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The Honorable Joseph P. Addabbo 
Chairman, Subconunittee on Minority 

Enterprise and General Oversight 
Committee on Small Business 
House of Representatives 

Dear Mr. Chairman: 

By letter dated October 26, 1977, you raised three 
questions about the Small Business Administration implementa
tion of section 8(a) of the Small Business Act. By letter 
dated January 5, 1978, we advised you of our position on 
tyo of the questions. This is our report on the remaining 
question, dealing with whether Small Business Administration 
offices are uniformly applying criteria for determining an 
applicant's economic or social disadvantage for participation 
in the 8(a) program. 

In a subsequent discussion with your office on Janu
ary 30, 1978, we agreed to limit our work to Small Business 
Administration Region IX fiscal year 1977 8(a) applications 
and to: 

—Analyze the applications to determine if the criteria 
specified in the 8(a) procedures have been met. (See 
app. I.) 

—Prepare a schedule disclosing applicant's financial 
resources. (See app. II.) 

—Prepare a statement of facts on a specific architect/ 
engineering applicant. (See app. III.) 

We have reviewed the records of applicants considered 
eligible for entry into the Small Business Administration 8(a) 
program. He analyzed applications, supporting documentation, 
and held discussions with agency officials to examine how pro
gram criteria were applied and to determine whether they weie 
uniformly or subjectively applied. We also summarized the 
economic data on each applicant contained in agency files 
and prepared a detailed study on one applicant of special 
interest to your office. This work was performed at the 
San Francisco regional office and the San Francisco, Los 
Angeles, San Diego, and Phoenix district offices of the Small 
Business Administration. 
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We have reached three basic conclusions on 8(a) program 
eligibility. Firstf the eligibility criteria are vague and 
not applied in a uniform and consistent manner. Second, 
Regior. IX is not complying with program procedures because 
its files do not identify the specific criteria used to ap-* 
prove eligibility^ nor does it document the connection between 
an applicants' social or economic disadvantage and their in
ability to successfully compete in the economic mainstream. 
Lastr different offices can reach different decisions on 
eligibility—-as we noted in one case where the same applicant 
was recommended for acceptance by one office while rejected 
by another. 

Previously, ouc April 1975 report to the Congress, 
"Questionable Effectiveness of the 8(a) Procurement Program" 
(GGD-75-57), addressed applicant eligibility. We recommended 
that the Small Business Administration establish the con
nection between an applicant's disadvantage and the applicant's 
inability to compete successfully in the business world. While 
the Small Business Administration has established new proce
dures to require this, these procedures have not been suc
cessfully complied with. Onder the circumstances it is not 
possible for uniform decisions to be made. 

Because of time constraints our report has not been 
presented to the Small Business Administration for formal 
comments. Bowever, during the course of the review we soli
cited the comments of Agency officials at all levels and 
have included their remarks where appropriate in this report. 

As arranged with your office, this report will be re
leased 30 days after the issuance date unless you publicly 
release its contents before this time or unless hearings are 
held. 

Sinc^Mly yours. 

Comptroller General 
of the United States 
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APPENDIX I APPENDIX I 

ANALYSIS OF HOW ELIGIBILITY 

CRITERIA ARE APPLIED FOR PARTICIPATION 

IN THE 8(£) PROGRAM 

BACKGROUND 

7he Administrator of the Small Business Administration 
(SBA) is authorized under section 8(a) of the Small Business 
Act of 1953, as amended, to help small businesses, owned and 
controlled by socially or economically disadvantaged persons, 
achieve a competitive position in the market place. Under 
section 8(a) SBA enters into procurement contracts with other 
Federal agencies and departments and subcontracts the work 
to disadvantaged small businesses. 

On July 25, 1977, responding to indications of program 
abuse, the SBA Administrator appointed a headquarters review 
board to evaluate the program. At the same time the Adminis
trator imposed a temporary moratorium on new program entries. 
Under the moratorium's terms no further action was to be taken 
in processing applications. The moratorium was lifted by the 
Administrator 3 months later. 

From the program's implementation in 1967 to September 30, 
1977, SBA has awarded 14,233 subcontracts worth $1.6 billion 
to over 3,000 businesses. In fiscal year 1977 SBA accepted 
212 new entries into the 0(a) program. Twenty-eight of these 
were in Region IX, which encompasses Arizona, California, 
Nevada, Hawaii, Guam, £nd the Pacific Trust Territories. 
(See app. II.) This report analyzes the methods by irtiich 
these entries were made into the program. 

ELIGIBILITY 

The criteria for determining an applicant's social or 
economic disadvantage and the application of criteria has 
been criticized by GAO and discussed in congressional hear
ings. To establish a firm's 8(a) program eligibility, SBA re
quires that the firm be a small business and that 50 percent 
of a partnership or 51 percent of a corporation be owned and 
controlled by socially or economically disadvantaged persons. 
The definition of social or economic disadvantage, however, 
has been controversial. SBA regulations state that an appli
cant's disadvantage "may arise frcm cultural, social or chronic 
economic circumstances or background or other similar cause." 
Such persons include, but are not limited to, members of the 
following minority groups: Black Americans, American Indians, 
Spanish Americans, Oriental Americans, Eskimos, and Aleuts. 
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Vietnam-era service in the armed forces is also a contribut
ing factor in establishing social or economic disadvantage. 

SBA's General Counsel established additional 8(a) eligi
bility criteria in 1971. Alone or combined, these criteria 
may es^iablish an applicant's eligibility: (1) social back
ground, v^ich may affect the applicant's ability to obtain 
adequate technical, business, or financial assistance, (2) 
past experiences with discrimination, which may impede the 
applicant's entry into the economic mainstream, (3) previous 
failures to compete for Government contracts because of 
restrictions imposed by financial and commercial institutions 
in favor of established firms, (4) length of residence in an 
urban area with a high concentration of unemployed or low-
income persons, (5) record of unemploy^nent or marginal employ
ment, and (6) chronic low-income status. Furthermore, where 
eligibility cannot be readily determined 8(a) procedures pro
vide seven additional considerations for determining eli
gibility. These generally overlap the criteria above; the 
one exception being an applicant's veteran status and its 
effect on social or economic disadvantage. All criteria are 
included in appendix IV to this report. 

In the past, we have reviewed various aspects of the 
8(a) program, including eligibility. In our April 16, 1975, 
report to the Congress, "Questionable Effectiveness of the 
8(a) Procurement Program" (GGD-75-57), we recommended that 
SBA revise its procedures to require consideration of all 
eligibility criteria before determining the need for 8(a) 
assistance. Second, we stated that before awarding contracts 
field offices should establish the connection between an 
applicant's disadvantage and the applicant's inability to 
compete successfully in the business world. These require
ments were included by SBA in the February 1976 revised 8(a) 
procedures. 

Congressional hearings on the 8(a) program were held in 
October 1977. Much of the testimony centered on the gen
eral lack of uniformity in determining an applicant's social 
or economic disadvantage. The SBA Administrator testified 
that because eligibility criteria may be applied subjectively 
it is possible for evaluators to reach different decisions 
while considering the same applicant information. Moreover, 
it is very difficult, according to the SBA Administrator, to 
establish criteria that does not risk being assessed sub
jectively. 

In January 1978 the 8(a) review board (established by 
the Administrator to reassess the program's functions) re
ported its findings. On the critical question of eligibility 
criteria, the board majority held that specific minority 
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groups were "rebuttably presumed" to be socially or economi
cally disadvantaged. A minority of board members advocated 
instead a case-by-case determination of both the applicant's 
social and economic disadvantage. The majority and minority 
board recommendations on eligibility, which were being con
sidered by the Administrator in March 1978, are included as 
appendix V. 

Approval authority rests with the various regions. The 
Region IX approval process begins at the district, where the 
8(a) application is intially screened by an SBA specialist 
and is then evaluated by a review board of district officials. 
If the district recommends acceptance, the application is 
forwarded to the region, where another board of SBA officials 
reviews the case and makes appropriate recommendations to the 
Regional Director—final approval rests with the Regional 
Director. At any level an applicant may appeal a decision 
and receive further consideration of his application. 

APPLICANTS APPROVED BASED ON VAGUE INFORMATION 
SUBJECTIVELY RELATED TO ELIGIBILITY CRITERIA 

Our review of the 28 Region IX applicants found eligible 
in fiscal year 1977 for participation in the 8(a) program 
revealed that aroroval often was given on the basis of vague 
information about the applicant's social or economic posi
tion. The apparent level of disadvantage varied consider
ably. While the applicants experienced disadvantage during 
their youth, they later moved in two different socioeconomic 
directions. One undoubtedly disadvantaged group included 
applicants with a long history of low wages (possibly earned 
in the trades) that were attempting to succeed with such 
ventures as painting or janitorial services. The other group 
included applicants with college educations and moderate-to-
high incomes, that typically were involved in more sophisti
cated ventures such as architect/engineering, consulting, or 
computer-oriented businesses. 

In approving applicants, SBA did not identify the ap
plicant's specific problems and relate them to the six 
principal criteria that alone or combined establish eligi
bility. Approvals appeared to rely instead on vague state
ments professing disadvantage made either by the applicant 
or by an SBA official from information supplied by the appli
cant. Approvals rarely stated the specific criteria used to 
approve eligibility, but referred instead to several different 
documents—including the disadvantage statements. Thus, it 
is not possible to determine the specific basis for approval. 
These six criteria are examined in subsequent sections, not 
to judge whether the applicant should have been admitted to 
the program but rather to demonstrate SBA's application of 
criteria to the wide range of individuals approved. 
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Social background effect on access to assistance 

Social background and its detrimental effect on the 
applicant appears to be the leading factor used in assessing 
applicant eligibility. The SBA criterion is: 

"Because of his social background, the individual 
has been unable to obtain technical assistance, 
business assistance or financing of a quality 
or quantity similar to that available to the 
average entrepreneur in the economic mainstream 
(where possible, exclusions of this nature should 
be confirmed by specific examples)." 

In the 28 cases reviewed, there was some discussion, ex
tensive at times, on the individual's earlier years in pov
erty. The discussions rarely compared the applicant's experi* 
ence to the average entrepreneur. In some cases the informa
tion suggested that an applicant's disadvantage had even been 
overcome, while in other cases it was apparent that the in
dividual was in a very low social or economic status. 

In 20 of the 28 cases reviewed, the statement about 
the individuals' social background problems were generally 
vague. It was unclear about how the applicants' background 
had excluded them from the economic mainstream. The follow
ing examples are indicative: 

—The statement of one minority applicant with average 
narnings of $16,000 a year discussad his childhood 
poverty and his present inability to obtain financing, 
which forced him to turn down contracts. However, no 
examples were found to document his inability to ob
tain contracts. The applicant's social background 
was not connected to his ability to obtain financing. 

—Another applicant with a salary of $45,000 a year, 
company sales of over $700,000, and an after-tax 
profit of $66,000 argued that his social background 
had prevented him from obtaining traditional financ
ing, especially from friends, relatives, and parents. 
The statement mentioned an unsuccessful attempt to 
obtain financing from a bank that had made loans to 
a competitor. Aside from the vague remark that his 
social background had made it difficult to obtain 
assistance, there was no discussion about how this 
precluded obtaining assistance or what efforts had 
been made to obtain help. 

In another four cases the individuals had been raised 
in pover+-y but had nevertheless made substantial progress in 
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education and business. The in ^mation presented suggests 
that these individuals had in fact overcome their disadvant
age. This type of case has given SBA officials the most dif
ficulty in determining an applicant's eligibility. The follow
ing example is illustrative. Other examples are discussed on 
pages 9 and 10. 

—Two applicants earning $27,0G0 or more a year and whose 
company was new were declared eligible for the program. 
Their applications claimed that they were raised in 
poverty, lacked money for business education, and had 
received neither traini.ng nor orientation in business 
careers. However, one applicant received an MBA from 
Harvard and the other received an MBA from the Univer
sity of Southern California. No SBA analysis supported 
the presumption that social disadvantage precluded the 
applicants from obtaining the necessary technical, 
business, or financial assistance. 

Four other cases stressed the applicants's adolescent 
problems but gave little attention to how this related to eli
gibility criteria. One case involved a minority applicant 
who was raised in poverty but who had received some college 
education. The applicant, a veteran, had held managerial posi
tions in business. When he assumed the operation of his 
father's business (which was under SBA sponsorship) he was 
found eligible to participate in the program. There was no 
further discussion of how the individual's social backgrbund 
had affected his eligibility for the 8(a) program. 

From the foregoing discussion of the application of 
this criteria, t^ich seems to be the one used most in ap
proving eligibility, it is apparent that it has been used 
very sdbjectively and that it is extremely difficult to assure 
uniformity in the various SBA offices. 

Past practices of discrimination 

The question of past discrimination was addressed 
limited extent in determining applicant eligibilii 

only 
to a limited extent in determining applicant eligibility. 
SBA 8(a) procedures specify the criterion on discrimination; 

II Because of past practice of discrimination, the 
individual has been impeded from normal entry into 
the economic mainstream (this example should be 
based upon specific facts applying to the in
dividual involved and should not be based upon 
a generality applicable to a group, e.g., al
though many individual Blacks are "disadvantaged" 
and therefore eligible, it is insufficient to 
state that all Blacks are eligible simply because 
they are Black)." 
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About half o£ the 28 applicant cases reviewed neither 
discussed nor presented information about discrimination. 
The remaining applicants claimed past experience of dis
crimination without specifically disclosing how it had im
peded normal entry into tbe economic mainstream. Only one 
applicant provided specific examples of past discrimination. 
That applicant cited two non-Government contracts that he 
bid on and that were later awarded to nonminority firms. 

In 12 of 13 instances where applicants commented on 
discrimination, vague and generalized information was pre
sented without reference to specific examples, in one in
stance, the SBA analysis concluded that the applicant was 
disadvantaged because his ethnic background had resulted in 
discrimination in bonding and financing. This conclusion 
was based on the applicant's lack of collateral and financ
ing because of the "arbitrary powers of financial and bond
ing institutions, who refuse to brand most minority contrac
tors as anything other than a high risk." We found no in
dication in the applicant's file of any attempt by SBA to 
determine if this Individual's experience is any different 
from that normally encountered by any businessperson attempt
ing to obtain bonding or financing. 

The 8(a) procedures stress that although many individual 
blacks are disadvantaged and therefore eligible, blacks are 
not eligible simply because they are black. Yet, SBA pre
sented only the following general statement by an applicant 
to support a conclusion of disadvantaged status for 1 of the 
13 applicants: 

"Contrary to the instructions above, with the 
> exception of one black owned engineering firm 

in the country, all other black owned firms fit 
the category of disadvantaged. Specifically with 
respect to this firm, we have demonstrated our 
qualifications and capabilities but we are cod-
stantly denied professional assignments by gov
ernment agencies and the private sector on the 
basis that we do not have the specific expe
rience they are looking for on the specific 
project." 

We found no examples in the applicant's file to substan
tiate this statement nor any that showed how the applicant's 
experience did or did not meet Government needs. 

In another case, the one instance where a specific 
example of discrimination was provided, the applicant fur
nished three pages of data about his deprived childhood, 
his experience with discrimination while a milkman, and 
his unsuccessful attempts to bid for contracts. In the most 
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graphic reference to discrimination of the 28 cases, the ap
plicant was the low bidder on a contract that was awarded 
to a higher bidding white firm. 

The remaining 15 applicants did not address discrimina
tion in their disadvantage statements nor did SBA discuss it 
in the eligibility analysis. We have therefore concluded 
that discrimination was not identified as a factor in deter
mining these applicants' eligibility. 

Previous failures to compete 
for Government contracts 

Applicants did not usually consider their previous 
failures in competing for Government contracts to be a 
disadvantage. In the few instances where this disadvan
tage was claimed, the supporting statements were general 
and vague. SBA criteria states that: 

"Previous failures to compete effectively for 
government contracts could be traced, in signi
ficant part, to tendencies of regular financing 
and commercial agents to restrict their services 
to established businesses (specific instances of 
contract or financing 'turn downs' would be help
ful here)." 

In only 4 of the 28 cases did a firm consider the in
ability to obtain Government procurements to be a disadvan
tage; the remaining 24 cases did not discuss this as a 
problem. Seven of these firms had information in their 
files showing that Federal procurements had been obtained 
in the past. We could not determine what effect this 
prior work had in SBA's determination of the applicant's 
eligibility. 

The four cases claiming a disadvantage ascribed their 
failure to obtain Federal work to their lack of a work record, 
insufficient funding, or their inability to obtain adequate 
bonding. Although in some instances specific examples were 
given where companies were not allowed to compete for Fed
eral work, there was no indication that this problem would 
not typically prevail at the outset for »ill new small busi
nesses. 

Long-term residents of areas of higi\ 
unemployment or low-income persons 

Applicants rarely discussed their residency as some
thing that affected their ability to compete in the market
place. In the few cases where residency was considered a 
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disadvantage, the applicants usually addressed the issue in 
very general terms. The residency criterion used was: 

"The individual is a long-time resident of urban 
areas with high concentrations of unemployed or 
low income persons." 

The above criterion was seldom cited by applicants in 
their statements on disadvantage; in only 6 of the 28 cases 
was this issue even addressed. One example was a person who 
claimed to live in Watts, Californii^ which is a high unemploy
ment area with low-income residents. But there was no indica
tion in this person's files to show how his WattS: i:i|sid<ê^ 
had affected his ability to compete in the business world. 
The fact that the applicant's annual income is $29,000 sug
gests that any disadvantage may have been overcome. 

Another case portrayed a childhood spent in urban low-
income areas. The individual's current home was not dis
cussed in the information provided to SBA. 

In another instance an individual, until 8 ysars ago, 
spent his entire life in impoverished areas with higher-
than-normal unemployment rates. However, the individual 
now lives in Hollywood, California, in a house valued at 
$100,000. We could not determine from his files how the 
applicant's past homes had proved to be a disadvantage. 

Unemployed or marginally employed 

The applicant's work record was rarely addressed in 
SBA eligibility determinations. The cases reviewed in
frequently mentioned the applicant's employment record in 
terms of the following 8(a) eligibility criterion: 

"The individual h£is been frequently unemployed or 
marginally employed due to his residency in de
pressed areas or due to pe^t practices of discrimi
nation." 

In 3 of the 28 cases the applicant's marginal employ
ment history was discussed. These applicants made general 
claims of either discrimination or residency in a depressed 
area and low income or marginal employment. However, no 
specific examples were presented to substantiate their 
statements. One applicant stated that he was unable to 
find work due to his age, medical condition, and language 
problem, but did not cite any specific examples of discrim
ination that had occurred in the United States. Another 
applicant claimed that she had trouble competing because 
of her sex and ethnic background, yet again no specific 
examples were presented. 

8 
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Chronic low-income status 

In our review we found that most applicants did not 
emphasize chronic low incomes in applying for the program, 
although in several instances it was readily apparent that 
the applicant was in a low-income status. SBA procedures 
state that an applicant's income can be considered a dis
advantage providing that the individual "has been in a low 
income status chronically." 

SBA has no criteria formula for determining what con
stitutes chronic low income. Twenty-one of the applicants 
earned more than $10,000 a year; only seven earned less. 
Annual salaries ranged from $4,800 to $60,000. 

One applicant that earned $60,000 yearly stated that he 
considered himself underpaid when compared to individuals 
with similar or lesser professional skills that worked 
with him or even under him. We did not find any information 
supporting this statement in SBA files. 

In another case an applicant earning $19,000 a year 
claimed to be living at only a subsistent level because he 
was raising seven children. No other statements in the 
applicant's files emphasized low or chronic income problems. 

Case studies reflecting variety 
in approved applications 

The applicants approved for the 8(a) program ranged 
from those of obviously low economic status and social 
position to those with much greater economic, educational, 
and professional achievement. The generally vague documenta
tion used to establish eligibility was essentially the same 
irrespective of whether the individual was obviously from 
a low or upper income group. The following cases show how 
the criteria were applied: 

—Applicant, a Mexican American, entered the janitorial 
business with very limited equipment and managed to 
make an average yearly income of $6,000 over a 5-year 
period. The disadvantaged statement referred to his 
adolescent problems and his failure to complete 
school. It also stated that he could not find employ
ment to make an adequate living; consequently, he 
started his own business. Without any further ex
planation the statement concluded that due to regional 
social and economic conditions the applicant had been 
unable to become competitive in his field. 

—Applicant, a Japanese American, owns a newly estab
lished construction business. He graduated from 
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college in 1964 with a B.S. in civil engineering 
had been employed for 12 years, and, at the time he 
started his business, had been averaging $24,000 a 
year for 5 years. His last position had been general 
manager of a construction firm at a salary of $30,600. 
No specific examples or documentation are in his file 
to show economic or social disadvantage. The case 
appears to have been approved because it was a new 
firm, not competitive in a slumping construction in-̂  
dustry, experiencing difficulties in financing and 
bonding, and in need of SBA support. 

—Applicants, Black, own an established architect/ 
engineering firm. Before going into busineasi the 
applicants, both graduates of prestigious universi
ties, had worked for several architectural firms. 
Over the last 5 years each had an average income of 
$50,000. Both have acquired personal net worths ex
ceeding $300,000. Against the recommendation of both 
district and regional review boards, the Region IX 
Director brought the firm into the 8(a) program. 
The review boards felt that the company had overcome 
any social or economic disadvantage that the owners 
might have suffered. The regional board noted that 
the firm's sales were over $1.7 million^ its net worth 
was $251,358, and its net income was $254,421. Back
logs of over $300 million in projects (the firm re
ceived a percentage of this in commissions) were also 
considered by the regional review board as a further 
indication that, the company was highly competitive. 
No specific evidence in the file documented instances 
of either social or economic disadvantage. No con
tracts have been awarded to the company since it 
entered the program, but it currently is negotiating 
a $250,000 Government contract (discussed more fully 
in app. III.) 

Conclusion 

In summary, SBA eligibility criteria are not precisely 
defined, and frcm applicants' files it is difficult to deter
mine why an applicant is deemed eligible. SBA has not com
plied with its own procedures which require, when possible, 
that specific examples of how an applicant meets the eligi
bility criteria be cited. Nor has it complied with its pro
cedures calling for documentation of the connection between 
applicants' social or economic disadvantage and their in
ability to compete successfully in the economic mainstream. 
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DIFFERENT INTERPRETATIONS OF 
ELIGIBILITY REQUIREMENTS EXgRESSED 
BY SBA 6^PieiALS " • 

SBA Officials at all levels acknowledge that the 
eligibility criteria for 8(a) admission is very subjective. 
As a result, the same company may be considered eligible 
in one office but rejected in another. 

The various officials contacted view the criteria for 
eligibility differently. The Director, Office of Business 
Development at SBA headquarters, and the San Francisco 
Regionail Director consider the 8(a) program as designed to 
insure minority parity with firms owned by the majority 
population. According to this view, almost all minorities 
presumptively qualify for the 8(a) program. The market 
share of the complany, rather than the financial condition of 
the company's owners, is considered the basis for eligi
bility. Consequently, a company with some measure of suc
cess may still be eligible if it is trying to obtain a 
larger market share. 

SBA officials at the Region IX district offices inter
pret the eligibility criteria differently. Company viabil
ity is considered a major factor in determining eligibility, 
and there is little or no emphasis on making viable com
panies more affluent. 

The consideration given the personal finances of in
dividual applicants varies considerably among district of
fices. Los Angeles district officials share the Regional 
Director's views on an applicant's personal income. The 
district has accepted several firms whose owners receive 
annual incomes between $20,000 and $60,000. Los Angeles 
recently recommended a firm for admission in which the 
owner has an income over $60,000. On the other hand, both 
San Francisco and San Diego district officials stated that 
their office would probably consider this same company in
eligible since whatever disadvantage the owner had suffered 
had obviously not affected his company's ability to support 
the owner's large salary. 

Some district offices emphasize an applicant's social 
disadvantage in determining his eligibility while others 
stress his economic disadvantage. The Los Angeles district 
office accepts applicants into the program primarily based 
upon social disadvantage, whereas the San Francisco, San 
Diego, and Phoenix offices base their determination pri
marily on the economic needs of the applicant's company. 
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Since there is no criteria for assessing an applicant's 
financial disadvantage, officials in Los Angeles give pri
mary attention to his social disadvantage with minor consid
eration of the company's economic status. San Diego and 
Phoenix officials, on the other hand, consider the social 
criteria to be too loosely defined to be of much use in 
determining eligibility. The San Francisco officials con
sider both social and economic criteria to be vague and very 
subjective. 

SBA officials all agree that the eligibility criteria 
is not applied evenly throughout the 8(a) program. The 
case presented in appendix III is a good example of what 
happens when field offices rely on different interprera-
tions of eligibility criteria. Although the San Francisco 
district office approved the firm as eligible for the 8(a) 
program, Los Angeles refused to recommend the company when 
the application was transferred to its district. To further 
complicate matters, the regional committee found that the 
applicant was ineligible while the Regional Director, inter
preting the criteria differently, admitted the firm to the 
program. 

In summary, the 8(a) program is presently not uniformly 
administered because of the varying interpretations made in 
application of existing subjective eligibility criteria. 
Different conclusions can be reached on an applicant's 
eligibility, depending on the point of view of SBA evalua
tors. 
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SBA 8(a) BMglCiaMBS 

APPROVED BY BB6I0N IX IN FISOO. YEAR 1977 

Nlnotrlty ttattoi^ 
ytt lc ipiwt D l t t l c t 
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Uwtl of 

oat* Mfctwotth inoam InMfMi wwort A w * 

-(daUacs)' 

1. UaekHMl* 
2 . BlaekHHl* 

3. Muielri' l iMclcmHnl* 8 . P. 
4 . UtinoHMU S. F. 
5. Black-Male 8. F. 
6. Blaek^'Mla S. F. 
7. UaekHNla $ / L. A. 

8. 
». 

10. 

11. 
12. 

13. 

14. 

15. 

16. 

17. 

18. 

Uack-wla L. A. 
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^ 8. F. Ibod 12-a7-7« 

•arrica 
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L. A. Oirpatai 1-25-77 
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ill liiiilaa 
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anginaaclng 
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14,000 *a06,000 18,200 26,300 
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23. mdivt-Coule Bm DlaoK> KLeetnailes 3-1-77 
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14,500 

4,500 
77,500 
41,900 

101,500 

27,600 
24,900 

4,600 

37,100 
(2,900) 

251,400 

56,200 

22,300 

37,600 

12,700 

18,500 

400 

10,800 

35,400 

32,800 
25,800 

company 
12,800 10,200 9,300 
44,200 4.000 7,200 
41,700 12.000 21,000 
31.600 57,900 26,000 

172,900 110,400 60,000 

30,000 16,813 
500,000 4a.325 

60.000 124.940 
75.000 MBoe 
90,000 None 

130.000 178.032 
150.000 None 

163,800 35,400 29,000 250,000 453,141 
61.400 66,700 45,000 1,750,000 257,325 

51,300 <3,90(l>) 27,000 250,000 
38,300 29,000 
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2,300 3,100 4,800 100,000 

99,598 

42,761 

347,400 254,000 50,000 2,200,000 
317,000 50,000 
67^600 (B,100> 12,000 

67.500 

51,300 

99,800 

31,900 

700 

43,890 

16,300 

101,800 
14,700 

7,800 9,600 

1,500 20,000 

2,900 9.800 

Haw 16,600 
oe«p«»y 

12,800 12,000 

17,300 13,000 

29,700 15,600 

4,500 17,300 
8,000 12,000 

Nona 

200,000 174,645 

125.000 317,870. 

120,000 134.922 

150.000 32,670 

30,000 None 
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75,000 
42,958 

Nona 
Wme 
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Janitorial 12-27-76 
Uindry 11-29-76 

12-23-76 11.900 52,500 17,600 8,400 20,000 19,677 

7,300 
600 

Custodial 10-20-76 1,100 

New 
coNpony 

4,700 
66.800 

94,600 

145.800 

7.800 8.400 
5.900 26.400 

(1,900) 32,700 

New 30,600 
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27,000 
30,000 

26,887 
41,000 

10,000 21,227 
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»ale 
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•Bie 

a/hnualiaad. 

b/Bie SBA estimate of tha 8(a) contract comitMnts £to« Pederal procuring activities in the first year for 
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c/San Francisco, 

d/los Angeles. 
e/the ovmer's equity in the conpany was ewloJed from personal net .«rth to the extent that i t could be identi-
~ fied so as not to count the anoint twice under net *orth. 
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APPENDIX III APPENDIX III 

CASE STUDY; ARCHITECTURAL FIRM PERMITTED 

TO ENTER 8(a) DURING MORATORIUM 

During the 1977 moratorium on 8(a) entry, the Region IX 
Director approved the architect/engineering firm as an 8(a) 
client, although SBA district and regional evaluations in
dicated that whatever social or economic disadvantage the 
owner held initially experienced had since been overcome. 
It is worth noting that the firm was approved eigainst the 
recommendations of both district and regional review boards. 
The firm is currently negotiating an 8(a) contract with the 
Department of Energy worth approximately $250,000. As of 
March 1, 1978, the company has not received any 8(a) con
tracts. 

The firm's 8(a) program approval was gained in the fol
lowing manner. On May 22, 1977, the company applied for en
trance to the 8(a) program. Both economic and social data— 
consisting of financial records and social disadvantage 
statements from the two major owners—were then submitted 
to SBA for its assessment of their eligibility. The record 
showed that the firm was established in July 1968 to perform 
architectural engineering and design. In 1972 the firm in
corporated, with two major owners holding equal shares in 
the company (47.5 percent each). At the time program admis
sion was applied for, the company showed prior fiscal year 
sales of $1,742,787 with a $254,421 profit. Each owner's 
net worth exceeded $300,000, and each drew salaries of $50,000 
a year from the firm. The firm's work backlog at this time 
was over $300 million, ranging in projects worth $1.4 million 
to $110 million. Many projects appeared to be affiliated with 
either State or local governments. 

According to one owner, the firm has done moderately 
well compared to other architect/engineering firms, but 
it has been unable to secure the bonding that would permit 
work on larger Federal projects. Both owners submitted 
statements alleging past socioeconomic disadvantage. The 
two owners, Miho are black, cited several instances of al-
ledged social discrimination; their backgrounds did indicate 
impoverished circumstances. One owner told SBA that 

"members of minorities including Blacks, Mexican 
Americans, Orientals and others are denied the 
opportunity to obtain the training and other help 
necessary to obtain a skill which will ensure their 
happiness and well-being." 
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Re believed that every minority group member is socially 
and/or economically disadvantaged. 

The firm's board chairman stated that the company has 
been deprived of the opportunity to develop and maintain a 
competitive architectural business practice due to the follow
ing: 

—The owners' difficulty as minority architects in gain
ing positions with established firms during their 
formative professional years. 

—The realization that their firm's practice would be 
limited to work in the minority community, whereas 
larger community projects would be given to established 
firms. 

—The continued tendency to consider the firm only as 
a joint venturer with established firms or only for 
projects requiring minority participation, although 
the company has independently completed major design 
and construction projects. 

There was no further indication in the files of the 
company's social or economic disadvantage. The firm did not 
attempt to show that it met each criterion for eligibility. 
Where a criterion was addressed, it was supported with broad, 
undocumented statements. 

On May 23, 1977, the San Francisco SBA district office 
received the firm's application for 8(a) program admission. 
Regional officials were notified by the district on June 15, 
1977, that the company had qualified for 8(a) admission. 
The district apparently based eligibility on both social and 
economic disadvantage; officials.referred to the applicants' 
ethnic and poverty backgrounds. They also pointed out that 
the firm was unable to break into the Federal procurement 
process due to its inability to secure the necessary bonding. 
District officials felt that 8(a) assistance would help gain 
a foothold in the Federal market with which it will be able 
to overcome the bonding and financial barriers. 

Region IX, in reviewing the district recommendation, 
noted that the company's home office was in Los Angeles. 
Since an 8(a) application must be made in the district where 
a firm's home office is domiciled, the region recommended 
that the Los Angeles district office decide whether to 
recommend the firm for approval. 
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The case was forwarded to the Los Angeles district on 
July 14, 1977. After reviewing the case file, the district 
unanimously recomniended disapproval of the firm for 8(a) 
admission. Los Angeles considered the firm ineligible be
cause the firm had not been "deprived of the opportunity to 
develop and maintain a competitive position in the economy 
because of social or economic disadvantage." The district 
felt that the owners had overcome whatever disadvantage they 
had initially experienced. Additionally, the committee stated 
that the firm's financial position (for example, financial 
condition, sales history, large dollar volume sales, etc.) 
indicated that it was viable and accordingly did not meet 
eligibility criteria. 

The firm appealed the case to the regional office, 
questioning SBA grounds for disapproval and stressing the . 
owners' past social and economic disadvantage. According to 
the company, minority architects were by definition.unable 
to compete with the majority and therefore automatically 
entitled to 8(a) assistance. 

Although the owners considered themselves technically 
qualified for an 8(a) project, they believed that their firm 
would not be competitive outside 8(a) unless they first ac
quired resources equivalent to the multimillion dollar firms 
they compete with. 

The Region IX review committee met on August 17, 1977, 
to consider Los Angeles' refusal to recommend the firm as a 
potential 8(a) participant. A majority of this committee 
held that the applicants did not meet the eligibility crite
ria, and that the owners had overcome any past socioeconomic 
disadvantage. In support, the committee pointed to the 
owne..s' holdings that exceeded $300,000 each and company 
sales that exceeded $1.7 million for the preceding year. 

According to the committee, the firm was in soun4 econo
mic shape. The firm was compared with the 1976 Robert Morris . 
and Associates studies for similar architect/engineering 
firms and found them substantially stronger financially than 
the general industry. The committee also noted that, vrtiile 
the firm had never received a Federal contract, there was no 
evidence that the firm had ever attempted to obtain such 
work. Regional officials pointed to company projects com
pleted in 1975 and 1976 worth over $118 million and current 
projects worth $304,750,000, with ranges between $1 million 
and $110 million, as evidence of the firm's viable condition. 

Although the regional board upheld the Los Angeles deci
sion on eligibility, this ruling was reversed. The associate 
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administrator for procurement assistance determined that the 
firm was eligible for program admission, stating that the 
private commercial market has traditionally excluded minority-
owned architect/engineering firms. The presence of success
ful minority architect/engineering firms had not altered the 
fact thit most were still disproportionately disadvantaged. 

SBA headquarters commented that "the professional exper
tise possessed by [the firm] can bring a fresh new perspec
tive to tha diversity of our 8(a) portfolio." Headquarters 
still believed that the company was a long way from economic 
success and that 8(a) support could make such success a real
ity. FurthermorMeV it was argued, 8(a) support would help the 
company to become an established competitor for Federal de
sign services and private commercial sector business. 

On the basis of the above statements, the associate 
administrator recommended that the administrator grant a 
waiver for the firm to enter the 8(a) program during the 
moratorium. SBA'SvAdministrator concurred with his asso
ciate's view and on September 9 , 1977, granted an exception 
to tha moratorium. Risgion IX notified the firm of its accept
ance on Septembar 14, 1977. 
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CURRENT 8(a) PROGRAM ELIGIBILITY CRITERIA 

PUBLISHED IN SBA'S STANDARD OPERATING 

PROCEDURES ON FEBRUARY 2, 1976 

(1) The administrative finding should disclose 
that the individual falls within the eligi
bility category of socially or economically 
disadvantaged. The facts behind this find
ing can include such matters as depicted 
in the following examples which, alone or 
together, might justified the finding; 
there are other situations which undoubtedly 
would also apply: 

"(a) Because of his social backv̂ jround, the 
individual has been unable to obtain 
technical assistance, business assist
ance or financing of a quality or quan
tity similar to that available to the 
average entrepreneur in the economic 
mainstream (where possible, exclusions 
of this nature should be confirmed by 
specific examples). 

*(b) Because of past practice of discrimina
tion, the individual has been impeded 
from normal entry into the economic main
stream (this example should be based 
upon specific facts applying to the in
dividual involved and should not be 
based upon a generality applicable to a 
group, e.g., although many individual 
Blacks are 'disadvantaged' and therefore 
eligible, it is insufficient to state 
that all Blacks are eligible simply be
cause they are Black). 

"(c) Previous failures to compete effectively 
for government contracts could be traced, 
in significant part, to tendencies of 
regular financing and commercial agents 
to restrict their services to established 
businesses (specific instances of con
tract or financing 'turn downs' would 
be helpful here). 
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"(d) The individual is a long-term resident of 
urban areas with high concentrations of 
unemployed or low Income persons. 

"(e) The individual has been frequently un
employed or marginally employed due to 
his residency in depressed areas or due 
to past practices of discrimination. 

"(f) The individual has been in a low income 
status chronically. 

(2) In making the administrative finding, care 
should be exercised to preclude any implica
tion that eligibility is based principally 
upon the race, creed or ethnic background of 
the individual. 

"(a) Documentation shall include, in all 
cases, all information that is required 
to support the connection between the 
applicant's social or economic disadvan
tage and hie inability to compete suc
cessfully in the economic mainstream. 

"(b) The administrative finding shall be 
summarized in writing and a copy, along 
with supporting documents, where neces
sary, shall be placed in the applicant's 
file. 

'(3) If a determination of eligibility cannot be 
made readily and clearly under the provisions 
of Chapter 2, paragraph 4, the following fac
tors will be considered in order to determine 
the applicant's eligibility: 

"(a) Service in the Armed Forces of the 
United States, resulting in 'veteran 
status' as it may affect social or eco
nomic disadvantage. 

"(b) Social background. 

"(c) Inability to obtain technical assistance, 
business assistance or financing. 
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"(d) Impediments and obstacles encountered in 
entering into the economic mainstream re
sulting fron discrimination or other 
circumstance. 

"(e) Inability to compete effectively in the 
marketplace because of restrictive prac
tices on the part of financing or com
mercial agents. 

"(f) Frequency of unemployment or marginal 
enployment due to residence in depressed 
areas or past practices or discrimination 
based on background or other circum
stance . 

"(g) History of income status of applicant 
coSkpany and principal owners of company. 

"n>e composite of the above factors and other per
tinent information will establish a profile which 
will be used as the basis for determination of 
eligibility." 
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SBA REVIEW BOARD RECOMMENDATIONS 

ON 8(a) PROGRAM ELIGIBILITY; 

JANUARY 31, 1978 

"The Board recommends that the use of the term 'social 
or economic disadvantage' is the appropriate language to 
Identify potential eligibility of persons applying for 8(a) 
program participation. It further described this disadvan
tage in terms of being chronic, historic and of long stand
ing. 

'a. The majority of the Board recommends that 
SBA adopt a rebuttable presumption of 
social or economic disadvantage for members 
of the Tollowing minority groups: Black 
Americans, Hispanic Americans, American 
Indians, Oriental Americans, Eskimos and 
Aleuts. Prospective applicants who do not 
fall into the above-mentioned categories 
will be required to support and document 
their claim of social or economic disadvan
tages on an individual basis. 

A minority of the Board recommends that the 
social or economic disadvantage of all ap
plicants should be determined on an individ-
ual basis, as opposed to equating social 
or economic disadvantage with any specific 
class. 

Another minority opinion was that eligi
bility be limited to persons who are so
cially and economically disadvantaged. 
Under this view, social disadvantage may 
be presumed from membership in a minor
ity group, however, economic disadvantage 
may not be so presumed." 

(07785) 
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