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FEDERALLY SPEAKING

Federal Procurement Litigation: Size Protests:

The Basic Rules of the Game
By Edward Jl. Kinberg

Introduction

In my practice, which is focused on federal contract litiga-
tion, I have noticed a significant increase in a unique area:
size/status protests. While such protests have been around for
years, they have been relatively limited. Size protests arise
from an agency's decision to “set-aside” or limit a procurement
to a class of contractors based on the size of their business or
one of several special statuses established by Congress such
as disadvantaged, disabled veteran-owned, woman-owned or
other special category.

Contractors that do not qualify according to size and/or
status as required by the contracting officer can file a pre-
proposal protest challenging the decision to set-aside the
solicitation; contractors that qualify for the status can file a
post-award protest challenging the status of the contractor
selected for award. This article is limited to the issues invoived
in post-award protests.

With the on-going federal budget crisis and market compe-
tition, contractors are increasingly looking for ways to increase
their opportunities to bid contracts. One of the more common
methods for doing so is for large businesses to “team-up” with
small businesses to bid on sizefstatus limited procurements.
While this increases their bidding opportunities, it also
increases the risk of a protest. Federal litigators need to be
aware of the basic issues involved in such protests ...

The Basics

Size/status protests are very different from traditional bid
protests. They are initially decided by an area office of the
Small Business Administration (SBA) with appeal to the SBA
Office of Hearing and Appeals (OHA). The rules and proce-
dures for size protests are found in two general sections of the
Code of Federal Regulations (CFR). Title 13, Part 121 pro-
vides the general rules for size protests. The rules for appealing
size determinations are in Part 134 of Title 13.

Size protests involve complaints that the company that
won the award does not meet the required size/status standard
due to its relationship with a large company. This article will
be limited to a review of the basic rules for filing a size protest
and the issues involved.

The Basic Rules for Filing a Protest
While you need to carefully read the rules for filing a size
protest, the following is a summary of the key requirements:

1. File the protest on time: Size protests must be received by
the Contracting Officer prior to the close of business on the
5th business day following the day sealed bids are opened
or a notice of intent to award a negotiated procurement is

issued by the Contracting Officer. (13 CFR §121.1004).

2. The protest must contain specific facts as to the basis for
the protest. The protest does not have to have a substantial
amount of detail, but it must contain sufficient information

to identify the issue involved. The CFR includes the fol-
lowing examples of an adequate protest:

Example 2: An allegation that concern X is large
because it exceeds the 500 employee size standard
(where 500 employees is the applicable size stan-
dard) because a higher employment figure was pub-
lished in publication Y is sufficiently specific.

Example 4: An allegation that concern X is affili-
ated with concern Y because Mr. A is the major-
ity shareholder in both concerns is sufficiently
specific.

Example 6: An allegation that concern X exceeds
the size standard (where the applicable size stan-
dard is $5 million) because it received government
contracts in excess of $3 million last year is suf-
ficiently specific.

See 13 CFR §121.1007(c)
3. File a timely appeal of an adverse size determination. Size
decision appeals must be filed within 15 calendar days of
the receipt of the formal size determination and NAICS

appeals must be filed within 10 days. (13 CFR §134.304)

The Issues

All of the various areas the SBA analyzes in deciding a size
protest are based on a single issue: control. While there are
specific names for various types of issues, they are all based on
determining whether a large business, directly or indirectly,
has the ability to control the business that received the con-
tract award (13 CFR §121.103). The SBA can find control
even though the large business or individual affiliated with
the large business does not have a majority ownership in the
small business.

The regulations contain an interesting concept called
“negative control” which can be found to exist when “minor-
ity shareholder has the ability, under the concern’s charter,
by-laws, or shareholder’s agreement, to prevent a quorum or
otherwise block action by the board of directors or sharehold-
ers.” (13 CFR §121.103(a)(3)). Negative control may also
exist when “an individual, concern, or entity exercises control
indirectly through a third party.” (13 CFR §121.103(a)(4)).

These, as well as many other similar types of control, are all
included in the CFR under the term “affiliation.” The regula-
tion lists the following different types of affiliation:

¢ Based on stock ownership (13 CFR §121.103(c))

® Arising under stock options, convertible securities and
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agreements to merge (13 CFR 121.103(d))

* Based on common management {13 CFR §121.103(e))

¢ Based on identity of interest (13 CFR §121.103(f))

® Based on the newly organized concern rule (13 CFR
§121.103(g))

¢ Based on joint ventures (13 CFR §121.103(h))

o Based on franchise and license agreements (13 CFR
§121.103(i))

In examining these issues, the SBA considers the “totality of
the circumstances and may find affiliation even though no single
fact is sufficient to constitute affiliation” (13CFR §121.103(a)
(5)). As a result, the SBA can find affiliation even though they
are unable to find sufficient records to support any of the specific
types of affiliation listed in the regulation.

Hidden within the above categories of affiliation is a
rule known as the “ostensible subcontractor rule” (13 CFR
§121.103(h)). This subsection provides that affiliation can be
found if a subcontractor that does not qualify as small will be
performing “primary and vital requirements of the contract” or if
the prime contractor is unusually reliant on the subcontractor.

In making this determination the SBA will examine the sub-
contract, the nature of the services or materials for which the
subcontractor is responsible, agreements such as bonding assis-
tance or financing, and whether the subcontractor is the incum-
bent contractor. Again, it is important to keep in mind that the
SBA will look at the “totality of the circumstances” and may
find affiliation based on a combination of factors even though
each in itself may be insufficient to constitute affiliation.

If you would like to learn more information about the various

issues involved in size protests, I recommend a web site main-
tained by Stan Hinton (stanhinton.com). The SBA tab will
provide you with quick access to applicable rules and cases.

Conclusion

While initial compliance with federal size standards may
seem like an issue for a transactional attorney, reductions in
federal spending and increased competition for limited funds is
likely to result in a long-term increase in both the number and
complexity of size protests. Given the very short period of time
to file protests and appeals, it is essential that federal litigators
become familiar with issues and rules so they can quickly and
accurately represent their clients when the call comes. $B

Ed Kinberg served as a procurement attorney with
the U.S. Army Judge Advocate General (JAG)
Corp before opening Kinberg & Associates LLC
in Melbourne, Fla. He represents clients in all
aspects of government contact law including
size protests, bid protests, and litigating disputes
before federal and Florida courts and federal and

state agencies.
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On October 15, 2010, the U.S. Small Business Administration {SBA) received a referral
of a protest received from the

On October 26, 2010, the SBA dismissed the protest as untimely, However, SBA has
regeinded the dismissal because 1t did not exclude the Federal Holiday on Qetober 11, 2010, and
therefore renders the protest fimely,

The subject solicitation was governed by negotiared acquisition procedurss. According
to the CO, nolification was given to the offerots on October 5, 2010 about the apparent
sueeessfitl offeror

s dav after notification. Therefore, the protest is considered amely under 13 C.FR ¢

L

As authorized by 13 CF.R, §125.25,
service-disabled veteran-owaed small business concsrn. Also,




Required Response b}_

In compliance with 13 C.F.R. § 125.27, SBA must decide all protest allegations that are
not dismussed as premative, untimely or non-specific. In accordance with 13 C.F.R. § 125.23(d),

ﬂ’e business days from receipt of this letier to submit information in response to

Specifically, [ must provide the following supporting documentation (as
applicable) demonstrating that the company wag 51% unconditionally and direcily gwned by one
or more setvice-disabled veterans at the time it submitted its offer in response to the subject
contract solicitation;

» Evidence that the firm’s majority ownet(s) have beet recognized as service-disabled
veteran(s) (SDV) by either the Diepartrent of Veterans Affairs (VA) or the United States
Department of Defense (DOD). Specifically, you must provide a copy of the written
determination from the VA or DOD.

o Date and state in which the fitm was established or incorporated;

e Name and address of the firm s owner(s), general partner(s), members, and principal
sharsholders/stockholders;

» Percentage of votng stock in the firm of business owned by 8DVs;
« Copies of stock certificates (front and back) for all classes of stock:
o Stock ledger certified by the corporate secretary or president:

e List of any stock option(s) outstanding and name of person holding option(s), include
agregment;

¢ List of stock held by 2 lender or other party as pledged collateral, mclude a copy of
agreement:

e List of stock voted under a proxy agreement, a frust or votlng trust and a copy of such
agreement!

«  Duy/sell agreements;
» Sharcholder agreements:
+ Copies of promissory note(s) and proof of payment;

s (Copies of business concern’s two most recent Federal tax returns.



-3

(.5

e

The firm inust also provide evidence demonstrating that it is controlled by one or more

SDVs. Such evidence must inciude (as applicable):

A copy of the corporate bylaws, partnership agreement. or operating agreement:
A copy of the latest corporate meeting minutes;

Articles of incorporation;

Trust agreements;

Copies of agreements required for the operation of the business (e.g., franchise, license,
and or similar contracraal agreements with other concems);

Names, addresses, and resumes for all officers, directors, managing partners, and/or
managers of the fion;

List of the firm’s affiliates (domestic and foreign):

List of all owners, parters, direciors, officers or principal shavehnlders/ stockholders that
hold a position (paid or unpaid) in another firm;

List of owners. officers, directors, supervisors and or employges that have ever been
employed by or performed work for any affiliate of the firm;

List of all facilities, equipment, and or personnel shared with other firms at the time of
the bid opening;

Copy of lease agresient(s),;

List of the firm's current financial obligations (o other individuals or entities (e.g., Ioang,
security agreements. gharantees, mdernnifications, elc);

Percentage and description of worl under this contract that will be performed by
affiliate(s);

Breakdown of firmm’s sources of revenue indicating totzl percentage of revenues
attributable 10 ludividual sowwe;

List of individuals who have signed or are expectad to sizn documents to facilitate the
ability of the business concem to receive indemnifications or credit guarantees, who are
not owners. officers. directors. émployees, partners, or principal stockholders of the
business concern,

142



10 this protest must be

, SBA must receive the firm’s response no later
than the close of business on November 5, 2010.

Failure to provide sufficient information and supporting documentation to establish
as @ service-digabled veteran-owned small business eligibility will result in an adverse decision.

In accordance with 13 C.E.R, 3125.27(d), SBA has fifieen business days from the date it
zecelved the Protester’s referral to determine [ G 52 il nodfy
its determination. The determination will be effective immediately and

will be final, unless it is overturned on appeal by the SBA’s Office of Hearings and Appeals,
pursuant 1o 13 C.E.R. §125 27(1).

Thank yeu for your cooperation in this matter. If vou have any questions, please contact
Ediih Butlar of my staff at (202} 203-6842,

Sincerely,

.| E 7
,—'lg A { 7 }
i‘%{ * KM

Diane Heal, Assistant Director
Office of Contract Assistance

Enclosures

cc {via facsimile):
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Recommended Web Websites for Issues Involving Size/Status Protests

Ed Kinberg
Kinberg & Associates, LLC
1290 W. Eau Gallie Blvd.
Melbourne, FL 32935
321-259-1910
www.kblegal.com

SBA Size Standards: These pages from the Small Business Administration’s website are a
great starting place for any size or status issue:

- What’s New with Size Standards

- Small Business Size Regulations

- Size Standard Methodology

- Summary of Size Standards by Industry

- Table of Small Business Size Standards

- Size Protests, Size Determinations, and Appeals
- SBA Guide to Size Standards

- Affiliation

- Businesses Determined Other than Small

- Size Determinations and NAICS Appeals

Rules of Procedure Governing Cases Before the SBA Office of Hearings and Appeals
(OHA): These pages from the Small Business Administration’s website have the rules and
procedures for challenging a business’s size or status

- Rules of Practice

- Size Determinations and NAICS Codes

- Appeals Under the 8(a) Program

- Appeals Under the Service-Disabled Veteran Program

- Equal Access to Justice Act

- Women-Owned Small Business Concern (WOSB) and Economically Disadvantaged
WOSB (EDWOSB)

Miscellaneous Web Sites:

Stanhinton.com: If you’re looking for cases on size and status protest issues, this website has an
extensive listing of cases with subject areas.

Wifcon.com: This is a great website for information on most issues involving federal
procurement. While the home page looks crowded, there are links in the upper right hand corner
for the main sections of the web site.


http://www.kblegal.com/
http://www.sba.gov/content/what%E2%80%99s-new-with-size-standards
http://www.sba.gov/content/small-business-size-regulations
http://www.sba.gov/content/size-standards-methodology
http://www.sba.gov/content/summary-size-standards-industry
http://www.sba.gov/content/table-small-business-size-standards
http://www.sba.gov/content/size-protests-size-determinations-and-appeals
http://www.sba.gov/content/guide-size-standards
http://www.sba.gov/affiliation
http://www.sba.gov/content/businesses-determined-other-small
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr;sid=ad03509bc4c4a687d49a0338398472f4;rgn=div6;view=text;node=13%3A1.0.1.1.24.3;idno=13;cc=ecfr
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&sid=ad03509bc4c4a687d49a0338398472f4&rgn=div6&view=text&node=13:1.0.1.1.24.2&idno=13
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&sid=ad03509bc4c4a687d49a0338398472f4&rgn=div6&view=text&node=13:1.0.1.1.24.3&idno=13
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&sid=ad03509bc4c4a687d49a0338398472f4&rgn=div6&view=text&node=13:1.0.1.1.24.4&idno=13
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&sid=ad03509bc4c4a687d49a0338398472f4&rgn=div6&view=text&node=13:1.0.1.1.24.5&idno=13
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&sid=ad03509bc4c4a687d49a0338398472f4&tpl=/ecfrbrowse/Title13/13cfr134_main_02.tpl
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&sid=ad03509bc4c4a687d49a0338398472f4&rgn=div6&view=text&node=13:1.0.1.1.24.7&idno=13
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&sid=ad03509bc4c4a687d49a0338398472f4&rgn=div6&view=text&node=13:1.0.1.1.24.7&idno=13
http://stanhinton.com/Small_Business_Administration.htm
http://www.wifcon.com/
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