
Effects of SBA Reauthorization on HUBZone
(NOTE:  The President signed this legislation on Dec. 8, 2004, which becomes the effective date for implementation.)
HUBZone PROGRAM ELIGIBILITY --
Pre-reauthorization structure: 
To qualify for the HUBZone program, a business had to meet the following criteria:

1. It must be a small business by SBA standards;
2. It must exclusively be owned and controlled by one or more U.S. citizens, a Community Development Corporation or an Indian tribe; 
3. Its principal office must be located within a “Historically Underutilized Business Zone,” which includes lands on federally recognized Indian reservations; and
4. At least 35% of its employees must reside in a HUBZone.
[Items to consider to understand implication of Reauthorization impact]
· Because of eligibility criteria #2, small business concerns that are owned by a mix of U.S. citizens and other business concerns (even if small) could not be approved as a HUBZone concern. 

· Likewise, an applicant firm owned by an agricultural cooperative or an agricultural cooperative operating as a small business could not be approved as a HUBZone concern.
· TRIBALLY-OWNED FIRM CONSIDERATION. -- Statutory language required that tribally-owned small business concerns be exempt from eligibility criteria #4 (the 35% residency requirement) at the time of application. These firms, however, had to adhere to a more strict employment requirement when they secured a HUBZone contact (i.e. – the tribal firm must employ 35 percent of their new work force hired for that contract from any reservation controlled by the tribe or an adjoining HUBZone locality).
Change from Reauthorization: 
With regard to eligibility criteria #2, the ownership potential is liberalized by shifting the ownership from ‘exclusively owned and controlled by one of more U.S. citizens’ to a more lenient standard.  Under that more lenient standard, the firm only needs to be owned 51% by U.S. citizens.  The balance of the firm (49%) can be owned by any other entity (e.g. – another company). 
Also expands ownership option to permit agricultural cooperatives operating as small businesses to obtain HUBZone status or any small business owned by an agricultural cooperative. 

Tribally-owned small business concerns can choose the employment requirement they wish to invoke – either meeting the 35 percent residency at time of application or the more strict residency requirement (essentially drawing new employees directly from reservations or adjoining HUBZone locations) after the tribally-owned concern has been awarded the contract.  
AREA EXPANSION --
Pre-reauthorization structure:
There are three general categories of HUBZone geography -- metropolitan (aka -URBAN), non-metropolitan (aka - RURAL) and Indian Country.

For a non-metropolitan (RURAL) county, there are two criteria that can qualify an area as economically distressed (HUBZone) – unusually high levels of local unemployment WHEN COMPARED AGAINST THE STATE’S UNEMPLOYMENT LEVEL and unusually low levels of household income.
[Items to consider to understand implication of Reauthorization impact]
· Properties affected by the Base Closure Realignment Act (BRAC) of 1990 were not considered economically distressed, and therefore not HUBZone.

· As a result of the SBA Reauthorization Act of 2000, geography that experienced an improvement in local employment or local household income rates (and therefore is no longer considered economically distressed) were permitted to continue to enjoy the benefits of the HUBZone Program, but ONLY for three years after that improved data is made available to the general public.  This is called HUBZone Redesignation.
Change from Reauthorization: 
A non-metropolitan (RURAL) county will qualify for HUBZone status if its local unemployment rate is high relative to either the state’s unemployment rate OR the national unemployment rate. (Local county unemployment rate would need to exceed 140% when cast against either state or national rates).
All existing or future locations affected by BRAC are considered HUBZone locations for five (5) years after final closure.

Firms that are facing termination from the HUBZone Program because the localities in which they are located are coming to the end of the three-year HUBZone Redesignation period WILL NOT be terminated from the program until the results of the next decennial census (2010) are analyzed and released to the public. 
AGRICULTURAL COMMODITIES --
Pre-reauthorization structure:

The general HUBZone Price Evaluation Preference (PEP) is ten (10%) percent applied to the bid price of the apparent successful large business offeror in a full and open competition.

The SBA Reauthorization of 2000 created a different PEP standard for commodities purchased by the U.S. Department of Agriculture.  That PEP was ten (10%) percent applied against the first 25 percent of a commodity purchase (single invitation), five (5%) percent applied against the next 15 percent of the same invitation and zero for the balance of the commodity purchase.
Change from Reauthorization: 
In the case of U.S. foreign humanitarian food assistance acquisition programs, the new USDA PEP rate will be five (5%) percent applied against the first 20 percent of the contract.  (NOTE: Other commodity buys by USDA not related to foreign humanitarian food assistance programs will continue to be guided by the phase-out PEP structure cited above.)
Effects of SBA Regulatory Change on HUBZone 

(Changes were effective on June 23, 2004)

1 --- Prior to June 23, 2004, regulation change:

HUBZone firms were required to recertify their continuing eligibility to meet HUBZone standards with the SBA every year.

1 -- Following June 23, 2004, regulation change:

HUBZone firms are required to recertify their continuing eligibility to meet HUBZone standards with the SBA once every three (3) years.   SBA will provide an online form to accomplish this.

2 -- Prior to June 23, 2004, regulation change:
When HUBZone construction (general or specialty) firms functioned as prime contractor, they could subcontract out as much as 85% of a contract to non-HUBZone firms of any size.
2 -- Following June 23, 2004, regulation change:

HUBZone construction firms must now perform on 50% of the contract themselves or through other HUBZone subcontractors.

3 --- Prior to June 23, 2004, regulation change:

HUBZone firms could not secure non-manufacturing waivers if they qualify as reseller/retailers.

3 -- Following June 23, 2004, regulation change:

SAME RULES APPLY

4 -- Prior to June 23, 2004, regulation change:

HUBZone firms looking to form joint ventures and still preserve the HUBZone preferences for prime contracting could form those JVs with other HUBZone firms, firms in the 8(a) Business Development Program or Women-owned small business concerns.

4 -- Following June 23, 2004, regulation change:

HUBZone JVs are limited to only JVs formed among HUBZone firms. 

5 – Prior to June 23, 2004, regulation change:

There was concern among some applicant concerns that the Agency was not being definitive about HUBZone treatment of firms involved with a mentor-protégé relationship resulting from participation in another government initiative (e.g. – 8(a), DOD or NASA mentor-protégé).  

5 -- Following June 23, 2004, regulation change:

Clarification given to an applicant concern seeking HUBZone status that any pre-existing mentor-protégé relationship will not be deemed an affiliation when revealed in a HUBZone application, thereby eliminating the potential for the firm to be denied on the basis as ‘other than small’  This regulation does NOT create a HUBZone mentor-protégé initiative.
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