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the Participant is needed to achieve
significant interests of the Govern-
ment.

[63 FR 35739, June 30, 1998, as amended at 76
FR 8262, Feb. 11, 2011]

§124.520 What are the rules governing
SBA’s Mentor/Protégé program?

(a) General. The mentor/protégé pro-
gram is designed to encourage ap-
proved mentors to provide various
forms of business development assist-
ance to protégé firms. This assistance
may include technical and/or manage-
ment assistance; financial assistance in
the form of equity investments and/or
loans; subcontracts; and/or assistance
in performing prime contracts with the
Government through joint venture ar-
rangements. Mentors are encouraged to
provide assistance relating to the per-
formance of non-8(a) contracts so that
protégé firms may more fully develop
their capabilities. The purpose of the
mentor/protégé relationship is to en-
hance the capabilities of the protége,
assist the protégé with meeting the
goals established in its SBA-approved
business plan, and to improve its abil-
ity to successfully compete for con-
tracts.

(b) Mentors. Any concern or non-prof-
it entity that demonstrates a commit-
ment and the ability to assist devel-
oping 8(a) Participants may act as a
mentor and receive benefits as set
forth in this section. This includes
businesses that have graduated from
the 8(a) BD program, firms that are in
the transitional stage of program par-
ticipation, other small businesses, and
large businesses.

(1) In order to qualify as a mentor, a
concern must demonstrate that it:

(i) Possesses favorable financial
health;

(i1) Possesses good character;

(iii) Does not appear on the federal
list of debarred or suspended contrac-
tors; and

(iv) Can impart value to a protégeé
firm due to lessons learned and prac-
tical experience gained because of the
8(a) BD program, or through its knowl-
edge of general business operations and
government contracting.

(2) Generally a mentor will have no
more than one protégé at a time. How-
ever, the AA/BD may authorize a con-
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cern or non-profit entity to mentor
more than one protégé at a time where
it can demonstrate that the additional
mentor/protégé relationship will not
adversely affect the development of ei-
ther protégé firm (e.g., the second firm
may not be a competitor of the first
firm). Under no circumstances will a
mentor be permitted to have more than
three protégés at one time.

(3) In order to demonstrate its favor-
able financial health, a firm seeking to
be a mentor must submit to SBA for
review copies of the Federal tax re-
turns it submitted to the IRS, or au-
dited financial statements, including
any notes, or in the case of publicly
traded concerns the filings required by
the Securities and Exchange Commis-
sion for the past three years.

(4) Once approved, a mentor must an-
nually certify that it continues to pos-
sess good character and a favorable fi-
nancial position.

(¢) Protéegés. (1) In order to initially
qualify as a protégé firm, a Participant
must:

(i) Be in the developmental stage of
program participation; or

(ii) Have never received an 8(a) con-
tract; or

(iii) Have a size that is less than half
the size standard corresponding to its
primary NAICS code.

(2) Only firms that are in good stand-
ing in the 8(a) BD program (e.g., firms
that do not have termination or sus-
pension proceedings against them, and
are up to date with all reporting re-
quirements) may qualify as a protege.

(3) A protégé firm may generally
have only one mentor at a time. The
AA/BD may approve a second mentor
for a particular protégé firm where:

(i) The second relationship pertains
to an unrelated, secondary NAICS
code;

(ii) The protégeé firm is seeking to ac-
quire a specific expertise that the first
mentor does not possess; and

(iii) The second relationship will not
compete or otherwise conflict with the
business development assistance set
forth in the first mentor/protégé rela-
tionship.

(4) A protégé may not become a men-
tor and retain its protégé status. The
protégé must terminate its mentor/
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protégé agreement with its mentor be-
fore it will be approved as a mentor to
another 8(a) Participant.

(6) SBA will not approve a mentor/
protége relationship for an 8(a) Partici-
pant with less than six months remain-
ing in its program term.

(d) Benefits. (1) A mentor and protégé
may joint venture as a small business
for any government prime contract or
subcontract, including procurements
with a dollar value less than half the
size standard corresponding to the as-
signed NAICS code and 8(a) sole source
contracts, provided the protégé quali-
fies as small for the procurement and,
for purposes of 8(a) sole source require-
ments, the protégé has not reached the
dollar limit set forth in §124.519.

(i) SBA must approve the mentor/
protégé agreement before the two firms
may submit an offer as a joint venture
on a particular government prime con-
tract or subcontract in order for the
joint venture to receive the exclusion
from affiliation.

(ii) In order to receive the exclusion
from affiliation for both 8(a) and non-
8(a) procurements, the joint venture
must meet the requirements set forth
in §124.513(c).

(iii) Once a protégé firm graduates
from or otherwise leaves the 8(a) BD
program, it will not be eligible for any
further benefits from its mentor/
protégé relationship (i.e., the receipts
and/or employees of the protégé and
mentor will generally be aggregated in
determining size for any joint venture
between the mentor and protégé after
the protégé leaves the 8(a) BD pro-
gram). Leaving the 8(a) BD program, or
terminating the mentor/protégé rela-
tionship while a protégé firm is still in
the program, does not, however, affect
contracts previously awarded to a joint
venture between the protégé and its
mentor. In such a case, the joint ven-
ture continues to qualify as small for
previously awarded contracts and is ob-
ligated to continue performance on
those contracts.

(2) Notwithstanding the requirements
set forth in §§124.105(g) and (h), in order
to raise capital for the protege firm,
the mentor may own an equity interest
of up to 40% in the protege firm.

(3) Notwithstanding the mentor/pro-
tege relationship, a protege firm may
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qualify for other assistance as a small
business, including SBA financial as-
sistance.

(4) No determination of affiliation or
control may be found between a pro-
tege firm and its mentor based on the
mentor/protege agreement or any as-
sistance provided pursuant to the
agreement.

(e) Written agreement. (1) The mentor
and protégé firms must enter a written
agreement setting forth an assessment
of the protégé’s needs and providing a
detailed description and timeline for
the delivery of the assistance the men-
tor commits to provide to address
those needs (e.g., management and/or
technical assistance, loans and/or eq-
uity investments, cooperation on joint
venture projects, or subcontracts under
prime contracts being performed by the
mentor). The mentor/protégé agree-
ment must:

(i) Address how the assistance to be
provided through the agreement will
help the protégé firm meet the goals
established in its SBA-approved busi-
ness plan;

(ii) Establish a single point of con-
tact in the mentor concern who is re-
sponsible for managing and imple-
menting the mentor/protégé agree-
ment; and

(iii) Provide that the mentor will
provide such assistance to the protégé
firm for at least one year.

(2) The written agreement must be
approved by the AA/BD. The agreement
will not be approved if SBA determines
that the assistance to be provided is
not sufficient to promote any real de-
velopmental gains to the protégé, or if
SBA determines that the agreement is
merely a vehicle to enable the mentor
to receive 8(a) contracts.

(3) The agreement must provide that
either the protege or the mentor may
terminate the agreement with 30 days
advance notice to the other party to
the mentor/protege relationship and to
SBA.

(4) SBA will review the mentor/pro-
tege relationship annually to deter-
mine whether to approve its continu-
ation for another year.

(5) SBA must approve all changes to
a mentor/protege agreement in ad-
vance.

498



Small Business Administration

(f) Decision to decline mentor/protegeé
relationship. (1) Where SBA declines to
approve a specific mentor/protégé
agreement, the protégé may request
the AA/BD to reconsider the Agency’s
initial decline decision by filing a re-
quest for reconsideration with its serv-
icing SBA district office within 45 cal-
endar days of receiving notice that its
mentor/protégé agreement was de-
clined. The protégé may revise the pro-
posed mentor/protégé agreement and
provide any additional information and
documentation pertinent to over-
coming the reason(s) for the initial de-
cline to its servicing district office.

(2) The AA/BD will issue a written de-
cision within 45 calendar days of re-
ceipt of the protégé’s request. The AA/
BD may approve the mentor/protégé
agreement, deny it on the same
grounds as the original decision, or
deny it on other grounds. If denied, the
AA/BD will explain why the mentor/
protégé agreement does not meet the
requirements of §124.520 and give spe-
cific reasons for the decline.

(3) If the AA/BD declines the mentor/
protégé agreement solely on issues not
raised in the initial decline, the
protégé can ask for reconsideration as
if it were an initial decline.

(4) If SBA’s final decision is to de-
cline a specific mentor/protégé agree-
ment, the 8(a) firm seeking to be a
protégé cannot attempt to enter an-
other mentor/protégé relationship with
the same mentor for a period of 60 cal-
endar days from the date of the final
decision. The 8(a) firm may, however,
submit another proposed mentor/
protégé agreement with a different pro-
posed mentor at any time after the
SBA’s final decline decision.

(g) Evaluating the mentor/protege rela-
tionship. (1) In its annual business plan
update required by §124.403(a,) the pro-
tege must report to SBA for the pro-
tege’s preceding program year:

(i) All technical and/or management
assistance provided by the mentor to
the protege;

(ii) All loans to and/or equity invest-
ments made by the mentor in the pro-
tege;

(iii) All subcontracts awarded to the
protege by the mentor, and the value of
each subcontract;
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(iv) All federal contracts awarded to
the mentor/protege relationship as a
joint venture (designating each as an
8(a), small business set aside, or unre-
stricted procurement), the value of
each contract, and the percentage of
the contract performed and the per-
centage of revenue accruing to each
party to the joint venture; and

(v) A narrative describing the success
such assistance has had in addressing
the developmental needs of the protege
and addressing any problems encoun-
tered.

(2) The protégé must report the men-
toring services it receives by category
and hours.

(3) The protege must annually certify
to SBA whether there has been any
change in the terms of the agreement.

(4) SBA will review the protege’s re-
port on the mentor/protege relation-
ship as part of its annual review of the
firm’s business plan pursuant to
§124.403. SBA may decide not to ap-
prove continuation of the agreement if
it finds that the mentor has not pro-
vided the assistance set forth in the
mentor/protege agreement or that the
assistance has not resulted in any ma-
terial benefits or developmental gains
to the protege.

(h) Consequences of not providing as-
sistance set forth im the mentor/protégé
agreement. (1) Where SBA determines
that a mentor has not provided to the
protégé firm the business development
assistance set forth in its mentor/
protégé agreement, SBA will notify the
mentor of such determination and af-
ford the mentor an opportunity to re-
spond. The mentor must respond with-
in 30 days of the notification, explain-
ing why it has not provided the agreed
upon assistance and setting forth a de-
finitive plan as to when it will provide
such assistance. If the mentor fails to
respond, does not supply adequate rea-
sons for its failure to provide the
agreed upon assistance, or does not set
forth a definite plan to provide the as-
sistance:

(i) SBA will terminate its mentor/
protégé agreement;

(ii) The firm will be ineligible to
again act as a mentor for a period of
two years from the date SBA termi-
nates the mentor/protégé agreement;
and
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(iii) SBA may recommend to the rel-
evant procuring agency to issue a stop
work order for each Federal contract
for which the mentor and protégé are
performing as a small business joint
venture pursuant to paragraph (d)(1) of
this section in order to encourage the
mentor to comply with its mentor/
protégé agreement. Where a protégé
firm is able to independently complete
performance of any such contract, SBA
may also authorize a substitution of
the protégé firm for the joint venture.

(2) SBA may consider a mentor’s fail-
ure to comply with the terms and con-
ditions of an SBA-approved mentor/
protégé agreement as a basis for debar-
ment on the grounds, including but not
limited to, that the mentor has not
complied with the terms of a public
agreement under 2 CFR 180.800(b).

[63 FR 35739, June 30, 1998, as amended at 69
FR 29208, May 21, 2004; 74 FR 45754, Sept. 4,
2009; 76 FR 8262, Feb. 11, 2011]

MISCELLANEOUS REPORTING
REQUIREMENTS

§124.601 What reports does SBA re-
quire concerning parties who assist
Participants in obtaining federal
contracts?

(a) Each Participant must submit
semi-annually a written report to its
assigned BOS that includes a listing of
any agents, representatives, attorneys,
accountants, consultants and other
parties (other than employees) receiv-
ing fees, commissions, or compensation
of any kind to assist such Participant
in obtaining or seeking to obtain a
Federal contract. The listing must in-
dicate the amount of compensation
paid and a description of the activities
performed for such compensation.

(b) Failure to submit the report is
good cause for the initiation of a ter-
mination proceeding pursuant to
§§124.303 and 124.304.

[63 FR 35739, June 30, 1998, as amended at 76
FR 8264, Feb. 11, 2011]

§124.602 What kind of annual finan-
cial statement must a Participant
submit to SBA?

(a) Except as set forth in paragraph
(a)(1) of this section, Participants with

gross annual receipts of more than
$10,000,000 must submit to SBA audited

13 CFR Ch. | (1-1-12 Edition)

annual financial statements prepared
by a licensed independent public ac-
countant within 120 days after the
close of the concern’s fiscal year.

(1) Participants with gross annual re-
ceipts of more than $10,000,000 which
are owned by a Tribe, ANC, NHO, or
CDC may elect to submit unaudited fi-
nancial statements within 120 days
after the close of the concern’s fiscal
year, provided the following additional
documents are submitted simulta-
neously:

(i) Audited annual financial state-
ments for the parent company owner of
the Participant, prepared by a licensed
independent public accountant, for the
equivalent fiscal year;

(ii) Certification from the Partici-
pant’s Chief Executive Officer and
Chief Financial Officer (or comparable
positions) that each individual has read
the unaudited financial statements, af-
firms that the statements do not con-
tain any material misstatements, and
certifying that the statements fairly
represent the Participant’s financial
condition and result of operations.

(2) In the first year that a Partici-
pant’s gross receipts exceed $10,000,000,
a Participant may provide an audited
balance sheet, with the income and
cash flow statements receiving the
level of service required for the pre-
vious year (review or none, depending
on sales the year before the audit is re-
quired).

(3) The servicing SBA District Direc-
tor may waive the requirement for au-
dited financial statements for good
cause shown by the Participant.

(4) Circumstances where waivers of
audited financial statements may be
granted include, but are not limited to,
the following:

(i) The concern has an unexpected in-
crease in sales towards the end of its
fiscal year that creates an unforeseen
requirement for audited statements;

(ii) The concern unexpectedly experi-
ences severe financial difficulties
which would make the cost of audited
financial statements a particular bur-
den; and

(iii) The concern has been a Partici-
pant less than 12 months.

(b)(1) Participants with gross annual
receipts between $2,000,000 and
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