· Prime contractors’ hold large multiple award contracts worth billions and in many cases use subcontractors for major portions of the contract work. The prime contractor acts as a contract manger and administrator and takes an administrative fee and profit on their subcontracts. For large multi-purpose contracts, prime contractors could be viewed as service aggregators.

· Multiple award contract orders have unpredictable staffing requirements. Task orders can be costly to staff in-house and are more profitable and easy to perform with subcontractors. 

· Generally resellers do not sell services except to service the products they sell. 

For example, suppose you are a small computer development firm located in a city where a military base or federal research laboratory is located. You would have several ways to sell your services buyers at the facility.  

1. Identify who the information technology program manager is at the facility and arrange a meeting with him or her. The ways to get to the person are varied and can range from meeting facility information technology employees at a local meeting, seeking a reference through a friend or neighbor, or a cold call. (The facility telephone operator, the public relation’s office or the facilities web site are sources for the managers’ name and contact information.) 

2. Or maybe your spouse knows someone who knows the manager through a local club or function. 

You have to use any way you can to establish a relationship with the buyer (end user). 

Now the roadblock, you don’t have a Multiple Award Contract (MAC) so the end user and the facility contracting officer can close the sale with you quickly. Their alternative is a costly and time-consuming open competition. (Remember, a MAC prequalifies the company and the federal buyer does not have to advertise a bid publically.)

In short, you have sold your company's services to an end user and the end user wants to do business with your company and has money to spend. But you don't have a MAC, such as a GSA Schedule contract, to use as a closing mechanism. 

So the facility contracting officer refers you to the contract manager for a prime contractor that already holds a large contract at the facility. The contracting officer asks the prime contractor to consider a subcontract with you. Under this scenario, the prime will embrace your company because you have brought an unforeseen opportunity to its attention and because it will make a profit by marking up your subcontract price.  

Beginning as a subcontractor to a prime is an attractive way to get your foot in the door because it is faster and a bit less painful than a direct sale. 

As mentioned earlier, the major drawbacks are that the prime contractor will try to insulate your company from the customer, take credit for your staff's superior performance, and attempt to grab the bulk of any new work you uncover (normal, self- interest driven behavior). 


Finding Contractors that Hold MACs for Selling Subcontracts

MAC contract holders are published at agency web sites and contractor’s home pages, not at a central site. Experienced federal contractors know how to do the Internet research required to find MAC contractors while newcomers usually use the services of companies like Fedmaket.
Getting Out from Underneath a Prime Contractor by Selling Directly

Prime contractors do not want subcontractors to work with federal customers closely enough to have the customer award them a direct (prime) contract (pirate their revenue).   

Many subcontractors try to sell the federal customer directly without upsetting the prime contractor. Getting out from underneath a prime contractor and winning a direct federal contractor is a delicate business with risks and rewards. 

To sell direct, the subcontractor has to establish a close relationship with the end user (buyer); ideally as part of the subcontractor’s day-to-day service work. This approach can be counter-productive if the end user relationship is not strong enough to win a direct contract. Weak end user relationships can result in a disgruntled prime contractor who may be reluctant to continue to subcontract with the company.

Location Based Sales

Most federal buyers purchasing professional services and complex technology-based products require a personal meeting to discuss the value of the product or service before making a buying decision. In other words, location or the capability to sell in person can often be critical in making a sale. 

The following factors should be considered in making a decision on market entry. 

· Geographic proximity of federal buyers and location where services are required
· Size of a typical sale
· Travel costs if personal sales meeting are required

Service companies are sometimes required to locate people at the buyer’s site and this requirement becomes particularly difficult if the requirement is part-time.  The location problem can be solved by:

1. Recruiting locally
2. Moving placing people full time to the location of the federal facility
3. Finding qualified consultants locally to help sell and/or deliver services 

Location and sales costs for personal sales calls can be a problem for:

· Companies outside Washington, DC

· Foreign companies (provided they have a trade agreement with the United States)

· Washington, DC companies selling nationally

Fedmarket recommends that newcomers “think local”.  Many service companies located near federal facilities outside Washington, DC are successful because they can sell and deliver services on a personal level.  

Strategic Sourcing May Favor Newcomers

Federal agencies are awarding contracts to low price bidders more often because of budget constraints. Low price awards are particularly prevalent if the bidder is offering a product that meets the solicitation specifications. Inherently, low price awards are made for purchases that have well defined specifications (products) and nearly equal evaluation scores for services.

Entrenched and incumbent contractors are crying foul because a low price approach encourages awards to newcomers in general or an experienced contractor that is new to an agency.   
 

Steps to Take as a Newcomer

Newcomers should realize that the following steps have to be focused and aggressive and require an investment. Don’t get caught in the trap of assigning a new federal sales program to an untrained commercial sales person who already has a sales workload. You can’t enter the market cheaply.

1. Make a rough assessment of the size of the market for what you sell. Federal market statistics on past purchases are gross so assessments on who is buying what are inherently rough. Most market size assessments are based on what your competitors are selling in the market. 

2. Develop a list of contacts and relationships you have in the federal market. Including:

· Your direct federal contacts

· Potential referrals to buyers from federal relationships you may have

· Federal relationships that your non-federal contacts may have

· Federal relationships that your employees may have

3. Develop a list of sources of federal relationships

· Federal facilities, offices, and military bases near you

· Professional organizations

· Community organizations

4. Develop a cold call list from federal award databases

5. Develop a list of potential subcontracting contacts from prime contractor award databases

6. Formulate a sales plan from the above

7. Hire or assign dedicated federal sales people

8. Train sales people
9. Implement the sales program

[bookmark: _GoBack]Call Richard White, author of this eBook, at 301.908.0546 if you have any questions about federal sales.

Fedmarket Offers:

Complimentary Webinar Series
Proposal Writing Services
GSA Schedule Services
Sales Tools
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