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FINANCIAL OVERSIGHT

What OIG Reviewed

For fiscal years (FY) 2013 and 2014, the Small Business
Administration (SBA) obligated $161.7 million on new
contract actions, of which $109 million (67 percent) were
information technology (IT) product or service contracts.

We reviewed 12 contracts with estimated total contract
values of $98.4 million. Of these, six (with estimated total
contract values of $50.7 million) were awarded by SBA
contracting officers, and six (with estimated total contract
values of $47.7 million) were awarded by the Department
of the Interior’s (DOI) Interior Business Center (IBC) on
behalf of SBA.

Our objectives were to determine whether SBA’s
procurement practices for contracts to acquire IT products
and services: (1) followed Federal Acquisition Regulations
(FAR) and SBA’s Acquisition Standard for ensuring fair and
reasonable contract prices, (2) complied with Federal
regulations when using interagency assisted acquisitions,
and (3) ensured funds were used in compliance with
Federal appropriations regulations.

What OIG Found

We found that SBA personnel did not adequately plan for
contracts and inconsistently evaluated vendor quotes
while performing a best value determination for one
contract. If these problems persist, SBA will be unable to
determine whether it is receiving its IT deliverables at fair
and reasonable prices.

In addition, for the six contracts awarded by IBC, SBA did
not comply with FAR requirements when determining
whether using IBC was the best procurement approach. As
a result, SBA spent over $600,000 in service fees to use [BC
for the six contracts we reviewed. SBA could incur an
additional $1.3 million in contract services fees if the six
contracts are fully exercised.

We also found that SBA funded 8 of the 12 contracts—with
a total estimated value of $64.3 million—using a variety of
SBA appropriations that Congress authorized for specific
purposes without providing justification or
documentation.
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PROCUREMENT PRACTICES TO ENSURE ADEQUATE PLANNING AND

OIG Recommendations

We provided 13 recommendations to improve SBA’s
planning and oversight of IT acquisitions. We recommend
that SBA establish and implement clear, written policies
and procedures for: (1) ensuring the procurement process
includes adequate internal controls to separate acquisition
personnel duties, (2) analyzing contractor-proposed costs
to ensure prices are fair and reasonable, and (3) obligating
funds for SBA contracts. We also recommended that SBA
require contracting officers to document and analyze
significant cost discrepancies between contractor-
proposed prices and independent Government cost
estimates (IGCEs), especially when negotiating sole-source
contract award actions. SBA should also provide training
to its contracting and program personnel on 8(a) Business
Development Program contracting limitations and the
appropriate use of the Non-Manufacturer Rule.
Additionally, SBA should revise its guidance to ensure that
using interagency assisted acquisitions is in fact the best
procurement approach.

Agency Response

SBA management’s planned actions resolve 9 of our
13 recommendations. SBA plans on updating its
Acquisition Standard to address the documentation of
IGCEs and cost discrepancies between contractor
proposed prices and IGCEs. Additionally, SBA will provide
training to its contracting personnel on its policy updates,
8(a) Program contracting limitations, and on the Non-
Manufacturing Rule. SBA will also develop procedures to
standardize review processes for assisted acquisitions.
SBA plans to issue written guidance to program offices on
use of funds, where multiple sources of funding are
requested and will require justification for types of funds
used in the advanced acquisition strategy document for
each requirement.

However, SBA did not agree that it needed to improve the
separation of duties in the acquisition process. SBA also
did not agree to perform adequate best procurement
approach determinations when deciding whether to
exercise contract options on the IBC contracts. Moreover,
GAO opined that the appropriations at issue were available
for use as applied by SBA; therefore, we closed one of the
recommendations.



U.S. SMALL BUSINESS ADMINISTRATION
OFFICE OF INSPECTOR GENERAL
WASHINGTON, D.C. 20416

Final Report Transmittal
Report Number: 16-05

DATE: December 17, 2015
TO: Maria Contreras-Sweet
Administrator

Douglas Kramer
Deputy Administrator

Tami Perriello
Associate Administrator for Performance Management and
Chief Financial Officer

FROM: Troy M. Meyer /s/
Assistant Inspector General for Audit

SUBJECT: SBA Needs to Strengthen its Information Technology Procurement Practices to Ensure
Adequate Planning and Financial Oversight

This report presents the results of our audit of the Small Business Administration’s procurement
practices for information technology (IT) products and services. The overall report is unresolved.
We previously furnished copies of the draft report and requested written comments on the
recommendations. SBA management’s comments are appended and were considered in finalizing
the report.

In accordance with Office of Management and Budget Circular A-50, Revised, audit reports are to be
resolved within a 6-month time frame and can be closed only after all agreed-upon actions are
completed. The Inspector General Act of 1988, as amended, requires us to report to Congress any
unresolved audit reports that are over 6 months old. Therefore, please provide us within 30 days
your response concerning specific actions completed or alternative corrective actions proposed on
the recommendations.

We appreciate the cooperation that we received from your staff during our audit. Please contact me
if you would like to discuss this report or any related issues.

cc: Nick Maduros, Chief of Staff

Matthew Varilek, Chief Operating Officer

Melvin F. Williams, Jr., General Counsel

Martin Conrey, Attorney Advisor, Legislation and Appropriations
LaNae Twite, Director, Office of Internal Controls



Table of Contents

0 (10T L (o1 () P 1
Prior AUdit COVETAZE .....cvvviuiuiiiiieiiiiicceee et 2
ODJECHIVES ..o 2

Finding 1: SBA Contracting Practices for Acquiring IT Products and Services Need to Ensure Fair

and Reasonable CONTIACt PriCES ... e sssssssssss s sesssssssssss s ssssssssssssssessssssssssssessssssssssssessnens 3
Inadequate Acquisition PIanning ...........cccoeeveveieieiiioiiiciccccccccc s 3
Inadequate Best Value Determination ...........ccccoeuiiviviiiininiiiininiiiiinccceceeceee e 4
Acquisition DefiCIENCIES. .......c.ovvviiuiiiiiiiiiiicicircc s 4
ReCOMMENAATIONS. .....eiiiiitiiiieieteee ettt sttt ettt ettt et et sa e b b e een 8

Finding 2: SBA Needs to Ensure Using IBC is the Best Procurement Approach ..........ooeneeeneenseeseeneenn. 9
SBA Program Officials May Be Utilizing IBC Unnecessarily ..........cccccoovivirvninininiieiiecicicicccnne, 9
SBA and IBC Part A of the Interagency Agreement May Result in Excess Service Fees........... 11
SBA’s Informal Review Process of Part B Documents Did Not Identify Potential Funding
IMLISUSE ...ttt et st bbbt a e st e b e st a e bbb s a e b sasent s 11
ReCOMMENAATIONS......eiuiiiieiiriiieteteete ettt ettt ettt ettt sb e b s saen 12

Finding 3: SBA’s Contract Funding Practices are Inconsistent and Undocumented ........c.cccoueereeereeenneens 14
Inconsistent and Undocumented Methodologies ............cccciviviiiininiicininiiiininiiciiccceees 15
SBA’s Application of Disaster Funds to the LMAS Project Referred to GAO...........cccceueuennens 16
ReCOMMENAATIONS....c.eoviiiiiiiiiicitctcc ettt b et ettt ettt sa e 16
Analysis of AZENCY RESPONSE .......ccoouuiuiiiiiiiiiiiicii e 17

Appendix [: Scope and MethOdOLOZY ... sssssssesseesssssss s sssessssssssssssesssssens 23
Review of INternal COontrOlS. .......cocoiiiiiiiiiniiiieictcere ettt ettt ae e sae e 23

Appendix II: Schedule of Dollar-Related FINAiNgs .......couceeerreernmeemsernereesssernsesseesssesssessseessessssssssssssessssssessans 25

Appendix [1I: SBA’s Split Funding EXplanations ........ceeeeeeessessesssessessesssssssessesssessssssssesssesssesssssenss 26

Appendix [V: AGENCY COMIMENLES ....cuuriereeeesreeeesreasseseseessesssessesssssssessasssessesssessessesssessssssssssssssssasssessssssasssesssssssssssssans 28



Introduction

During FYs 2013 and 2014, SBA obligated $247.5 million on contract actions,! of which, 65 percent
of the contracts were new contracts with obligated values of $161.7 million.2 Contracts with
information technology (IT) product or service requirements accounted for $109 million, or

67 percent of the total obligated.3* While SBA contracting officers awarded most of the contracts
and obligated the largest amount of SBA’s funds, since FY 2012, SBA program offices have used the
Department of the Interior’s (DOI) Interior Business Center (IBC) at an increasing rate

(see Table 1). We expect this trend to continue, as SBA’s Associate Administrator for Performance
Management and Chief Financial Officer (CFO) has told us that using IBC results in timely contract
awards, more qualified vendors, and more competition among bidders resulting in lower prices.>

Table 1. Percentage of SBA Funds Obligated by Contract Award Agency FYs 2012-2014

100% 91%
o 86% 83%
80%
60%
40%
20% 8% 12% 15%
1% 2% 2%
0%
2012 2013 2014
ESBA EIBC = Other*

*The “Other” category includes SBA-assisted acquisitions awarded by the following Federal agencies: the General Services
Administration, the Department of Health and Human Services, and the Office of Personnel Management.
Source: Generated by OIG based on Federal Procurement Data System-Next Generation (FPDS-NG) data.

From May 2012 through FY 2014, IBC awarded 48 contracts on behalf of SBA with an obligated
contract value of $45.2 million.6 Based upon the total amount of the funds provided by SBA for IBC
interagency assisted acquisitions through FY 2014, SBA reportedly paid $2.1 million in fees. We

1 According to FAR 4.601, a contract action means any oral or written action that results in purchasing, renting, or leasing
supplies or equipment, services, or construction using appropriated dollars over the micro-purchase threshold, or
modifications to these actions regardless of dollar value.

2 OMB Circular A-11, Section 20.3, defines an obligation as “a legally binding agreement that will result in outlays,
immediately or in the future.”

3 Based on the North American Industry Classification System (NAICS) codes reported in FPDS-NG that SBA and our audit
team identified as associated with IT contracts.

4 A contract meets a requirement and formalizes the agreement between two or more parties.

5 SBA’s official title for the CFO is the Associate Administrator for Performance Management and Chief Financial Officer.
The CFO was appointed on February 22, 2015. In the announcement to the Agency on March 2, 2015, SBA’s
Administrator stated the CFO “is responsible for overseeing performance management, budgeting, financial modeling,
financial administration and accountability, financial systems, financial operations and accounting, internal controls and
acquisition. She [the CFO] serves as the SBA’s Performance Improvement officer and the Chief Acquisition Officer.” Prior
to her official appointment, this individual was “acting” as the Associate Administrator for Performance Management and
Chief Financial Officer since February 1, 2014.

6 We calculated the obligated value for the 48 contracts based on the data provided by SBA officials and the contract
actions reported in FPDS-NG.



estimate this figure could increase to over $4.1 million in contract service fees, if all contract
options are exercised.”

Prior Audit Coverage

In February 2011, we reported that SBA inadequately planned and inappropriately awarded two
8(a) sole-source contracts for the procurement of IT hardware and software.8 Specifically, the
contracting officer awarded the sole-source contracts without first ensuring an appropriate
acquisition plan had been implemented and approved for this requirement. Also, the report found
that the sole-source contracts did not qualify as 8(a) sole-source procurements under the Non-
manufacturer Rule.® Additionally, in December 2012, we reported that SBA contracting personnel
did not ensure the Agency obtained IT hardware and software at fair and reasonable prices.10
Further, in February 2014, we reported that SBA did not follow Federal regulations and guidance in
acquiring the OneTrack system.!! Specifically, the Agency did not use proper contracting
techniques and did not properly manage the contract. The report also revealed that SBA program
offices and the Office of the Chief Information Officer (OCIO) needed to improve their coordination
when planning and acquiring IT products and services.

Objectives

Our objectives were to determine whether SBA’s procurement practices for contracts awarded in
FYs 2013 and 2014 to acquire IT products and services: (1) followed Federal Acquisition
Regulations (FAR) and SBA’s Acquisition Standard for ensuring fair and reasonable contract prices,
(2) complied with Federal regulations when using interagency assisted acquisitions, and (3)
ensured funds were used in compliance with Federal appropriations regulations. We reviewed

12 contracts with estimated total contract values of $98.4 million. Of these, six (with estimated
total contract values of $50.7 million) were awarded by SBA contracting officers and six (with
estimated total contract values of $47.7 million) were awarded by IBC on behalf of SBA.12

7 We estimated the fees based on the reported contract values in FPDS-NG if all options are exercised for these

48 contracts.

8 SBA’s Procurement Information Technology Hardware and Software Through Isika Technologies (Audit Report 11-08,
February 2011).

9 According to FAR 19.001, “Non-manufacturer Rule” means that a contractor under a small business set-aside or 8(a)
contract shall be a small business under the applicable size standard and shall provide either its own product or that of
another domestic small business manufacturing or processing concern.

10 The SBA Mismanaged Certain 8(a) Information Technology Contracts (Audit Report 13-08, December 2012).

11 The SBA Did Not follow Federal Regulations and Guidance in the Acquisition of the OneTrack System (Audit Report 14-10,
February 2014).

12 As of FY 2014, the obligated value of the 12 contracts totaled $31.3 million. Of the 12 contracts we reviewed,

6 contracts awarded by SBA had obligated values that totaled $17.2 million, and 6 contracts awarded by IBC contracting
officers on behalf of SBA had obligated values which totaled $14.1 million. See Appendix I for more details regarding the
scope and methodology for our selections.



Finding 1: SBA Contracting Practices for Acquiring IT Products and
Services Need to Ensure Fair and Reasonable Contract Prices

SBA program and acquisition personnel did not properly oversee acquisitions to ensure fair and
reasonable contract prices when acquiring IT products and services. Specifically, SBA personnel
did not adequately plan for contracts and inconsistently evaluated vendor quotes while performing
a best value determination for one contract. Overall, these issues could have been prevented if SBA
had (1) ensured contracting and program personnel adequately documented Independent
Government Cost Estimates (IGCEs),!3 (2) provided guidance on how to prepare and document
price reasonableness—which is not currently provided in SBA’s Acquisition Standard, and

(3) ensured contracting and program personnel had a clearer understanding of sole-source
contract limitations and the regulations surrounding best value determinations. If these problems
persist, SBA will be unable to determine whether it is receiving its necessary IT deliverables at fair
and reasonable prices.

Inadequate Acquisition Planning

The Federal Acquisition Regulation (FAR) states that acquisition planning should begin as soon as
an agency need is identified, preferably well in advance of the fiscal year in which contract award or
order placement is necessary. Program personnel with anticipated requirements should avoid
having contracts issued on an urgent basis or with unrealistic delivery or performance schedules,
since it generally restricts competition and increases prices.1* The acquisition plan should also
describe how the agency will seek, promote, and sustain competition throughout the course of the
acquisition. Additionally, it should discuss the rationale for the selection of the contract type and
source selection procedures.!> However, we found that SBA contracting officers awarded contracts
using 8(a) sole source procedures by dividing requirements, overlooking qualified vendors, and
selecting the wrong contract type.16

Furthermore, as part of acquisition planning, SBA’s Acquisition Standard requires program offices to
prepare IGCEs.1” However, SBA’s Acquisition Standard does not contain sufficient guidance for
documenting the basis of the IGCE. While all six contracts we reviewed contained an IGCE, SBA
program officials did not have adequate supporting documentation to justify the methodology,
assumptions, or rationale they used to develop their IGCEs. In addition, program officials failed to
identify pertinent labor categories when developing their IGCE for one contract. Without adequate
supporting documentation, it is difficult to substantiate the contracting officer’s fair and reasonable
price determinations, especially when the IGCE and the vendors’ proposed cost differ significantly.

13 JGCEs are the Government’s estimate of the resources and projected cost of the resources a contractor will incur in the
performance of a contract and are intended to provide adequate justification that the contractor’s proposed cost is
competitive and reasonable.

14 FAR 7.104(a)(b)(c).

15 FAR 7.105(b)(2)(3)(4)-

16 The 8(a) Business Development Program was created to assist small, disadvantaged businesses compete in the
American economy through business development. According to FAR 19.805-1(c), a proposed 8(a) requirement with an
estimated value exceeding the applicable competitive threshold amount shall not be divided into several requirements for
lesser amounts in order to use 8(a) sole source procedures for award to a single firm. FAR 19.805-1(a)(2) establishes the
competitive threshold for manufactured products as $6.5 million and $4 million for all other acquisitions.

17 SBA’s Acquisition Standard, Chapter 6 titled “Acquisition Planning,” provides guidance to SBA program personnel on
preparing acquisition plans and specifically requires that IGCEs are prepared for acquisitions over the simplified
acquisition threshold. As of FY 2014, the simplified acquisition threshold means $150,000 (FAR 2.101).



We reviewed other Federal agencies’ procedures for preparing IGCEs to identify best practices that
SBA may consider using. For example, the Army Contracting Command states IGCE documentation
should include a narrative supporting how costs or prices were developed with sufficient analytical
support that explains the purpose, scope, IGCE preparer conclusions, and clearly identifies
reference material used.18 Additionally, the Army Contracting Command states that the
documentation should allow the contracting office to understand what analytical procedures the
IGCE preparer used and how supporting documents and information were used.

In addition, the U.S. Agency for International Development calls for “sufficient information
(rationale and assumptions) in the IGCE to allow for the explanation of differences between the
IGCE and an offered price...” and that “significant discrepancies between the IGCE and the offeror’s
proposal should be documented.”!? Further, the Defense Acquisition University (DAU) calls for the
agency to analyze any significant variation between an offeror’s proposal and the IGCE. DAU says
that when variations exist, the Government can identify and correct inaccuracies in the IGCE or use
the IGCE to negotiate a more realistic price.20 If SBA does not strengthen its guidance, particularly
to address the program office’s lack of supporting documentation when preparing IGCEs during
acquisition planning, SBA contracting officers may not be able to rely on these IGCEs to negotiate
reasonable prices on future contracts.

Inadequate Best Value Determination

The FAR requires contracting officers to ensure all quotes received are fairly considered in
accordance with the evaluation criteria in the request for a quote and to place the order with the
contractor that represents the best value.2l. 22 However, we found that SBA does not have sufficient
Agency guidance for evaluating vendors’ quotes and inconsistently evaluated vendor quotes while
performing a best value determination for one contract. In this instance, the contracting officer
relied on a team of technical experts comprised of three program office personnel, and requested a
fair and impartial review of the vendors’ quotes consistent with the solicitations evaluation criteria.
The technical evaluation team (TET) considered technical strengths in one vendor’s quote, but did
not give other vendors credit for possessing identical strengths in their technical approach.
Additionally, one of the three technical evaluators was the acting CFO. According to SBA’s
Acquisition Standard, the CFO is responsible for the Agency’s acquisition management and is
identified as SBA’s Chief Acquisition Officer (CAO). According to the Acquisition Standard, the CAO
is responsible for monitoring the performance of the acquisition activities.23 We believe the acting
CFO’s participation as a voting member on the TET is incompatible with her CAO duty to monitor
the acquisition function since it may compromise her ability to perform objective evaluations of
SBA’s acquisition process.

Acquisition Deficiencies

The following examples include more detailed accounts of the contracting issues we identified:

18 Army Contracting Command, Contract File Internal Control Requirements for Independent Government Cost Estimates
(IGCE) Desk Book (July 2011).

19 USAID Independent Government Cost Estimate Guide and Template (April 2013).

20 Department of Defense COR Handbook, Appendix B: Contract Planning and Source Selection (March 2012).

21 FAR 8.405-2.

22 Best Value means the expected outcome of an acquisition that, in the Government’s estimation, provides the greatest
overall benefit in response to the requirement (FAR 2.101).

23 Standard Operating Procedure 00 11 2, Acquisition Standard (Revised Edition, June 2013).



SBAHQ-13-M-0092

In June 2013, SBA awarded a sole-source contract for database and legacy application
platform IT services, valued at approximately $2.9 million, to an 8(a) incumbent vendor.
According to the acquisition plan, over 50 vendors could have met SBA’s need for this
requirement and several firms were capable of providing the specific integration and
support needed. For this reason, the contracting officer could have recommended that
SBA’s Associate Administrator for 8(a) Business Development approve a competitive
8(a) award below the $4 million threshold. Although SBA approves these requests on a
limited basis, the FAR indicates such approvals will primarily occur where technical
competitions are appropriate or where a large number of responsible 8(a) firms are
available for competition.24 Given that multiple vendors could have performed the work,
the SBA contracting officer could have held a competitive 8(a) acquisition in an effort to
receive further assurances of competitive prices.

SBAHQ-14-C-0014

In August 2014, SBA awarded an 8(a) sole-source contract (with an obligated value of
$4.8 million) to an incumbent vendor for Oracle hardware and software for its Loan
Accounting System (LAS) production environment, when it was not eligible for a sole-
source award because it exceeded the $4 million threshold.25

Although SBA initially envisioned awarding a 5-year contract worth about $7 million (for

1 base year plus four 1-year options), due to “timing issues” SBA decided to remove the four
1-year options in an effort to expedite the contract award. Based on SBA’s IGCE, the
12-month base contract would cost SBA about $3.7 million, making it eligible for 8(a) sole
source procedures. According to SBA officials, using these procedures allowed them to
obtain the most current IT equipment and technology in a timely manner. However, the
FAR prohibits dividing requirements of an 8(a) proposed contract that would have
otherwise been over the $4 million threshold in order to use 8(a) sole-source procedures.
While we agree that timeliness is important when procuring IT equipment, the base year
contract should have still been awarded competitively. This is particularly the case since
the initial $3.7 million estimate ended up costing $4.8 million, 20 percent over the
competitive threshold amount. While the FAR allows contracts to be awarded as sole-
source if the initial estimation is less than the threshold, this is only true if the final value of
the contract does not exceed 10 percent of the threshold—in this case, $4.4 million.26
Because it relied upon sole-source procedures when it should not have, SBA missed an
opportunity to receive more competitive prices and will have to award a follow-on contract
to continue these services moving forward.

Finally, we noted that an SBA contracting officer did not obtain a required waiver from
SBA'’s Office of Government Contracting and Business Development to the Non-Manufacture
Rule prior to awarding the contract.2’ This waiver would allow an 8(a) firm to supply

24 FAR 19.805-1 (d).

25 The contractor was not in a category able to exceed the $4 million threshold, such as exceptions for Indian tribes
Alaskan Native Corporations, and Native Hawaiian Organizations (13 C.F.R. § 124.506(a) and (b)).

26 13 CFR 124.506 (a) (4).

27 According to CFR, Title 13, Part 121, Subsection 406, Size Eligibility Requirements for Government Procurement (13 CFR
121.406), to qualify as a small business concern for an 8(a) contract, an offeror must either be: (1) the manufacturer or
producer of the end item being procured; or (2) a nonmanufacturer, which normally sells the type of item being supplied
and will supply the end item of a small business manufacturer, or obtain a waiver from the SBA Administrator.



products from a large contractor, provided that the contracting officer performs market
research in order to verify that the products cannot be manufactured by a small business.
The contracting officer told us that, at the time of the solicitation, she misinterpreted the
regulations surrounding the Non-manufacture Rule. However, as part of a prior audit, we
recommended that SBA train its contracting personnel on the Non-manufacture Rule.28
Because SBA is responsible for overseeing compliance with Non-Manufacture Rule waiver
regulations Government-wide, the Agency—including its contracting officers—should set
the standard for compliance. Without a waiver, SBA may be limiting the benefits that are
meant for small businesses.

SBAHQ-13-C-0013

In August 2013, SBA awarded an 8(a) incumbent vendor a follow-on, sole-source, labor-
hour contract to develop, maintain, and support SBA’s loan accounting systems (with an
obligated value of $1.6 million and an estimated total contract value of $2 million).29 30
Since the IGCE did not include two necessary labor categories, the vendor’s proposed prices
exceeded the IGCE by $577,253—a 58 percent difference. The SBA contracting officer
appropriately performed additional work to verify the vendor rates for these two labor
categories, even though SBA did not have guidance to do so.

According to SBA acquisition officials, the IGCE did not list a “systems administrator” or
“after hours support” position, both of which were necessary to the contract. Consequently,
the acquisition office did not have a revised estimate that included these additional labor
categories, as it should have. The FAR recommends that agencies compare prices to the
IGCE to ensure fair and reasonable prices, among other techniques. However, because the
two additional positions were not outlined in the IGCE, the contracting officer instead
needed to follow up with the vendor prior to awarding the contract to match the labor rates
with the only other available pricing: the vendor’s published pricing index. While the
contracting officer performed additional work in an effort to ensure fair and reasonable
prices for this acquisition, she did not document a price reasonableness determination, even
though this step is required in the FAR.31

We also found that SBA should not have awarded this contract as a “labor hour” contract
using sole-source procedures. According to the FAR, in this situation, labor-hour contracts
for commercial services can only be awarded if the contracting officer follows competitive,
set-aside procedures.32 However, by awarding the contract as sole-source, SBA effectively
eliminated the competitive component, making it ineligible to be considered “labor-hour.”
Instead, SBA should have awarded this contract as a “firm-fixed price” contract, which we
believe would place less risk on the Government, especially since the incumbent was

28 SBA’s Procurement Information Technology Hardware and Software through Isika Technologies (Audit Report 11-08,
February 2011).

29 A labor-hour contract is a variation of the time-and-materials contract, differing only in that materials are not supplied
by the contractor. A time-and-materials contract provides for acquiring supplies or services on the basis of direct labor
hours at specified fixed hourly rates that include wages, overhead, general and administrative expenses, and profit (FAR
16.601 (b)(1) and FAR 16.602). With a labor-hour contract, there is no incentive for the contractor to control cost or
labor efficiency; as such, it is the Government’s responsibility to monitor the contractor in order to verify that efficient
methods and effective cost controls are being used (FAR 16.601 (c)(1)).

30 This contract included an option to extend the period of performance for 3 months at an additional cost of $400,000.
For this report, we consider total estimated contract values based on the total cost of the contract if all options are
exercised.

31 FAR 15.406-3 (a)(11).

32 FAR 12.207(b)(1).



providing similar support to another SBA program office under a firm-fixed price contract.33
SBAHQ-14-F-0075

In May 2014, SBA’s contracting officer awarded a task order contract (with an obligated
value of $1.7 million and an estimated total contract value of $8.3 million) to consolidate the
support for its Oracle Federal Financial, Administrative Accounting, and Funds Control
systems, which previously were supported under separate contracts. The SBA contracting
officer solicited requests for quotes from small businesses holding contracts on GSA’s
Federal Supply Schedule for IT Maintenance and Database Support.3¢ Of the 23 quotes
received, the TET found 3 vendors’ quotes to be technically equivalent. The TET selected
the highest priced quote of the three technically equivalent quotes as the best value for the
Government—even though this quote was over $1 million higher—because it felt that the
vendor offered specific strengths that justified accepting the higher-priced vendor’s quote.
However, we found inconsistencies in the TET’s review of the vendors’ quotes and found
that other, lower-priced vendors offered the same specific strengths. This review did not
comply with the FAR, which requires the contracting officer to ensure all quotes received
are fairly considered and all awards are made in accordance with the evaluation criteria in
the request for quote.3> As a result, SBA potentially expended over $1 million in
unnecessary funds.36

Further, the TET determined the highest price vendor’s quote offered an advantage because
itincluded key personnel with experience on a large and complex IT project involving
similar effort to the requirement in this solicitation. However, the lowest-price vendor also
offered key personnel with experience on this same large and complex IT project.
Additionally, the lowest priced vendor also included this experience as part of their past
performance, whereas the highest price vendor did not. Despite the lowest-priced vendor’s
offer, including multiple references to the large and complex IT project, the TET did not
identify this experience as a strength in its evaluation. Moreover, the TET heavily weighted
the highest-priced vendor’s experience in meeting one area of the requirement—funds
control—even though the TET rated all three vendor’s quotes as technically equivalent. The
solicitation’s evaluation criteria did not specify this emphasis on the funds control portion
of the requirement. Because of these inconsistencies, the TET’s best value determination
was not transparent.

We also found a potential separation of duties issue. According to Federal standards,
agencies must design internal controls to ensure that the acquisition function is efficient,
effective, and accountable to taxpayers; this should include separating incompatible
duties.3” For this award, the acting CFO, who is also the CAO, was one of three voting

33 In a firm-fixed price contract, the price is not subject to any adjustment of the contractor’s actual costs in performing
the contract, which may differ from the originally proposed price. This contract type places upon the contractor
maximum risk and full responsibility for all costs and resulting profit or loss (FAR 16.202-1).

34 The SBA contracting officer used GSA’s Schedule 70 for this solicitation.

35 FAR 8.405-2

36 The highest priced vendor initially quoted $8.6 million for this effort. After the SBA TET made its selection, the SBA
contracting officer negotiated a price reduction and awarded the contract for $8.3 million. The difference between the
lowest priced vendor’s quote and the awarded contract totaled $726,259.

37 OFPP guidance for conducting acquisition assessments under OMB Circular A-123 (May 2008) and GA0/AIMD-0021.3.1
Standards for Internal Control in the Federal Government (November 1999).



members on the TET.38 According to SBA’s Acquisition Standard, SBA’s CFO is responsible
for the Agency’s acquisition management and is identified as SBA’s CAO. As the Agency’s
CAO, one of her many duties includes monitoring and evaluating Agency acquisition
activities.3® However, by acting as a voting member of the TET, the acting CFO influenced
the contracting officer’s source selection decision by providing input into the TET’s best
value decision. In our judgment, the acting CFO’s involvement as a voting member on the
TET is incompatible with her management duties of monitoring the acquisition function.

In addition, the Agency missed an opportunity to maximize its resources and select the
lower-priced vendor whose quote the TET found to be “excellent” in all three-evaluation
criteria for this requirement. Even the contracting officer, who was the source selection
authority on this requirement, questioned whether the TET had fully supported its
assertions that the higher-priced vendor’s quote was the best value for this requirement,
and requested an SBA legal counsel review. After working with SBA legal counsel for two
weeks, the TET moved forward to sign its evaluation consensus and best value documents,
and the contracting officer awarded the task order. However, we continue to question the
price reasonableness of this award due to inconsistencies in the TET’s evaluation.

Recommendations
We recommend that SBA’s Administrator:
1. Establish policy and procedures to ensure the individual responsible for the Chief
Acquisition Officer’s duties does not participate as a voting member in future technical

evaluations.

We recommend that SBA’s Chief Financial Officer:

2. Establish and implement clear, written policies and procedures for preparing IGCEs and
analyzing contractor-proposed costs to ensure prices are fair and reasonable.

3. Establish policies and procedures requiring contracting officers to document and analyze
significant cost discrepancies between contractor-proposed prices and IGCEs, especially
when negotiating sole-source contract award actions.

4. Establish and implement clear, written policies and procedures for conducting fair and
equitable reviews of competitive offers or proposals for all SBA personnel who perform
technical evaluations that support agency acquisition determinations.

5. Provide training to SBA contracting and program personnel on the changes to policies and
procedures identified above as part of Recommendations 2, 3, and 4.

6. Provide training to SBA contracting and program personnel on 8(a) Business Development
Program contracting limitations and the appropriate use of the Non-Manufacturer Rule.

38 At the time of the TET’s review of the competing offers for this solicitation, the individual was performing her CFO
duties in an “acting” capacity and was later officially designated as SBA’s CFO on February 22, 2015.
39 Standard Operating Procedure 00 11 2, Acquisition Standard (Revised Edition, June 2013).



Finding 2: SBA Needs to Ensure Using IBC is the Best Procurement
Approach

SBA did not establish effective controls to manage the Agency’s use of assisted acquisitions made by
DOI’s IBC, the servicing agency, on behalf of SBA, the requesting agency, when procuring IT
products and services. Specifically:

e SBA program officials did not ensure using IBC was the most cost-efficient or best
procurement approach for the six assisted acquisitions we reviewed;

e SBA and IBC did not update the umbrella interagency agreement with changes made to the
service fee structure; and

e SBA program officials incorrectly identified severable services requirements as
nonseverable—which could lead to potential Bona Fide Need Rule and Antideficiency Act
violations—and sent interagency transaction requests to IBC without SBA contracting
officers’ involvement.40

This occurred because SBA does not have a unified policy for program offices to use IBC, has not yet
fully implemented Federal guidance for interagency agreements, and does not have a formalized
review process to establish responsibilities and accountability among the reviewing officials. If SBA
does not fully implement Federal guidance on interagency agreements, it likely will never realize
the intended savings or efficiencies of using a streamlined acquisitions process for procuring
commonly used goods and services.

Achieving the greatest value possible from interagency acquisitions requires agencies to establish
clear lines of responsibilities and expectations. Accordingly, the FAR and Office of Federal
Procurement Policy (OFPP) guidance on interagency acquisitions explain core requirements for the
procurement process, emphasizing that requesting and servicing agencies share responsibility for
effectively managing and using interagency acquisitions. Most importantly, before requesting
acquisition services from another agency, a requesting agency must determine the best
procurement approach.4! Prior to requesting contracting services, the servicing and requesting
agency need to establish an umbrella interagency agreement (“Part A” of an assisted acquisition),
which will clearly define roles and responsibilities. For each proposed procurement, the requesting
agency must provide the servicing agency with a funding document (“Part B” of an assisted
acquisition), which establishes the bona fide need in specific, definite, and clear terms; and certifies
that funds are available and appropriately meet the purpose and any time limitations.42

SBA Program Officials May Be Utilizing IBC Unnecessarily

SBA program officials for the six assisted acquisitions we reviewed did not comply with FAR
requirements when determining whether requesting IBC’s acquisition assistance would be the best
procurement approach. According to the FAR, the determination must include an evaluation by the
requesting agency that using the acquisition services of another agency (1) satisfies the requesting
agency’s schedule, performance, and delivery schedule; (2) is cost-effective; and (3) results in the

40 The Antideficiency Act prohibits Federal agencies from obligating or expending Federal funds in advance or in excess of
an appropriation.

41 OFPP guidance describes this determination as a “best interest determination.” (Office of Federal Procurement Policy
Guidance on Interagency Acquisitions [June 2008]).

42 FAR 17.502-1(b) and the Office of Federal Procurement Policy Guidance on Interagency Acquisitions (June 2008).



use of funds in accordance with appropriation limitations.*3 We found SBA program offices did not
sufficiently analyze the advantages and disadvantages of using IBC to procure SBA IT products and
services contracts, and provided inconsistent rationale and support for choosing to use IBC. For
example, instead of a proper determination of best procurement approaches, SBA personnel from
OCIO, the Office of Disaster Assistance (ODA), and the Office of Capital Access (OCA), cited various
and differing justifications for why they used IBC instead of SBA’s contracting officers (see Figure
1). While these reasons may hold some validity, none of them meet the FAR’s minimum
requirements for the best procurement approach determination since none of their determinations
included steps for evaluating whether going outside the Agency was cost-effective.

Figure 1. SBA Program Office’s Justifications for Using IBC’s Contracting Services

Reasons SBA Program Offices Use

IBC’s Contracting Services

Uses IBC only if SBA's
contracting officers
cannot accomodate
the acquisition
timeline.

ClO prefers OCIO Acting CFO told them
personnel to use IBC to use IBC for all new
for all future contracts that exceed

acquisition contracts. $150,000.

Source: Generated by OIG based on interviews with SBA program personnel.

Additionally, although SBA requesting offices underwent a formalized request process prior to
employing IBC’s services, these steps did not provide sufficient detail to ensure going outside the
Agency was the best procurement approach. During the course of our audit, SBA had contracted
with a consulting firm to perform an independent assessment on its acquisition function.#* In
March 2015, the consulting firm reported that SBA had an established assisted acquisition process,
whereby the senior procurement executive is provided an opportunity to review interagency
contracting actions prior to funding being transferred to the receiving agency. Also, the assessment
identified that SBA uses an interagency acquisition request form to coordinate approval of the
proposed interagency contracting action. While the consultant reported that this form validates
SBA’s understanding of the market and other options to satisfy the need, we found that these
interagency acquisition request forms did not contain sufficient information for the senior
procurement executive to make an informed decision on whether an interagency agreement would
be the best or most cost-effective procurement approach. Specifically, these interagency
acquisition request forms did not contain sufficient details of the work to be performed, a
justification for using an outside agency, or the monetary impact of doing so.

As a result, SBA cannot be certain that utilizing IBC was the best course of action. In fact, we found
that IBC awarded five of the six contracts as task orders against General Services Administration
Government-wide acquisition contracts or Federal supply schedule contracts, meaning that SBA’s
contracting officers have the same access to the pool of contractors as IBC contracting officers.
Overall, SBA contracting officers use the same Government-wide contracting vehicles as IBC to
procure nearly 50 percent of SBA’s program offices contract requirements. As a result, SBA may be
requesting services from IBC—while incurring unnecessary service fees—for contracts that SBA
contracting officers could award. As of FY 2014, SBA spent over $600,000 on IBC contract services

43 FAR 17.502-1 (a)(1).
44 Assessment of Agency Acquisition Operations: Final Evaluation of Findings (March 2015).
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fees on the six assisted acquisitions we reviewed, and could incur an additional $1.3 million if the
six contracts are fully exercised. Further, OFPP guidance states including the Agency’s contracting
officers as part of the best procurement approach determination of a proposed interagency assisted
acquisition facilitates good acquisition outcomes.4> For these six assisted acquisition requests, SBA
contracting officers were not a part of the best procurement approach determination. Had SBA
used its own contracting officers to award these contracts, the funds spent on service fees could
have been available for other important Agency priorities.46

SBA and IBC Part A of the Interagency Agreement May Result in Excess Service Fees

We also found that SBA and IBC did not update the billing and payment general terms and
conditions of Part A of the interagency agreement.*’ According to SBA’s acting CFO, SBA and IBC
reduced the service fee from 5 to 4 percent on May 7, 2014—2 years after Part A was developed
and signed. However, neither agency formally documented this reduction. While their interagency
agreement specifies that any changes made to the terms and conditions must be amended in
writing and signed by both the servicing agency and the requesting agency, the CFO told us she will
not be requesting any changes to the Part A document. Part A governs the relationship between
SBA and IBC and ensures that program, acquisition, financial, legal, and other interested personnel
understand how they are to manage assisted acquisitions.48 If Part A does not accurately reflect the
actual agreement, SBA risks paying more for IBC’s services since neither party has formally
acknowledged this fee reduction in the umbrella terms and conditions for the interagency
agreements. We found this to be the case for one of the assisted acquisitions we reviewed. IBC
awarded a contract on behalf of ODA nearly 7 weeks after SBA and IBC agreed to the fee reduction,
and collected a service fee using the 5 percent rate.

SBA’s Informal Review Process of Part B Documents Did Not Identify Potential Funding
Misuse

SBA personnel incorrectly identified the requested services as nonseverable services on the Part B
document for four of the six assisted acquisitions totaling $6.9 million.#° Continuing or recurring
services are considered severable if their performance can be interrupted by separate fiscal years
and still provide value. Severable services may not cross fiscal year lines unless authorized by
statute.50 Conversely, a service which requires the contractor to complete and deliver a specified
end product that cannot feasibly be subdivided for separate performance would be nonseverable,
and must be funded in its entirety using funds available at the time of the award.5!

Whether a service is severable or nonseverable becomes a crucial factor in determining how to
fund the contract. The Bona Fide Needs Rule provides that “an appropriation or fund limited for
obligation to a definite period is available only for payment of expenses properly incurred during

45 OFPP Guidelines for Assessing the Acquisition Function (May 2008).

46 See Appendix I, table 3b for OIG identification of the total amount of funds that may be available to the Agency for
better use.

47 This document was signed on May 8, 2012.

48 Office of Federal Procurement Policy Guidance on Interagency Acquisitions (June 2008).

49 The Part B document supports the bona fide need determination and funding document for the request to identify the
service as either severable or nonseverable.

50 GAO-04-261SP, Appropriation Law, Vol 1, Chapter 5, pp. 5, 24-25 (January 2004). Similarly, according to 41 U.S.C. 3902,
Federal agencies can enter into severable service contracts that cross fiscal years as long as the contract period does not
exceed 1 year.

51 Financial Crimes Enforcement Network - Obligations under a Cost Reimbursement, Nonseverable Services Contract (GAO
Report B-317139, June 2009).
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the period of availability or to complete contracts properly made within that period of
availability.”s2 Contracts for services are generally viewed as chargeable to the appropriation
current at the time the services are rendered. For SBA contract requirements that are fully funded
with no-year funds, the bona fide needs rule does not apply, since there is no prescribed period of
availability and thus no fixed period in which the funds must be obligated and expended. 53 Because
SBA requesting offices inaccurately identified the IT services as nonseverable for these four
assisted acquisitions, the Agency may violate the Bona Fide Needs Rule if the funds were used
beyond the period of availability. We did not find evidence of a Bona Fide Needs Rule violation in
the four incorrectly identified assisted acquisitions we reviewed; however, continuing this practice
could result in violations if the period of performance extends beyond 12 months.54

According to the FAR, contracting officers are ultimately responsible for correctly identifying a
contractual requirement’s severability.>> However, when using the contracting services of another
agency, OFPP guidance requires that the requesting agency determine the bona fide need in the
fiscal year of the contract. Additionally, the certifying official at that agency must determine the
funds are properly chargeable for the contract as defined in the Part B funding document.>¢
Further, according to other OFPP guidance, Agency contracting officers should be included in the
review process of the proposed interagency acquisition requests to ensure proper procurement
guidelines are followed prior to sending the request to another agency, to facilitate good acquisition
outcomes.5? Since SBA retains the responsibility to determine the bona fide need of the
requirement despite using another agency’s contracting officer, SBA could have prevented the
incorrectly identified service contracts by including SBA contracting officers in the Part B document
review.

Recommendations

We recommend that the Chief Financial Officer:

7. Update the interagency agreement to ensure the service fee adjustment negotiated in 2014 is
incorporated into the general terms and conditions of SBA’s interagency agreement with IBC
and request concurrence from IBC contracting services branch chief.

8. Develop policies and procedures for interagency acquisitions so that SBA is in compliance
with Federal requirements to achieve the greatest value possible from interagency
acquisitions.

5231 U.S.C. §1502(a)

53 A no-year appropriation is available for obligation without fiscal year limitation (GAO-04-261SP Appropriation Law -
Vol 1, Chapter 5, page 5-7 [January 2004]).

54 The periods of performance for the contracts we reviewed extended beyond the completion of our audit fieldwork;
therefore, we did not determine whether a Bona Fide Needs Rule violation occurred.

55 FAR 1.602-2(a) requires contracting officers: “ensure that the requirement of 1.602-1(b) have been met and that
sufficient funds are available for obligation.” Further, FAR 1.602-1(b) requires: “No contract shall be entered into unless
the contracting officer ensures that all requirements of law, executive orders, regulations, and all other applicable
procedures, including clearances and approvals, have been met.” As we have explained, the proper identification of the
nature of the required services as severable or nonseverable is critical for ensuring the agency complies with Federal
funding regulations, specifically the bona fide need rule which is codified in 31 U.S.C. §1502(a).

56 Office of Federal Procurement Policy Guidance on Interagency Acquisitions (June 2008).

57 OFPP Guidelines for Assessing the Acquisition Function (May 2008)

12



10.

Prior to exercising any further options on the IBC-awarded contracts, make a determination
on whether using IBC’s contracting services is the best procurement approach, especially for
requirements awarded as task orders against General Services Administration Government-
wide acquisition contracts or Federal supply schedule contracts.

Develop a formalized review process for Part B funding documents to ensure Agency funds
are used in accordance with Federal regulations. The formalized review process should be
documented to include: identifying SBA department personnel roles and responsibilities for
reviewing the funding documents and an approval mechanism for accountability and
transparency.
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Finding 3: SBA’s Contract Funding Practices are Inconsistent and
Undocumented

We reviewed 12 contracts and found that SBA funded 8—with total obligated values of

$24.1 million—using multiple appropriations, including disaster funds.58 For these contracts, SBA’s
funding methodologies were inconsistent and undocumented. This occurred because SBA did not
have formal guidance in place outlining how to allocate different funds for contracts that use
multiple appropriations. Absent guidance on use of funds, the disaster appropriation is at risk of
becoming a source of funding for other Agency prerogatives.

We found that when using mixed funding, SBA did so inconsistently and without documentation
(see Table 2). During FYs 2013 and 2014, SBA program and management offices funded eight
contracts using a combination of the following appropriations:s9

e Salaries and Expenses: for SBA’s overall operating expenses. Available for 1 year.

e LMAS (categorized under Salaries and Expenses): for modernizing the Loan
Management and Accounting Systems (LMAS). Available for 2 years.é0

e Disaster Loans Program Account: for the administrative costs of the Disaster Loans
Program. Available until expended.

Table 2. Various SBA Appropriations Used to Fund Sampled Contracts
S&E2 LMAS  Disaster

Total Obligated

Contract Number Requirement (Sinthousands) Funds Funds Funds
(%) (%) (%)
Contracts Funded with Salaries and Expenses, LMAS, and Disaster Funds
SBAHQ-13-C-0013 LASP Support $1,576 63 18 18
SBAHQ-14-C-0014 LASPHardware & Software $4,778 12 44 44
SBAHQ-14-F-0075 Financial Systems Support $1,657 53 7 40
SBAHQ-14-F-0120 LASPIT Support $5,371 60 24 16
Total $13,382 42 29 29
Contracts Funded with LMAS and Disaster Funds
SBAHQ-14-F-0071 ~ LMAS Oracle Software $872 - 50 50
Renewal
IND13-PD-01505 COBOL TPPI¢ $3.366 - 50 50
Total $4,238 - 50 50
Contracts Funded with Salaries and Expenses and Disaster Funds
Database & Legacy
SBAHQ-13-M-0092 Application IT Services $2,944 54 - 46
IND14-PD-00960 Website Support $3,557 24 - 76
Total $6,501 38 : 62
Total Funding Obligated $24,121 33 25 42

a Salaries and Expenses (S&E)

b Loan Accounting System (LAS)

¢ Common Business Oriented Language (COBOL) Transition Planning and Production Implementation (TPPI)
Source: OIG, from SBA’s contract file data. Total obligations per contract and funding type percentage
subtotal discrepancies are a result of rounding.

58 The eight contracts have estimated values which total $64.3 million
59 Congress authorized SBA appropriations under six categories for specific purposes.
60 Congress earmarked $7.1 million in FY 2013 and $6.1 million in FY 2014 in Salaries in Expenses.
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Inconsistent and Undocumented Methodologies

SBA personnel had inconsistent and undocumented methods for funding contracts with mixed
appropriations types. For example, the OCA personnel we spoke with claimed LMAS modernization
contracts are funded using 50 percent disaster funds and 50 percent LMAS funds. However,
although SBA’s Deputy CFO confirmed that this guidance should be in effect for the LMAS
modernization project, he has been unable to find any written guidance specifying the

50/50 mixture because the principal parties that decided on the 50/50 mixture—including the
CFO, Budget Officer, and LMAS Project Manager—are no longer with SBA. Even with this informal
guidance in place, we found that SBA did not consistently follow it: three of the four OCA contracts
we reviewed contained funding mixes that included salaries and expenses funds, LMAS funds, and
disaster funds—with disaster funding ranging from 16 to 50 percent of the contract requirement.

Additionally, OCIO personnel claimed that contracts that support efforts Agency-wide are funded
using 51 percent disaster funds and 49 percent 1-year funds. While the Deputy CFO agreed with
the OCIO’s funding ratio claim of 51 /49 for Agency-wide support contracts, he could not provide a
documented policy to support the basis of this guidance and stated that the individuals who set the
policy are no longer with the Agency. However, for two OCIO contracts we reviewed, we observed
obligated funding mixes did not follow this guideline: contract IND14-PD-00960 for website
support used mostly disaster funds (76 percent) whereas contract SBAHQ-13-M-0092 for database
and legacy applications IT services used 54 percent disaster funds.

When we asked the Deputy CFO why the program offices did not follow the informal guidance for
the eight LMAS and Agency-wide support contracts, he provided individual justifications based on
contract requirements.6! However, when we looked at the contract requirements, we could not
determine whether this was the case because the requirements lacked sufficient details.

Further, SBA did not provide proper justification when mixing funds. Providing documentation and
justification in the contract file can serve as an important control to ensure that funds allocated by
Congress are being used for their intended purposes.t2 Because SBA program office personnel did
not provide supportable justifications, we are unable to determine whether SBA appropriately and
reasonably used its funding. For example, contract SBAHQ-14-C-0014, which obligated $4.8 million
for hardware and software for the LAS production environment, used the following funding mix:

44 percent with LMAS funds, 44 percent with disaster funds, and 12 percent with salaries and
expenses funds. However, although SBA provided support for modernizing SBA’s loan accounting
environment in the acquisitions plan, it did not include any support in the contract for why funds
other than LMAS were used for the contract.

Additionally, SBA funded contract IND14-PD-00960 for website support services totaling

$3.6 million using two appropriation categories: 76 percent of the contract was funded using
disaster funds, and the remaining 24 percent was funded using salaries and expenses funds.
However, the contract file documentation did not specifically identify disaster loans program as the
main recipient of the services, and we were unable to determine why disaster funds should be used
for website support services. Therefore, SBA should develop a methodology to clearly and
consistently identify funding ratios for transparency and accountability.

61 We included a complete summary of the Deputy CFO’s funding explanations for the eight split-funded contracts in
Appendix IIL

62 According to FAR 4.802 and 4.803(a) contracting office files should contain records that document the basis for
acquisition and award, such as acquisition planning information and justifications, along with other pertinent records.
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SBA’s Application of Disaster Funds to the LMAS Project Referred to GAO

SBA used a combination of disaster funds and LMAS funds for six of the contracts we reviewed.
These contract requirements supported SBA’s LMAS modernization efforts, for which Congress
specifically earmarked a portion of salaries and expense funds. The appropriation laws that
authorized FYs 2013 and 2014 funds included administrative provisions that may have restricted
the Agency’s ability to fund the LMAS effort. Specifically, Congress included provisions for SBA to
transfer and merge portions of the disaster funds as long as they did not exceed 5 percent of the
current appropriations made available by the appropriation laws. Further, no transfer could
increase any of the appropriations accounts by more than 10 percent. 63 We believe that SBA’s use
of disaster funding for the LMAS project exceeded these percentages. As such, we requested an
opinion from the Government Accountability Office (GAO) on whether SBA exceeded any funding
limitations imposed by Congress when combining the different funds in this manner. On
December 10, 2015, GAO issued a decision opining that the appropriations at issue were available
for use as applied by SBA.é4

Recommendations
We recommend that the Chief Financial Officer:

11. Establish and implement clear, written policies and procedures for obligating funds for SBA
contracts.

12. Require SBA program and management office acquisition personnel to include justification
for using SBA funds for each acquisition request in the Acquisition Plan. Ensure that policy
is established to require SBA acquisition community to clearly identify the nature of the
contract and justify the use of the selected funds are consistent with the funds purpose.

13. If GAO opines SBA’s use of disaster funds for LMAS modernization efforts improperly
augmented the allowable amount Congress intended, SBA needs to: (1) identify the total
amount of disaster funds used for LMAS modernization efforts; (2) deobligate the disaster
funds that exceed the allowable transfer authority for augmenting LMAS funds; and (3)
obligate LMAS funds that meet the Bona Fide Needs Rule for the contract. Determine
whether sufficient LMAS funds are available, and if sufficient funds are not available SBA
should report an Antideficiency Act violation in accordance with procedures prescribed in
OMB Circular A-11, §145.

63 During FY 2013, SBA operated under continuing resolutions, which according to Continuing Appropriation Resolution,
2013, P.L. 112-175, Section 101, authorized SBA to operate under FY 2012 appropriation amounts with the exception of
the additional funding provided for the Disaster Relief Appropriation Act of 2013, P.L. 113-2. Accordingly, we referred to
Consolidated Appropriations Act, 2012, P.L. 112-74 for SBA appropriations authorizations. We referred to Consolidated
Appropriations Act of 2014, P.L. 113-76, for SBA’s authorized FY 2014 appropriations. Section 530 of FYs 2012 and 2014
Appropriations acts may provide restrictions on the allowable amount of disaster funds available for LMAS projects.

64 GAO Decision, “Small Business Administration: Availability of Appropriations for Loan Modernization and Accounting
System.” (B-326941, December, 2015).
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Analysis of Agency Response

SBA management provided formal comments that are included in their entirety in Appendix IV.
Generally, SBA management agreed with our recommendations, and its planned actions resolve 9 of
our 13 recommendations. SBA management also provided general comments on the audit findings
that we considered in preparing our final report.

Although SBA management stated that the audit did not identify any disallowed expenditures, our
audit objectives did not include a determination on whether the contractor’s costs were allowable.
As a result, for the 12 contracts we reviewed, with estimated total contract values of $98.4 million,
we did not express an opinion on the allowability of the contractors proposed or incurred costs.

SBA management expressed concern with our finding that a $2.9 million sole-source contract
(contract SBAHQ-13-M-0092) was awarded to an ineligible 8(a) vendor. Our draft report noted
that the 8(a) vendor was ineligible for a sole-source award because it missed its business activity
targets. SBA management stated that the 8(a) participant was eligible for sole-source contracts
because the sole-source award offer was accepted on May 6, 2013, 3 days prior to the vendor’s
program year ending. We considered SBA’s comments and agree that the 8(a) business
opportunity specialist accepted the SBA contracting officer’s offer before the 8(a) vendor’s program
year end.65 As such, the SBA 8(a) business opportunity specialist had not yet found the vendor to
be ineligible for 8(a) sole source contracts. The vendor was notified of their ineligibility in

July 2013, which was after the contract award date. Therefore, we removed the statement from
Finding 1.

Further, for the same contract, management expressed its concern with the general tone of our
conclusion that SBA could have requested a competitive 8(a) acquisition in order to ensure it
receives competitive prices. Specifically, management stated that the contracting officer had access
to the information necessary to make a fair and reasonable price determination because he
awarded the contract requirement to the incumbent vendor. We are not concluding that all awards
in the 8(a) Program under $4 million should be awarded competitively. As noted in this report,
SBA’s market research identified more than 50 vendors capable of performing this requirement.
The FAR allows agencies to request a waiver to pursue a competitive 8(a) acquisition strategy
“where technical competitions are appropriate or where a large number of responsible 8(a) firms
are available for competition.”66 Competitive acquisition can serve as an additional assurance of
price reasonableness. While management’s assertion that the contracting officer had access to the
information necessary to make a fair and reasonable price determination may be valid, we were
unable to find supporting documentation in the contract file to verify this claim.

SBA management considered our position on the potential separation of duties issue addressed in
Finding 1 to be unsubstantiated and claim that the acting CFO did not assert undue influence on the
award decision. Our draft report noted that the acting CFO was one of three voting members on the
technical evaluation team that provided input into the TET’s best value decision. While we
understand that the acting CFO was integral in planning for the acquisition under her former duties
as the Director of Financial Systems, the separation of duties concern arose when she was

65 As required by 13 CFR § 124.502(b)(3), in order for a contracting officer to award a sole-source contract to a particular
vendor under the 8(a) Business Development Program, the contracting officer must submit an offering letter to the SBA
district office servicing the vendor. The SBA 8(a) business opportunity specialist at the district office accepts the offer of a
sole source 8(a) procurement on behalf of the 8(a) business development program and in support of a specific participant
in accordance with 13 CFR § 124.503(a)(1)).

66 FAR 19.805-1(d).

17



designated as the acting CFO, which according to SBA’s Acquisition Standard also carries oversight
responsibilities of the acquisition function. In our opinion, the acting CFO’s involvement as a voting
member on the TET was incompatible with her management duties of monitoring the acquisition
function because it may give the appearance of compromising her ability to perform objective
evaluations of SBA’s acquisition process.

Additionally, for contract SBAHQ-14-F-0075, SBA’s management stated that a qualified TET
determined that the relative differences in strengths and weaknesses between proposals were
sufficient to justify the more than $700,000 higher price and were advised by the contracting officer
as to how to document the difference and trade-offs identified. SBA management also commented
that the report suggests that discussions between the contracting officer and Office of General
Counsel were evidence that the best value determination was improper. We do not question the
Counsel’s involvement with reviewing major acquisition documentation. However, we noted that
the contracting officer had concerns that the TET did not sufficiently document the risks or benefits
for selecting the highest priced vendor and believed that the initial best value determination
documentation would not withstand a protest from one of the lower-priced vendors. Based on the
documentation we reviewed, it was not clear that the TET had equitably considered the values of
these offers.

SBA’s management also expressed concerns regarding our discussion that fees SBA paid to IBC for
its contracting services may be unnecessary. Specifically, SBA asserted: (1) IBC has familiarity and
expertise with IT contract and with particular contractors that SBA may lack in specific situations,
(2) IBC may be able to obtain discounts and economies of scale that SBA would not, and (3) using
IBC services permits SBA to best deploy its acquisition workforce to assist with the agency’s most
critical procurements and to have capacity to meet intense acquisition needs such as end-of-the-
year purchasing.

While the audit team was aware of these justifications for using IBC’s contracting services during
our review, we were unable to verify these perceived benefits. As stated in Finding 2 of the audit
report, SBA did not follow Federal regulations to ensure using IBC was the best procurement
approach before requesting IBC’s services. Without the proper documentation to support the SBA
program officials’ determination that IBC was the best procurement approach for the individual
contract requirement, we cannot substantiate SBA’s rationale for paying service fees for contracting
services when SBA has an acquisition division staffed with contracting officers who could award
contracts off the same Government-wide acquisition contracts and Federal supply schedules used
by IBC.

Further, SBA management refers to an internal analysis it performed where it determined IBC’s
service fees were reasonable. We were unaware of this analysis until the exit conference, and even
then, it was characterized as an informal analysis. Nevertheless, we reviewed the analysis and
noted it did not identify any Agency costs that would still be required when using IBC’s contracting
services. For example, when using the acquisition services of another agency, not only will SBA be
paying the agreed-upon service fees, the Agency will also be using internal resources such as legal
reviews of the Part B documents, budget officials, financial systems to track contract funds, and
management officials overseeing these processes. In addition, SBA’s management should also
consider the impact on the Agency’s overall use of budgetary resources for acquisitions services
when using interagency acquisitions. SBA’s acquisition division is a mostly fixed cost to the Agency,
while IBC’s service fees are dependent on the obligated value of the awarded contract. Every
contract awarded by IBC that is not awarded by SBA’s contracting officers is an additional expense
to the Agency. While there may be justifiable reasons for SBA to use other Agency’s contracting
officers, as we reported in Finding 2, it is imperative that SBA perform and document adequate best
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procurement approach determinations for all requirements sent to IBC in order to fully justify the
added cost of these services to the Agency.

Summary of Actions Necessary to Close the Report

The following provides the status of each recommendation, and the necessary action to either
resolve or close the recommendation.

1. Establish policy and procedures to ensure the individual responsible for the Chief
Acquisition Officer’s duties does not participate as a voting member in future
technical evaluations.

Unresolved. SBA management did not agree with this recommendation and stated that the
participation of the acting CFO on the technical evaluation team was a unique situation and
that sufficient mitigating controls were in place to prevent any separation of duty issues.
SBA also stated that it is not required to appoint a CAO under any regulation and that the
new acquisition SOP will not identify a CAO.

While we understand that SBA is not required to appoint a CAO under any regulation and
that the new SOP will not identify a CAO, the new SOP should still explain who will be
responsible for managing the agency’s acquisition activities. As a result, we recommended
that SBA establish policy and procedures to ensure that the official responsible for fulfilling
this role does not participate as a voting member on future technical evaluations. This
recommendation can be resolved upon SBA agreeing to implement policies and procedures
that prevent the official responsible for managing SBA’s acquisition activities from
participating as a voting member on future technical evaluation teams.

2. Establish and implement clear, written policies and procedures for preparing IGCEs
and analyzing contractor-proposed costs to ensure prices are fair and reasonable.

Resolved. SBA management concurred with this recommendation and stated that it would
add policies and procedures addressing the documentation of IGCEs to the new acquisition
SOP. SBA plans to complete final action on this recommendation by January 2017. This
recommendation can be closed upon SBA providing evidence showing that the new SOP
includes language on preparing IGCEs and analyzing contractor-proposed costs to ensure
prices are fair and reasonable.

3. Establish policies and procedures requiring contracting officers to document and
analyze significant cost discrepancies between contractor-proposed prices and IGCEs,
especially when negotiating sole-source contract award actions.

Resolved. SBA management concurred with this recommendation and stated that it will
add policies and procedures addressing the documentation of analysis of cost discrepancies
to the new acquisition SOP. SBA plans to complete final action on this recommendation by
January 2017. This recommendation can be closed upon SBA providing evidence showing
that the new SOP includes language on requiring contracting officers to document and
analyze significant cost discrepancies between contractor-proposed prices and IGCEs,
especially when negotiating sole-source contract award actions.
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Establish and implement clear, written policies and procedures for conducting fair
and equitable reviews of competitive offers or proposals for all SBA personnel who
perform technical evaluations that support agency acquisition determinations.

Unresolved. SBA partially concurred with this recommendation and stated that in order to
ensure consistency in approach, procedures for documentation of the contracting officer’s
determination will be added to the new acquisition SOP. These procedures will include
obtaining an opinion of legal sufficiency regarding the contracting officer’s potential
determination. SBA also stated that because the best value determination process is
tailored to each action based on the needs of the Agency and the program office, that
standard evaluation factors and criteria or prescribed approaches to evaluation will not be
included in these procedures. SBA further stated that contracting officers will continue to
provide guidance and instructions to technical evaluation teams for each competitive
review. SBA plans to complete final action on this recommendation by January 2017.

Although management agreed to include additional steps in the new SOP, it did not agree to
include steps on how to conduct fair and equitable reviews of competitive offers or
proposals. While we understand that each acquisition is different, we are recommending
that SBA would benefit from having the revised SOP include provisions on how to conduct a
fair and equitable review to include defining the roles and responsibilities for each SBA
official involved in the technical evaluation. Thus, we recommend that the new SOP include
these duties to ensure fair and equitable reviews of competitive offers or proposals. This
recommendation can be resolved by SBA agreeing to include in the new acquisition SOP
language on how to conduct a fair and equitable review, including defining the roles and
responsibilities for each SBA official involved in the technical evaluation process.

Provide training to SBA contracting and program personnel on the changes to
policies and procedures identified above as part of Recommendations 2, 3, and 4.

Resolved. This recommendation is resolved because SBA management agreed to
communicate the policy changes to program personnel and to provide training to
acquisition division staff and contracting officer representatives. SBA plans to complete
final action on this recommendation by September 2017. This recommendation can be
closed upon SBA providing evidence showing that it has communicated the policy changes
to program personnel and trained acquisition division staff and contracting officer
representatives on the changes to the policies and procedures identified as part of
Recommendations 2, 3, and 4.

Provide training to SBA contracting and program personnel on 8(a) Business
Development Program contracting limitations and the appropriate use of the Non-
Manufacturer Rule.

Resolved. This recommendation is resolved because SBA management agreed to provide
training to acquisition division staff and contracting officer representatives on 8(a) Program
contracting limitations and on the Non-Manufacturer Rule. SBA plans to complete final
action on this recommendation by September 2017. This recommendation can be closed
upon SBA providing evidence showing that it has trained its acquisition division staff and
contracting officer representatives on 8(a) Program contracting limitations and on the Non-
Manufacturer Rule.
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Update the interagency agreement to ensure the service fee adjustment negotiated in
2014 is incorporated into the general terms and conditions of SBA’s interagency
agreement with IBC and request concurrence from IBC contracting services branch
chief.

Resolved. SBA concurred with the recommendation and stated it plans to complete final
action on this recommendation by January 2016. This recommendation can be closed upon
SBA providing evidence showing that that the interagency agreement has been updated.

Develop policies and procedures for interagency acquisitions so that SBA is in
compliance with Federal requirements to achieve the greatest value possible from
interagency acquisitions.

Resolved. This recommendation is resolved because SBA management agreed to improve
the process and documentation by standardizing the review process for assisted acquisition
interagency agreements so that the documentation is proper. The Agency plans to complete
final action on this recommendation by September 2017.

This recommendation can be closed after SBA provides written policies and procedures that
require documenting a best procurement approach determination for each assisted
acquisition, and standardize the entire interagency acquisition process in accordance with
FAR requirements and OFPP guidance.

Prior to exercising any further options on the IBC-awarded contracts, make a
determination on whether using IBC’s contracting services is the best procurement
approach, especially for requirements awarded as task orders against General
Services Administration Government-wide acquisition contracts or Federal supply
schedule contracts.

Unresolved. SBA management did not agree with this recommendation and stated it has
documented a determination for each acquisition submitted to IBC that it is the best
procurement approach and that exercising option years on existing contracts reduces the
costs of reissuing new awards. As stated in Finding 2, we did not see evidence of adequate
best procurement approach determinations for all six assisted acquisitions we reviewed.
Therefore, any available option the Agency requests IBC to exercise for these six assisted
acquisitions the Agency does so without adequately considering whether it acted in the best
interest of the Government. Additionally, we believe that SBA management should consider
not approving any further requests to use IBC’s contracting services until the Agency
develops and implements a process that meets requirements of Federal regulations to
ensure the use of SBA’s funds obligated for assisted acquisitions are indeed necessary (see
Recommendation 8). This recommendation can be closed when SBA provides evidence
supporting the best procurement approach determinations for each assisted acquisition.
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10.

11.

12,

13.

Develop a formalized review process for Part B funding documents to ensure Agency
funds are used in accordance with Federal regulations. The formalized review
process should be documented to include: identifying SBA department personnel
roles and responsibilities for reviewing the funding documents, and an approval
mechanism for accountability and transparency.

Resolved. This recommendation is resolved based on SBA’s agreement to document the
review process. SBA management plans to complete final action by January 2017. This
recommendation can be closed upon SBA providing evidence supporting that the review
process has been documented and identifies the roles and responsibilities of SBA
department personnel involved in the review process, including an approval mechanism.

Establish and implement clear, written policies and procedures for obligating funds
for SBA contracts.

Resolved. This recommendation is resolved based on SBA’s agreement to issue clear,
written guidance to program offices on use of funds for contracting, where program offices
enter requisitions that request multiple sources of funding. SBA plans to complete final
action on this recommendation by January 2017. This recommendation can be closed upon
SBA providing evidence supporting that it issued guidance to the program offices on using
funds for contract requirements that require multiple fund sources.

Require SBA program and management office acquisition personnel to include
justification for using SBA funds for each acquisition request in the Acquisition Plan.
Ensure that policy is established to require SBA acquisition community to clearly
identify the nature of the contract and justify the use of the selected funds are
consistent with the funds purpose.

Resolved. This recommendation is resolved based on SBA’s agreement to use the
Advanced Acquisition Strategy to document the use of funds justification and plans to
complete action on this recommendation by January 2017. This recommendation can be
closed upon SBA providing evidence supporting that it issued policy to SBA’s acquisition
community to require clear identification of the nature of the contract requirement and
justifications for the funding used for the requirement and provide clarification that the
documented funding justifications are included in the contract file.

If GAO opines SBA’s use of disaster funds for LMAS modernization efforts improperly
augmented the allowable amount Congress intended, SBA needs to: (1) identify the
total amount of disaster funds used for LMAS modernization efforts, (2) deobligate
the disaster funds that exceed the allowable transfer authority for augmenting LMAS
funds, and (3) obligate LMAS funds that meet the Bona Fide Needs Rule for the
contract. Determine whether sufficient LMAS funds are available, and if sufficient
funds are not available SBA should report an Antideficiency Act violation in
accordance with procedures prescribed in OMB Circular A-11, §145.

Closed. This recommendation is closed based on GAQ’s opinion.
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Appendix I: Scope and Methodology

Our objectives were to determine whether SBA’s procurement practices for contracts to acquire IT
products and services: (1) followed Federal Acquisition Regulations (FAR) and SBA’s Acquisition
Standard for ensuring fair and reasonable contract prices, (2) complied with Federal regulations on
interagency assisted acquisitions, and (3) ensured funds were used in compliance with Federal
appropriations regulations.

To answer our objectives, we identified a universe of 70 contracts for IT products or service
contracts with obligated contract values greater than or equal to $500,000 awarded during

FYs 2013 and 2014, which accounted for $87.9 million of SBA-funded contracts reported in the
Federal Procurement Data System-Next Generation (FPDS-NG) as of October 6, 2014. The SBA
Deputy CFO identified the program office for each of the IT contracts. We selected 12 contracts,

6 awarded by SBA contracting officers and 6 awarded by IBC contracting officers on behalf of SBA,
based on the highest dollar awards, program offices supported, and contract type. The six SBA
contracts had obligated values of $17.2 million and estimated total contract values of $50.7 million
and the six IBC contracts had obligated values of $14.1 million and estimated total contract values
of $47.7 million.

We reviewed contract files for a number of documents to address our objectives, including contract
award decision documents, legal reviews, contractor price proposals, IGCEs, acquisition plans, and
other relevant award documents. We also interviewed contracting and program officials from
OCFO, 0CIO, OCA, and ODA to gain a better understanding of how SBA conducts and carries out its
acquisition function. We also reviewed SBA’s Acquisition Standard, the FAR, and guidance from
other Federal agencies, including the Office of Management and Budget and GAO, as a basis for our
audit.

We conducted this performance audit in accordance with Generally Accepted Government Auditing
Standards. Those standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and conclusions based on our
audit objectives. We believe that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objectives.

We relied on data reported in FPDS-NG to develop our audit universes and select our judgmental
audit samples for SBA and IBC awarded IT product and services contracts. We verified that data
recorded in FPDS-NG matched the information contained in each contract file that we reviewed. As
aresult, we believe the information is reliable for the purposes of this audit.

Review of Internal Controls

The Office of Management and Budget Circular A-123 provides guidance to Federal managers on
improving the accountability and effectiveness of Federal programs and operations by establishing,
assessing, correcting, and reporting on internal controls. While SBA has a standard operating
procedure related to internal controls, we determined that significant internal control weaknesses
existed.¢? Specifically, we found that SBA’s acting CFO, who also serves as the Agency’s CAO,
participated as a member of a TET, which may have compromised her ability to objectively perform
evaluations of SBA’s acquisition process. In our judgment, the acting CFO’s involvement as a voting

67 Standard Operating Procedure 00 02, Internal Control Systems (January 1986).
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member on the TET is incompatible with the CAO’s duty to monitor the acquisition function.
Further, SBA did not establish and implement clear, written policies and procedures that ensure
that CAO duties are kept separate from those of the CFO. Due to unclear lines of authority, SBA puts
itself at risk for not being able to meet its mission in an efficient and effective manner.

Additionally, during our review of SBA's use of assisted acquisitions, we found SBA was not in
compliance with the FAR requirement to perform and document best procurement approach
determinations.®® We found no evidence of best procurement approach determinations being made
prior to SBA entering into an assisted acquisition interagency agreement with the DOI's IBC.

Also, SBA has not established policy or guidance to direct SBA program offices on how to allocate
Agency appropriations for funding contracts. We found SBA program offices were using
unsupported ratios and did not document in the contract files the use of multiple funds.

68 FAR 17.502-1(a)(1) and FAR 17.500(c)(2).
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Appendix II: Schedule of Dollar-Related Findings

Table 3a. OIG Schedule of Questioned Costs%?

Amount Description Explanation

$609,631 Unsupported service fees Expended SBA funds for IBC contract
service fees for the six assisted acquisitions
we reviewed.

$609,631 Total Questioned Costs

Source: Generated by OIG based on analysis of SBA’s funds used for IBC’s contracting services.

Table 3b. OIG Schedule of Funds Put to Better Use70

Amount Description Explanation
$1,342,438 Potential unsupported spendingon  These funds represent the total amount of
service fees funds we estimate SBA will spend on IBC’s

contracting services if all contract options,
for the six assisted acquisitions we
reviewed, are fully exercised based on the
IBC contract award documentation. These
fees paid to IBC for contracting services
may not be the best procurement approach
and as such, not in the best interest of the
Government

$1,342,438 Total Funds Put to Better Use

Source: Generated by OIG based on OIG’s analysis of the IBC service fees for exercising all of the contracts
options.

69 Questioned costs are expenditures that are not supported by adequate documentation at the time of the audit or
otherwise do not comply with legal, regulatory, or contractual requirements.

70 Funds put to better use are future funds that could be used more efficiently if management took actions to implement
and complete audit recommendations.
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Appendix III: SBA’s Split Funding Explanations

According to SBA’s Deputy CFO, using multiple funding types for 8 of the 12 contracts we reviewed
was justifiable based on his detailed explanations in Table 4 below. However, the Deputy CFO’s
justifications often include references to undocumented policy enacted by former SBA officials, and
the contract files lack documentation to support distributing obligated funding to support the
portions of the contracts, as explained below.

Table 4. SBA’s Deputy CFO’s explanations for the use of split funding for eight contracts.

Deputy CFO Explanation

Contracts funded with Salaries and Expenses, LMAS, and Disaster funds

SBAHQ-13-C-0013 | This contract contained a mix of LMAS and non-LMAS projects. The total cost
of the LMAS project was $575,540.60 and it was funded with a 50/50 split
between LMAS two year funding and LMAS no-year disaster funding. The
non-LMAS part of the contract ($999,999.96) was funded by OCA with one
year funds.

SBAHQ-14-C-0014 | This contract contained a mix of LMAS and non-LMAS projects. The total cost
of the LMAS project was $4,192,679.24 and it was funded with a 50/50 split
between LMAS two year funding and LMAS no-year disaster funding. The
non-LMAS part of the contract ($585,760.49) was funded by OCA with one
year funds.

SBAHQ-14-F-0075 | This contract contained a mix of LMAS and non-LMAS projects. The total cost
of the LMAS project was $233,640 and it was funded with a 50/50 split
between LMAS two year funding and LMAS no-year disaster funding. The
non-LMAS part of the contract ($1,422,982.08) was primarily for the Joint
Accounting and Administrative System (JAAMS) and it was funded with a split
of 62 percent one year funding and 38 percent no-year disaster funding.

SBAHQ-14-F-0120 | This contract contained a mix of LMAS and non-LMAS projects. The non-
LMAS part of the contract ($3,200,000) was funded by OCA with one year
funds. The total cost of the LMAS project was $2,170,896.32 and it was funded
with a 61/39 split between LMAS two year funding and LMAS no-year disaster
funding. The requisition originally contained an LMAS cost of $2,629,216 with
a 50/50 split between two year funding and no-year disaster funding.
Whenever a final LMAS contract price is lower than the commitment amounts
on the requisition, the contracting officers obligate in the following priority
order - one year funding, LMAS two-year funding, and then LMAS no-year
disaster funding.

Contracts funded with LMAS and Disaster Funds

SBAHQ-14-F-0071 | The total cost of the LMAS project was $872,414.29 and it was funded with a
50/50 split between LMAS two year funding and LMAS no-year disaster
funding.

IND13-PD-01505 The contract supports the LMAS project. The Deputy CFO explained funding
for the LMAS project is approximately a 50/50 split between LMAS funding
and disaster funding. DOI’s Intra-Governmental Payment and Collection
(IPAC) document referenced the same accounting lines, but it is not how SBA
recorded them in JAAMS. We detected the error during the IPAC
reconciliation process. JAAMS records show that we set up two different
obligations and the two different accounting lines in accordance with Part B of
the contract.
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Contracts funded with Salaries and Expenses and Disaster Funds

SBAHQ-13-M-0092 | This was for an OCIO contract that was funded with a mix of one year and no-
year disaster funds. The contract was supposed to be awarded with a funding
split of 49 percent one year funding and 51 percent disaster funding.
However the former Chief Technology Officer used the prior year’s funding
allocation of 46 percent to 54 percent by mistake.

IND14-PD-00960 The variance between the salaries and expenses and Disaster funds on the DOI
WEB Apps contract was because last year OCIO needed to extend the
incumbent contract, which was the prior WEB Apps contract, and the TSPI
(Database Support contract). These two contracts were extended with
salaries and expenses funds, rather than a mix of salaries and expenses and
disaster funds. The total amount of the extensions using salaries and
expenses funds was $1,013,590. As a result, the funding for the Part B was
adjusted accordingly. The Deputy CFO stated that when he looked at the total
FY14 spend on these services, SBA actually obligated $4.9 million rather than
$3.9 million, which was the amount showing on the Part B. Therefore, the
actual percentage split in FY14 for these services was 53% disaster funds and
47% salaries and expenses funds.
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Appendix IV: Agency Comments

SBA
OFFICE OF THE CHIEF FINANCIAL OFFICER’S
RESPONSE TO AUDIT REPORT
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U.S. SMALL BUSINESS ADMINISTRATION
WASHINGTON, D.C. 20416

DATE: October 2, 2015

TO: Troy M. Meyer
Assistant Inspector General for Auditing

FROM: Tami Perriello
Associate Administrator for Performance Management and
Chief Financial Officer

SUBJECT: Comments on OIG Audit Report “SBA Needs to Strengthen Its Information
Technology Procurement Practices to Ensure Adequate Planning and Financial
Oversight”

We appreciate the opportunity to provide comments on the above referenced draft audit report and
wish to thank the Inspector General’s staff for their consideration of our concerns with the report.

SUMMARY

In order to support its programs and operations, SBA has made it a priority to significantly improve the
general quality of its Information Technology (IT) services. Much of the existing IT equipment at the
Agency is past the end of its useful life and needs to be replaced, and the Agency is working to improve
its cybersecurity and the extent to which its program services are automated. To support these efforts,
the Agency and the Acquisition Division (AD) have taken significant steps to ensure that funds spent in
support of these IT functions are spent prudently and wisely. Among other things, the Agency has
enhanced its IT governance processes to ensure that proper oversight of IT purchases occurs. Moreover,
during the past fiscal year, the AD contracting officers attended a formal training class specifically
geared toward IT acquisition to enhance their skills. We think the ongoing efforts of the Agency in this
regard have done a good job of accomplishing our goal of making sure taxpayer funds spent on IT
improvements are effectively used.

The draft report reviews more than $98 million in contracts awarded for IT projects. Although the
review did not identify any disallowed expenditures, the report raised questions about the processes
related to approximately $1.3 million in expenditures and questioned the funding type identified for
$4.1 million in contracts (Appendix 11). In this response, SBA provides detailed information about the
basis of our actions in order to answer your questions. SBA is always looking for ways to improve our
programs; therefore, we appreciate and accept many of the report’s recommendations suggesting areas
where additional training or more specific policies may be appropriate.

The Agency is concerned about the draft report’s general tone with regard to use of legitimate
procurement devices like 8(a) sole source contracts, that could be viewed as being skeptical of such



devices. As the agency responsible for promoting access to government contracts by disadvantaged
small businesses through sole source contracts under the statutory 8(a) program, SBA wants to ensure
that there is no suggestion that there is something suspect in using 8(a) procurement when it is
exercised consistent with the statute and regulations. Particularly in cases where, as here, SBA would be
able to use historical information with an incumbent provider to show that the costs quoted by the
disadvantaged 8(a) firm were reasonable and where an eligible firm received an award.

We also wish to express our concern with the following findings in the audit report:

e The report finds that awards under $4 million in the 8(a) program should have been awarded
through competitive processes because the SBA “could have” requested it. From this, the report
concludes that SBA did not receive “competitive prices”. Because this was an incumbent
vendor, however, SBA had access to the information necessary to make a fair and reasonable
determination on price. Contracting officers have complete access to review the offeror’s profit
margins and cost analysis documentation in this process. Further, SBA’s 8(a) program is an
exception to the FAR competitive process requirements and SBA will continue to use the
program as provided under the regulations.

e For the same contract, the report asserts that the vendor was not eligible for sole source
contracts. The procuring agency (SBA’s Acquisition Division in this case) is not responsible for
determining whether or not a firm is eligible for sole source awards. That is one of the purposes
of the 8(a) offer and acceptance process. In addition, the offer letter was received on May 1,
2013 and accepted on May 6, 2013. The firm’s program year did not end until May 9, 2013.
Thus, at the time of acceptance, the 8(a) program participant was eligible for award of sole
source contracts. The annual review is completed after the end of the program year, and that is
when a sole source prohibition can be put into place. The system of record indicates that the
sole source restriction was put into place on July 18, 2013 for the program year ending May 9,
2014. Consequently, all available evidence indicates that the awardee was eligible for the 8(a)
contract.

o The report concludes that a “potential separation of duties issue” existed because of the
participation of the then acting CFO on a technical evaluation team. That conclusion is
unsupported by any specific findings regarding the award. The acting CFO, who implemented
the systems in question and authored the statement of work, participated with the approval of
the properly designated and independent Senior Procurement Executive and the Contracting
Officer. The acting CFO was advised by them of her responsibilities and limitations related to this
action and as part of a team, took no actions to assert undue influence.

e The report contends that a best value determination was not properly conducted because lower
priced vendors offered the “same specific strengths” and that the evaluation team weighted one
area of the requirement more heavily, resulting in a lack of transparency. We disagree that the
proposals were not given equal consideration and possessed identical qualifications. The



technical proposals were rated similarly during the initial scoring phase, where the agency
reviews proposals independently of one another. But in the subsequent best value phase, the
agency compares proposals against one another to determine which proposal presents the best
value to the agency. This is typically referred to as a “trade-off” analysis. The best value
determination process is the first time that the agency compares responses and evaluates
whether the strengths and weaknesses of a proposal merit paying a cost differential as
compared to another proposal. A qualified technical evaluation team determined that the
relative differences in strengths and weaknesses between proposals were sufficient to justify
the higher price and were advised by the contracting officer as to how to document the
differences and trade-offs identified.

e For the same contracting action, the report makes reference to discussions between the
contracting officer and Office of General Counsel as evidence that the best value determination
was improper. We reject that suggestion; it is normal operating procedure for contracting
officers and attorneys to discuss the adequacy of documentation for a major acquisition action.

e The report suggests that SBA incurs “unnecessary service fees” when IBC awards a contract on
behalf of SBA to a contractor with which SBA could have itself negotiated a contract. This fails
to consider that IBC has familiarity and expertise with IT contracting and with particular
contractors that SBA may lack in specific situations. Furthermore, because agencies negotiate
discounts on an order-by-order basis, IBC may be able to obtain discounts and economies of
scale that SBA would not. Using IBC services also permits SBA to best deploy its acquisition
workforce to assist with the agency’s most critical procurements, and to have capacity to meet
intense acquisitions needs, such as end-of-the-year purchasing. Indeed, an internal SBA analysis
indicated that—when compared to SBA’s own acquisition costs for an SBA-conducted
procurement—IBC’s service fees are reasonable.

RESPONSE TO RECOMMENDATIONS:

As a result of our concerns about the basis for some of the report’s conclusions, unfortunately SBA
cannot concur with all recommendations. Furthermore, there are recommendations for which the
report’s proposed solution is neither cost effective nor appropriately targeted. In these cases, SBA has
partially concurred and described a corrective action we believe addresses OIG’s concerns appropriately.
Our responses to each recommendation are detailed below:

Recommendation 1 — Establish policy and procedures to ensure the individual responsible for the Chief
Acquisition Officer’s duties does not participate as a voting member in future technical evaluations.

SBA non-concurs with this recommendation. The participation of the acting CFO on the technical
evaluation team was a unique situation and sufficient mitigating controls were in place to prevent any
separation of duties issues. SBA is not required to appoint a CAO under any regulation and the new
acquisition SOP will not identify a CAO.



Recommendation 2 — Establish and implement clear written policies and procedures for preparing IGCEs
and analyzing contractor proposed costs to ensure prices are fair and reasonable.

SBA concurs with this recommendation. Policies and procedures addressing the documentation of IGCEs
will be added to the new acquisition SOP.

Recommendation 3 — Establish policies and procedures requiring contracting officers to document and
analyze significant cost discrepancies between contractors proposed prices and IGCEs, especially when
negotiating sole-source contract award actions.

SBA concurs with this recommendation. Policies and procedures addressing the documentation of
analysis of cost discrepancies will be added to the new acquisition SOP.

Recommendation 4 — Establish and implement clear, written policies and procedures for conducting fair
and equitable reviews of competitive offers or proposals for all SBA personnel who perform technical
evaluations that support agency acquisition determinations.

SBA partially concurs with this recommendation. To ensure consistency in approach, procedures for
documentation of the contracting officer’s determination will be added to the new acquisition SOP. The
procedure will include obtaining an opinion of legal sufficiency regarding the contracting officer’s
potential determination. However, because the best value determination process is tailored to each
action based on the needs of the agency and the program office, standard evaluation factors and criteria
or prescribed approaches to evaluation will not be included in the procedures. Contracting officers will
continue to provide guidance and instructions to technical evaluation teams for each competitive
review.

Recommendation 5 — Provide training to SBA contracting and program personnel on the changes to
policies and procedures identified above as part of Recommendations 2, 3, and 4.

SBA partially concurs with the recommendation. Communication regarding the policy changes will be
issued to make program personnel aware of the new policies and/or procedures. However, training will
be provided only to Acquisition Division staff and contracting officer representatives.

Recommendation 6 — Provide training to SBA contracting and program personnel on 8(a) Business
Development Program contracting limitations and the appropriate use of the Non-Manufacturer Rule.

SBA partially concurs with the recommendation. Training on the 8(a) program contracting limitations
and the Non-Manufacturer Rule will be limited to Acquisition Division staff.

Recommendation 7 — Update the interagency agreement to ensure the service fee adjustment
negotiated in 2014 is incorporated into the general terms and conditions of SBA’s interagency agreement
with IBC and request concurrence from IBC contracting services branch chief.

SBA concurs with the recommendation. The IBC interagency agreement will be updated.



Recommendation 8 — Develop policies and procedures for interagency acquisitions so that SBA is in
compliance with Federal requirements to achieve the greatest value possible from interagency
acquisitions.

SBA partially concurs with the recommendation. Internal procedures will be developed to standardize
the review process for assisted acquisition interagency agreements so that documentation is proper.
SBA does not agree that the current review process is not compliant with Federal requirements but
acknowledges that the process and documentation can be improved.

Recommendation 9 — Prior to exercising any further options on the IBC awarded contracts, make a
determination on whether using IBC’s contracting services is the best procurement approach, especially
for requirements awarded as task orders against General Services Administration Government-wide
Acquisition Contracts or Federal Supply Schedule contracts.

SBA non-concurs with this recommendation. SBA has documented a determination for each acquisition
submitted to IBC that it is the best procurement approach. The exercise of option years on existing
contracts reduces the costs of reissuing new awards.

Recommendation 10 — Develop a formalized review process for Part B funding documents to ensure
agency funds are used in accordance with Federal regulations. The formalized review process should be
documented to include: identifying SBA department personnel roles and responsibilities for reviewing the
funding documents, and an approval mechanism for accountability and transparency.

SBA partially concurs with the recommendation. The review process has been standardized but we
agree that the process, roles and responsibilities should be documented. SBA does not concur that funds
used were not in accordance with Federal regulations.

Recommendation 11 — Establish and implement clear, written policies and procedures for obligating
funds for SBA contracts.

SBA partially concurs with the recommendation. SBA will issue clear written guidance to program offices
on use of funds for contracting, where program offices enter requisitions that request multiple sources
of funding.

Recommendation 12 — Require SBA program and management office acquisition personnel to include
justification for using SBA funds for each acquisition request in the Acquisition Plan. Ensure that policy is
established to require SBA acquisition community to clearly identify the nature of the contract and justify
the use of the selected funds are consistent with the funds purpose.

SBA partially concurs with the recommendation. We do not agree that the Acquisition Plan is the
appropriate place to document use of funds; instead the Advance Acquisition Strategy will be used. We
do not agree that it is the responsibility of the contracting officers to justify use of funds, purpose of
contracts, or purpose of funds.



Recommendation 13 — If GAO opines SBA’s use of disaster funds for LMAS modernization efforts
improperly augmented the allowable amount Congress intended, SBA needs to: (1) identify the total
amount of disaster funds used for LMAS modernization efforts; (2) deobligate the disaster funds that
exceed the allowable transfer authority for augmenting LMAS funds; and (3) obligate LMAS funds that
meet the Bona Fide Needs Rule for the contract. Determine whether sufficient LMAS funds are available,
and if sufficient funds are not available SBA should report an Antideficiency Act violation in accordance
with procedures prescribed in OMB Circular A-11, §145.

Due to the speculative nature of this recommendation, as well as what we view as the report’s
mischaracterization of the LMAS funds, it is premature to respond to this conditional recommendation
until we receive GAQ’s opinion on this matter.
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