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LETTER OF TRANSMITTAL

Arr MeuMBERS,

Committee on Small Business,

U.8. House of Representatives,

. Washington, D.C. ' .

Dzar CorrBacur: Public Law 94-805 established in SBA. the posi-
tion of Chief Counsel for Advocacy. '

The Chief Counsel for Advocacy is not in the SBA chain of com-
mand ; he is a Présidentially appointed official with Senate confirma-
tion. His mandate is to represent the views of small business and in
carrying out this mission he is expected to present and fight for the
views of the small business sector of the economy; however, these
views will not always be the same as those expressed by the SBA on
behalf of the administration. He is much like an attorney representing
a client and just as the attorney presents his client’s position, the Chief
Counsel for Advocacy presents his client’s position which is that of
. the small business community. - _

In carrying out his duties, he is authorized to prepare and publish
such reports as he deems appropriate. He recently released a report
by an Office of Advocacy Task Force on “Small Business & Innova-
tion”, along with two other previously unpublished reports.

This report, and the reports contained in appendices thereto, con-
tain very thought provoking opinions and proposals. It is being pub-
lished as a committee print for the information of and consideration
by Committes Members and others. It does not necessarily reflect the
views of the administration, the Small Business Administration, SBA’s
Chief Counsel for Advocacy nor this Committee.

With best wishes, T am

Sincerely, -
' Nean Smrtm, Chairman.







SMALL BUSINESS -
AND
¢ INNOVATION: -

", . . there :Ls a 1ot that can- be done to” chmnel
regearch and development funds” to the small- business
entities of America: ~We've done an analys:f.s that

shows the Government gets a mitch better return on’ ite
investment with a-small business with eagerness and .
growth as a major-commitmerit,  a tiny bureaucracy where
the superb leadership ie- very close to 'the actual Work:l.ng
conditions, than we do-with an equzl. amount of reséarch
and - development money put into very- large corporations
which-might congider research and development projécts..
as one of the tiny portions of its total commitment.''

g 'TE;eg=i.dent“'J immy ;'_C‘_é'rte_r i

"Anyth'ing thet won't sell, I don't want to invent.
Its sale 1s proof of utility, and utility is success.”
D0 onl mhomas Alva Hdfson

Prepared by:

Office of the Chief Counsel
for Advocacy
U.S. Small Business Administration

v



P.L. 94-305 charges:«the Chief Counsel for
Advoecacy with the respon51 ilities to: examine the .
role of small business in the American economy and the
contribution which gmall business can make in . , ,
stimulating innovation (Sectlon. 202(1l});. develop: pro-
posals for changes in Policies. and activities.of-any .. .-
agency of the Federal Government which will-better -
fulfill the purposes. of the. Small Business.Act.and..: -
commmicate such proposals to'the appropriate; ;Federal.
agencies (Sec. 203(3)),.and Yecommend. spegific . i
measures for creating an environment in which. all. :
busineésses will have_an opportunity to,. compete effectively
and expand to, the;r ili” Potential, and. to.ascertain. the. :
i

for small bu51ness=suecesses~and

The Chlef Counsel s, authorized to hold hear-
ings with the approval of the SBA Administrator. From
time to time, he may prepare and publish such reports as
hefdeems appropriate to carry out the functlons of his
office . P S ; s

uant ‘to ‘this” authorlty. and with he approval
of the Admlnlstrator Honorable.-A, Vernon Weaver, hearings
were held on January 4th and 5th and February 22nd and

23rd of this year in Washington, D.C., on the subject of
Innovation and Small Business, This report and the draft
copy of the '"Small Business Innovation Act" are the products
of those hearings. _

vD




TABLE OF CONTENTS

E&g..
Foreword;............}............;;.:;;..,...}. ii 
Introduction......... Cherreeie et e e 1
SBA Advocacy Task Force Bill.................... 5

;"Comparison -1 P cors 15
Diséents Noted.....ooevivenvenevunirnennsnanass 31
Biogfaphieé |

Members of SBA Advocacy Task Force......... 35
Members of Commerce Innovation Small
Business "Task Foréde”......oviievvinnnna. . 49

- Bibliography......... T T

. Appendices

I. "The Effects of Domestic Policies of the
Federal Government Upon Innovation By Small
Businesses" - A Report of the Small Business
Members Who Served on the Industrial Innovation

. Advisory Committee That Was Established as
Part of the Domestic Review. (May, 1979)

II. "Recommendationsg For Creating Jobs Through
the Success of Small, Innovative Buginesses'' -
A Report to the Assistant Secretary of Commerce
for Science and Technology by the Commerce Work
Group on Job Creation., (December, 1978)

(VID)







INTRODUCTION. & -

This is a report of an unusual consensus among
three citizen study groups on a matter .of national urgency.
The -three groups were named- for simllar, but slightly v
different purposes. .

! Firse, the: Commerce Department named fourteen
leading c1tizens ‘to: a'work group'ton: "Job Creation.. - i
through the Success of Small Innovatlve Eusinesses
(JC—WG, hereafter) : :

Second s part of a Domestlc Policy Rev1ew of
industrial innovation the Commerce Department included
six amall business people on advisory subgroups.. They
filed -joint views on gmall: business .in. .industxrial 1nnova-w
tion, in effect becoming:an additienal subgroup of the:
Review. (INN-SBTF hereafter)

- And finally, e named twenty executlves of small,
science- based f1rms: and seven. venture capital managers:: to.y
serve: as--a “task.force! on how to strengthen 1nnovative
small businesses.themselves. - . L o

LiPivd YWhatiils: remarkable i .that these forty-seven
citizen leaders::whose backgrounds,. -§kills :and :outlooks.
are richly diverie arrived-at :.roughly the game set.of :
conclusiong.” Whether their purpose was: creating. jobs, e
shoring-up our: sagging industrial innovation-rate-or. - - -
‘expanding.small’ science-based business-~whete -they-dealt.
with the same Federal Policles. they reflect substantial:
consensus.

= "Gonsensua" here dOES*nOt mean that the views.

of the three groups are identical -or.that. they cover
exactly the same ground. Nor does consensus mean that

any :individial . member of any.of the groups would necessarily
put his own :sviews: din precisely.the terms used.in the group's
report; Every memberx .of each :group. .dogs not necessarily

) subscribe to every recommendation, although, of course, by
his signature each member concurs generally in the group's

- congengus,

Q)




. All three groups seem generally to agree
that: - ) _ .

1. The critical need is for an entrepreneurial
“environment far more favorable to innovation and risk-
taking than we have had for: the past:ten years;

2. Primary reliance for innovation can and
should be placed on the p'r.'ivete sector,

'3 'I‘he unsatisfactory environmentz for innovation
and risk-taking resulta:from the: cumulative impact of a.. .
- number of Federal policies;

~rb, - Small:business? is: the: mWostL! \mderutilized
participan in,_ the Nation g 1nnovation process 25 T

5 There is a compelling national stake ins-
closing the gap between small business' potential contri-
buti 1 £ innovation and :Lts present utilization.

6 General Federal policy c‘nanges' important a8
they - are will ‘not” help small business ;enoughs the changes
needed ‘must ‘bespect flcally! targeted o .

Two typical yet central deficiencies cit:ed
anorig many are: 3’ inadequate ‘Federal targeting of

Federdl R&D: procurement £0.'small businessy: and (b wnroios
inadequate:incentive: for: converting Federal R&D results £l
to market sector civil technology-immovation: . :ifsu

w0 B s To 'meet those :defilciencies: atgradual build
up to.a 10% set-aside for small business.research and:
deve Iopment: procurement 1ig recommen ded.- That viould almost
triple‘small business' share in .a:few yeara’ Transfen o
the private:sector.would be ‘further stimulated by: us:.ng 1%
to follow :a mode program dcve~loped by ; ;
Foundation:in - STk -

9. Those Federal policy changes neceseary
creating a favorable- environment ‘are practicable 'and
achievable :'the near term" P RR

dEnE - THe :SBA" Advocacy T'ask Force ‘met for ..=four idays
SItwas the Judgment-of the ‘group that: ddcumentation and
argumentation* in supportiof iiteviewpointwas’ generally




available. (It had before it the Report of the Commerce
Work Group on Job Creation (Apperidix IT) and knew that the
second report (Appendix I} was in prepaeration.) It
therefore concluded that it could best spend ite time
concentrating on the content of a spacific 1egislative
proposal.

What follows then is the text of proposed
legislation It is cast in layman's language and is not
in the Congressionally approved form. 1Its purpose is to
reflaect recommendatichs rather than actual statutory language.
(Versions of two parts of it have already beén introduced in
the U.S. Senate: §S. 3496 pending before the Senate Judiciary
Committee and 8, 1074 before the Senate Small Business
Committee.} It is followed by a schematic comparison of
the recommendations of all three groups. The full texts of
the reports of the Commerce Work Group of Job Creation and
the Commerce Innovation Small Business Task. Force .are.
attached as appendices.

To students of the innovation process many of the
recommendations will have a familiar ring. have figured
in other citizen group studies extending from tze Charpie
Commerce Department report almost twelve years ago, to the
SBA Casey report .of two years ago. .

These forty-seven men and women have given generously
of their time and talents. They have done so in the hope
that they can commmicate to their country's leaders the sense
of urgency which they feel about this subject. It is rare
that a single general preseription--enhancing the environment
for small business technology-innovation--appears to contribute
to so many high priority Federal goals: . stabilizing inflatiem
through new products and new processes; speeding the replace-
ment: of non-renewable energy and material resources; strength-
ening domestic producers' competitive ability and the balance
of payments; enlarging the most job productive part of our
economy; and enhancing our ability to control undesirable -
consequences of our industry.

: If these forty-seven cltizens are right--and we
believe they are--our country will gain much or lose much,
depending on. how quickly it acgepts the advice they have
given it. . ' . :

Milton D. Stewart o
Chief Gounsel for Advocacy
May 23, 1979







"Small BUSIHESS Innovatlon Act of 1979"

A Leglslatlve‘Propow




SECTION 1. PURPOSE: TO ESTABLISH a Federal program to
bolster imnovative small businesses by strengthening
their role in Federally funded research and development
-and by fostering their formation and growth in the
economy. °

This Act may be cited as the "Small Business Innovation
Act of 1979 "

! Booare A ol an U oo
SECTION'2: FINDINGS: ~THE CONGRESS hereby finds that

1. Technological innovation is a most important
i :» v contributor to:job,. creatlon, .Lncreased PrO-, o7
”‘duct1v1ty, ¢ompetition and Edonomié growth "
in the United States as well as a valuable -
counterforce to. 1nflat10n and Qur® balance
of payments deficit “

2. Small business is a principal source of major
innovations in the Nation when compared with
large business, universities and government
laboratorles,

3. Yet the vast'majority of Federally funded
research and development is conducted in
large business, in universities and in
government laboratories with small business
.Eeceiving less than four percent of these

. funds; .

4. While private U.S5. technology expenditures are
highly concentrated with just six industries
accounting for over 85 percent of all industrial
research and development spending and just 31
companies, many of them multi-national, ac-
~counting for 60 percent of total U,S8, R&D;

5. Moreover, the Internal Revenue Code, In its
present form insufficiently supports the
formation, growth and long-term Independent
operation of innovative small businesses;
THEREFORE

6. It is in the national interest to strengthen the
ability of small businesses to be innovative, to
increase private sector commercialization of
innovations derlved from Federal research and
development, to increase the proportion of
Federal research and development expenditures

" which go to small firms, to assure small firms
-, sofi-the opportunity to compete for Federal research
*and development contracts and to stimulate tech-
nological immovation by all possible means.




SECTION :3: ' RESEARCH. AND: DEVELOPMENT.. PROCUREMENT. SET-.u
ASIDES FOR: SMALL-BUSINESS: . EACH FEDERAL: Department or
Agency shall ‘target:an increase by set-aside for small:.
business of prime:research'and- development contracts of
at least one: percent (lA) iper.year:of its total research
and development-budget, béginning in fiscal: year :1980,
from fiscal. year 1979 levels, antil small business. s
receiving a prime. contract -dollar-volume equal to. at: o R
least tem: percent:-. (10%):.0f that. Department S::01, Agency s
total research :and development budget.. = . P

SECTION 4: §SMALL BUSINESS INNOVATION RESEARCH PROGRAMS

EACH DEPARTMENT or Agency.with a research and; develop-~

ment budget 0f:$100 million or more will initiate a ... : .
small business: innovation research competitive. .soliecita- -
tion program modeled aftex. .the Natiomal .Seience Foundation's '’
Small Business Thnovation research: program,. but. introducing, .. .. .
their own topics, making:their own solicitation,. evalua- :
tions and awards, the latter from-their: own budget .

Funding of this program will be at a level equal fo et
least one .percent (1L} of -each agency's. research and:

development budget,: starting dn-fiscal year 1980.. Each
agency program shall ‘be :designed to-be -a direct attempt
to stimulate teéchnological: innovation. in -the private .
sector from Federally funded.research and development
in agency program objectlves

SECTION-5:: =PATENTS AND INVENTIONS G SMALL BUSINESSE
should be allowed to retain patent. rlghts .om: inwventions -
made under Federally—supported research accordlng to the
follow “prov151ons T “

1 Each mall buslness shall ave. L
amount :of time:toi elect: teo retain tltle to subJect. nven
tions. The Federal: -agency . may, retain title -if the inven- :
tion is made umder:a contract for: operatlon of a. government”,;.
owned research or productlon fa0111ty, -or-in’exceptional. :
circumstances when it is determlned_that restriction or
eliminatidn.of -the .right.of the- cofffactor to.retain title
to apstbject.invention. would better promote the P Wi
and objectives of this bili. ﬂ : AT

22y Whenever.the fundlng agency «détermines.. that_it R
should retaln -titleto-a; isubject ntd copy of . .
this.decision shall-bersent it .
The Comptroller:sGeneral wil
inform the:héad.of the .agency of hls )
whether or.tiot this retention.of title . As - justified, YN
Comptroller General:will.also,submit an.annual . report ro .
the House and Senate Committees on the Judlciary oh agency
implementatlon” f-this:bill. T




3. Each funding agréement shall contain provisions
to: (1) insure-the right of the Federal Government to. -
receive title to any- subject invention not reported to it
within & reasonable time; ' (2) insure the government's :
right to receive title to inventions when the inventor
does not intend to file for patent rights; (3) guarantee
that the agency-shall have a nonexclusive, nontransferable
paid-up license touse the invention; and (4) lnsure the
right of the funding agency ‘to require periodic reports - Co .
on the utilizatlon or efforts ‘at obtalning- utilization of . ]
the subject invention . . !

4. The Federal agency has the right to require the f'i _ !
subject inventor of his assignee to grant additiomal ~ . - &
licenses -if the agency feels that sufficlent steps are

not being taken to achleve commercialization.  Additional

licensing may also be required to .allevlate health and :

safety needs, or under provisions for public use as.:

specified by Federal regulations i

5. If ‘the patent holder receives $250 000 in after—
tax profits from licensing any subjeet invention durin
a ten-year perlod, or 'receives in-excess of $2,000,000.
on the sale of products enmbodying or manufactured by a.
process employing the subject invention within the ten-
year period, then the government shall be entitled to
collect up to 50 percent (50%) of all net income above
these fipures until ‘Such -time as the~amount of government B
regearch monrey has been repaid B o

6. Any title holder to a subject invention or his
assignee shall not grant to any person the exclusive right
to use or sell .any subject ‘invention in -the United States
unless that person agrees-that any ‘products embodying the ...~
subject "Invention or:produced through its use-shall be
manufdctired substantially within the U.S. :unless this-
provision’ is waived by the funding agency FRT

7 Federal agenciea are authorized to grant exclusive, :
partially exclusive, or non-exclusive: 1icenses on government_“fv

-owned patents to achieve .commercialization, <

8. After publie motification of the government patents
available for licensing the agency will then require that i
potential licensees -submit plans outlining how the invention
will be developed and marketed.: If:the agency determines: -
that thé granting ofan ‘exclusive or part%ally ‘exclusive -
licensé will not lessen competition’' it will give first
preference in its liceneing to qualified small bueinesses

9. All contractors mot covered under this propoeal
will continue to operete under the existing agency programs




(b) . The Patent Office shall. develop a practical,
effective and low-cost per use computer-based search. and
retrieval system for 1ts own use and public access with
particular concern for its usefulness to small business

firms. The system shall includé appropriate classifica-
tions for ‘and require the submission of supplemental
information to make’accessing easier, more complete and
‘to provide more information concerning a; patent giuse -
and potential application. v it ioi .

(c) The Patent Office and the Small Business
Administration shall jointly and urgently condiet a -
study ‘of the feasibility of devising a modified version ]
of ‘the patent law and regulations for use:by small-: o
businesses,-and individual inventors. 'The:goal of: such'ﬁ
a modified version:shall be to reduce the time:and cost:
of .securing and defending . the :parent rights of small
businesses and individual inventors to reduce the
present inequity resulting from the greater. ability of:
large business to. make effective use of the patent 1aws_,,
and regulations : ! T

(d) The Patent Office shall conduct a. study regarding L
the feasibility of.initiating a compulsory licensing: require-
ment for patents. which are not ‘being adequately .expioited - .-
and.shall. report back its findings to. the Congress within

SECTION 6: REGULATIONS POLICIES AND PRDCEDURES;' (a)
Procurement: The Office of Federal Procuremént Policy
in cooperation with the Small Business Administration .
shall develop.and issue a simplified set:of regulatione
for research and‘development awards -to small business
designed from the users'. point of view. T

1. Cost-sharing requirements for research.an&i'h-w-
development awards to small busineas shall be eliminated
and negotiated fees shall be allowed on all such contracts,‘

,2. No Federal agency or! organizational unit within K
an agency-shall. exclude amall buginess from a- fair-and.
equitable opportunity to.competeron & merit. basis on. -
the same terms as other participants, i

3. Every Federal agency shall seek unsolicited
proposals from small business and shall give such”
proposals a fair and _prompt review based upon‘their

49-4ik Q - 79 = 2
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merit, and- small business. should have equal opportunlty
to rece1ve sole source awards* ;

4.‘ Independent research {nd development (IR&D)
and bid and proposal. (B&P). costs’ of small business '__
firms shall-be:considered as expenses. for the fiscal -
year in which they. cccur:instead: of belng averaged- :
back over the past two years; ‘

5. The Departments of Defense and Energy and’
the National Aeromautics and’ Space Administration shall'
take additional steps.to, conduct regular break-out
reviews of. all proposed large scale systems contracts:
for research and development, and to.seek:means of-
making more! of thlS effort avallable to small busmne

6. All Federal agenc1es 1nvolved Wlth research;
and devélopment funding will develdp, with the Small” "
Business Administration, specific programs to inform
their staffs and consultants of the need:to provide
a fair and equal opportunity to small women-owned -and:.
minority business:firms to be considered for: Federally g
funded’ réseatrch-‘dand development ‘and of the fequireément
to guide, counsel and assist small firme to strengtheli -
their capability..to. compete and .insure that they
receive a fair gharée.of all. Federal research and
development contracts as described in the Small.
Business Act. - Evaluations of procurement: personnel
performance: shall include appraisals® of-achievement
and attitude in expandlng small-and mlnorlty bu31ness
partlcipatlon _ .. ‘ : ;

N End

7. All Federal agenc1esjhave a responslblllty” nee
to 1dent1fy and study those problems of their procure-
ment systemwthat, ‘in effect, discriminate against *
small business:and: a responsmblllty to ‘make -changes -
or eliminate these practlces to the extent pose1b‘e o
.through administrative action, ~* AT

w (b) Regu atory, Flexibility::

1. ALl Federal agenc1es ‘which issue regulatlons
affecting small business shall, insofar as practicable,
issue them so as to relate regulatory burdens to the
relative size of the firms regulated.




vy In-cases where government regulations’ Provide.
for an agency to make a:decision-involving: a-matter: initiated
by a small business:within a certain time periéd-and that’ -
declsion is-not forthcoming by said-déadline; it shall be-
assumed with legal force that the decision-is: ‘affirmative,
i.e., that permission, :if not denied within a-specified- period
is granted an- extension, iE.not: denied Within a specified
period is approved 3 :

3.' Offerings of less than $2 million involving OTi
hundred or less Iinvestors shall be exempt from SEC registra-
tion requirementswwf.n E : “ : :

SECTION: 7 3 TAL FORMATION AND IWESMNT (a) :
recognition ‘of.the-risks :of small-scale research - and development'
the potential economic benefit of research ‘and:development and
the potential importance of small science and technology based
firms .to the Nation, :for: any:small business which maintains an
average investment;over thresé-years of three: percent or, inal e

single vear spends six percent: of: gross revenue:in- research’ end
development as defined by GAAP over:: the relevant period

ST 19 Investors in such firms may defer paylng the tax
on gains on equity investments provided they are reinvested ‘in:
another small business (which maintains the same three or six

percent R&D investment ;rateswithin : WO years)

2 Gains fromrcapital 1nvestment inivg i
held for a minimum of Ffive vears, shall be taxed at half of
whatever rate'would be applied by the'IRS w1thout this provision

3.' Losses from investment in such firms may be cerried‘wh
forward for ten years instead of five years due to the length of
‘time often’required for iresearch and: development to’ result in
profitable news products;: processesi-or: servicesyi: ° SRS

.. The period ‘of:exercising-stock: optiona:in such
firms is. extended ‘froma maximum of five to axmaximum o]

5. Start-up losses from such firme which would o her-”
wise be barred may flow thioughi to:. individual: furiding investors’
for taw: purposes under Section 2244 of:-the Internal Reven' : Codet

The Qualified 'tock‘Dption 1en fo
is restored for hese firms:
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7. The Department of Labor and the Internal Revenue
Service.should devise regulations jointly .that encourage, '
stimulate and otherwise provide incentive for, and eliminate
obstacles to, increasing significantly the amount of pension -
fund assets that are-invested.in small businesses 80 as to
maximize their capecitg to be innovative: . The Internal.

Revenue Service also should establish regulations and reporting
. procedures that improve the ability of small businesses to-
retain money and thus enables them to enpe better with cash flow
pressures,, - ... . A :

(b) For tax purposes, specialized equipment and o
instrumentatiorn for research, development or testing may be
written off at any .time and specialized ‘résearch, development -
or testing facilities: may be depreciated over: a minimum of five
years by. such small Jbusiness firms,

(c) Small business concerns: may establish and maintain':-
"Reserve for Research and Development" for tax- purposes im - L
profitable years to: use in periods of business stress up to the .
level of ten percent of :.gross revenues of $1 million, to the
extent that contributions to the reserve are equalled by at
least that amount of. expenditure in” that year for regearch and
development.ug-w- . A 2T et

'1. Centributiensﬂto the="Research‘and'Development
Reserve"” shall be considered as income when removed from the
reserve unless used for research,and development purposes. _

2 . When a firm ceases: to be a- small buSiness ~it may'; s
utilize any existing reaerve for the same purpose but mey not
replenish it;

3. If a. small busineSS is acguired by a large firm, ;_-g
any existing regerve shall be considered: taxable: income: : Sty

+{d) . Subchapter. 3 companies should be allowed to
inelude: up. to.100:investors. and eorporations should be allowed
to be stoekholders of Subchapter 8 companies )
SECTION 8: IMPRDVING SMALL BUSINESS EXPORT’ PERFORMANCE THE - :
CREATION. of Small Business Export Trade Corporations should be .-
encouraged by a double deduction for these corporatioms of up
to $100,000 of annual expenses. agsociated with the exporting
activities of each client, with a loss carryforward of ten years. -
"In addition, small businesses should be allowed a double deduction
of speclal expenses of serving export markets up to $100,000
annually. Also, export procedures for technical prcducts should
be simplified




-

SECTION 9: GOVERNMENT COMPETITION WITH AND DUPLICATION OF
SMALL BUSINESS ENTREPRENEURIAL ACTIVITY: FEDERAL AGENCIES
should be prohibited from engaging in and supporting
research and development projects that are competitive with '
or duplicatory of private sector techihological developmerits,
or in other ways might prevent the establishnient by small
business of exclusive technological or intellectual

properties in a new area of non-defense technological advance-
ment. : '

SECTION 10: DEFINITIONS: As used in this Act -

(a) The Term "Federal agency" means an "executive -
agency'’ as defined in 5USC and in the military departments
as defined by 5 USC 102,

(b) The term "contract" means any contract, grant,
or cooperative agreement entered intc bétween any Federal
agency or any organization of person for the performance of
experiments, developmental or research work funded in whole’
or in part by the Federal government. Such term includes any
assignment, substitution of parties, or subcontract of any type
entered into for the performance of experimental, developmental,
or research work under the contract.

: (¢) The term "invention" means any invention or
discovery and includes any art, method, process, machine,
manufacture, design or composition of matter, or any new and
useful improvement thereof, or any variety of plant, which is
or may be patentable or otherwise protectable under the laws
of the United States.

{d) The term "small business" firm means a comncern
as defined by Section 2 of Public Law 85-536 (15USC 632) and
implementing regulations of the Administrator of the Small
Business Administration. - - : '

(e) The term "research and development’ when ‘
considered for tax purposes, means any actlvity defined as
"research and development" according to Generally Accepted
Accounting Principles.

- (f) The term "resedrch and development" when _
considered for Federal budget purposes, i.e., "research and
development expenditures", means any activity defined as _
"research and development” according to the National Science
Foundation, : B ) '




ADVOCACY
TASK FORCE BILL
SECTION

TAX RECOMMENDATIONS

. JC—WG AND/OR INN-SBTF RECOMI‘IENDATIONS

Section 7(a)(2)

ax
1 1avestments in: small- science and technology firms

We recommend that the cap:l.t:al gains tax
rate be reduced to 25 percent (the pre-1969
rate) on the capital gains reglized from the
gales. of stock. of small businesses (less than
500 employees. at . date.of: purchase) whenever such
stocks have .been-held for .more than three years,
with & Fate'of 10 percent for the capital gains
of investors in the smallest businesses (less
than 100 employees at date of purchase). The
reduced rates would not apply to capital gains
realized from the sale of real « estate. {JC-¥G)

Crrean Tyt et e A T

£ federal gains from capital
té a level of fifty percent of the otherwise
applicable capital gains rate, if the investment
1s held for a minimum of five years, (INN-SBTF)

Sectlon 7{a) (2}

| vested within: one, year:

We xecommend-deferral of capital gains taxes
bi-‘the sales O f stock if ‘the proceeds are rein-
Bmall bisinesses ) except
those whose principal activities’ dré real’ eatate
t:ransactions. (JC- G)

Allow in éstors in small science and
technology based firms to defer paying capital
gains taxes on equity investments, provided the
galns are relnvested in other small science and -
technology based firms within two years, (INN-SBIF)

Section 7(a)(3)

We recommend that the threshold for
application of the full corporate tax rate of 46%
be raised for small businesses from $100,000 to
$200,000 of anpual net income; and for annual net
income below $200,000 a progressive rate schedule
beginning at 10% on the first $50,000, and
increasing in 10% increments to $200,000 on each
additional . $50,000. In addition we reconmend
that the carry-forward provisions for start-up
losses of small businesses be extended from. five
to ten years, (JC-WG)




' COMPARTSON-TABLE .~ -
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ADVOCACY i .
TASK FORCE BILL
SECTION JC-WG ANB/OR INN=-SBTF RE(I)MMENDATIONS
Section 7(&) (3 e 5 Al1ow -small sefence -and- ‘technology firms:
{cont! @) 8 ‘:to.carry: forward losdes for:.a period of ten TR
yeara :Lna!:ead of five ‘years . (INN- SBTF) :

it W Hel ‘recommend resturatiun of the Qualified
. Stock Option Plan- for Key Employees of small ;
businasses.. [ -

Section ':I'(a)' (6.

o Q lified Stool - Option Plan for. -
‘Key. Employ e} ‘small ‘selence and technology

| (firms, and esr.ablish the period for exercising:.
‘stock options st ten years, ;(INN-5SBTF)

Section § JEEEEIE T & i .We' recommend -that the creat:ion of 5mall

: Business Export Trade Corporations be encouraged
by a double deduction” for these corporaticns of
up to $100,000 of annual expenses associated
‘.with-‘=t:hejexporti.ngi activities of each client,
with a loss carry-forward of ten years. In

- -gddition, .we recommend that small businesses be
‘allowed ‘a‘'double ‘deduction of special expenses
of serving export markets up to $100 000
‘..annually. (JC WG) -

i i s e w Perm:[.t small busmessea to take double
deductions of expenses directly related to
-|: 'export market: develupment (INN-SBTF)

No parallel section | %" We rvecommend that sma].l businesses be

in Advocacy Task allowed to deduct twice theix payments for
Fozxce Bi.].]. . :

.regulatory _ggv:l,ar;ry services related to.compli-
) eYa,

tate, and logal regulation.

five percent tax-
4 velopment related

expenditures by smal ihesses (as curxently
.o - 8llowed In _Ca__n_a_da) (INN SBTF)
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MK RECOMAENDTIONS ~

ADVOCACY

TASK FORGE BILL:
) SECTION

JC-WG AHD_I_OR INN—SBTF REO)HMENDATIONS ]

No parallel sectiom

in Advocacy Task. .
.. Foree Bill.. '

4 science .and . technology firms

.Revise .the. corporate-income tax rate:to .:
provide ‘greater retention of eamin%s during the
initial start-up- and growth phases- for small-
(INN-SBTF). - ..

Sectiom 7(d),

Section 7(3) (5), and' :

Secticm 7(b)

A'dew 01835 of equity security bé created

. for. start-up innovative businesses that would
douplethe benefits ¢f limited partmerships with

thé henefits of Sub-chapter "8" Corporations,

'é'his new equit:y ¢lass would poasess the follawing
eatures:

= limited liability protectiun,

- inc.lude up to one hundred investors,

allaw incorporated invesr_ors,

'allow r.he use of cash basis aceounting
-for cax deteruﬂ.nations,

allaw operating loases and investment
tax credits to flow through to individual
: funding invesr:crs in the year ocecurred,
alluw specialued equipment and instru-
...mentation. for regearch,- develupmnt Y -

testing to be. expensed in the year .
urchased .

“'This
'should ‘be- available ‘to small businesses that

1lass of ‘atock: and its benefits

refe:red't 'hereinafter LNN-SBTF
Recumandatirm 1)

i

i
i
3
i
i




TAX: RECOMMENDATIONS .. -

ADVOCACY o D :

TASK FORCE BILL-:7 '~ ..o = B Lo

‘SECETON ._JC-WG AND/OR INN~SBTF RECOMMENDATIONS

No parallel’ aer.-!:i' e e ireat license royalties. as cap!.t:al saits
in Advoca.c‘y Task instead of ordinary income, (INN-SBTF}

Force Bill Tt “

No parallel seetion ~i [ *° Eliminate the existing tax lisbilities for
in Advodaey Tdsk ~ ~ | overseas joint ventures in which the small
Force Bill =~ ~ 7| business investment consists of a contribution

.| of know how snd rechnical informatien. (INN-SBIF)

i We recomnend that’ private sector individual

~of techmology be rewarded,

| thirough a.ppropriate' clianges in the tax code, for

1's€lling,” leasing, or Iicensing their tec]mology

to small budihess Firms inm the United States.

 In addition, we recommend the establishment of

& voltlint ry‘, ational’ golicy 0 encourage
_technologles available

(Jc-wc)

Force Bill -

..COLUMN NOTE: These .. .. For ' tax purposes, specialized equipment - - -
two sections of Task and instrumentation for research, development or,
Force Bill:have ni i 1 tedting may he‘written off at any time and ° Sl
direct paralles in specia%ized ‘Yesearch, development or testing
JC-WG" or INN-SBTF~ ‘faellitiés may be- depreci.aced over a minimum of
Reports, five years by such small business firms.

(Amrocmv TASK ORC.E \BILL - Section 7b)

- iThe perigdis exercising stock options in
émall ‘business sciénce and technology based
“flrms 1s extended from a maximm of fiwve to
a maximum of ten yea.rs. (ADVOCACY TASK_FORCE
'BILL = Sect:l.cm 7(a) (5)
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RESEARCH AND DEVELOPMENT RECOMMENDATIONS

. ADVOCACY
TASK FORCE BILL
. SECTION

JC-WG AND/OR INK-SBTF RECOMMENDATIDNS: R

Sectic_p_ 3 ‘

We recomend that each federal . agency =

i reéeiving R&D. funds by appropriation - from: ‘the.

Cohgress be required ro allocate at lemst .10: .
percent of all such funds (exeluding. .those. for. .
baslc research) to small businesses and that

_this objective be achleved in annual one: percent'
"3 inc:ements beginni.ng in F‘I 1980 (JC=HG) : . v

‘Bach féderal agency should be directed to

""allocate at_ least. l:en percent of its. R&D budgets

to, small buai.nesa and. increase current levels. by
‘one percent of its. budget:each year until the ... .

i {gns percent. minimum is esfablished, starting in

{INN-SBTF).

Thi increas‘

shou].d be heav:l.ly directed

1 .towards. basic ‘tesearch .at wmiversities and
“.applied research and. development in the private

.. sector, with strong incentives for commerciali-.
i zatlem, (INN—SBTF% :

. “allowed to establi
R&D for. e, in times. .of: fina.ncia.l stress:. (JC-WG)

firms be L

We recnmenr.l_ that small busines
‘and maintain a resgrve for..

Allow small business concerns to establish
and retain a "reserve for research and develop-
ment..in,.profitable years to be used in periods

“ 7 of business .stress, with the maxlmum level of

this reserve; being ten percentaof grogs revenues.

©{INN- SBTF)

No parallel section
in Advocacy Task
Force Bill

We recommend that each federal agency

{ allocate five percent of itg R&D funds for
' technology trangfer. These funds ghould be

used to establish well defined and organized
programs of technology transfer in which there
are intentlves to individual researchers to
contribute their time end skills to the :
identificarion of comnercial applications. Such
incentlves should be related to the benefits
realized from technology transfer. (JC-WG)

2
i
!



RESEARCH:

ADVOCACY
TASK FORCE BILL
SECTIOR -

'AND ‘DEVELOPMENT RECOMMENDATIONS ~* &'

- JC-WG AND/OR. INN-SBTF RECOMMENDATIONS

.No parallel section, .
in -Advocacy Tagk . -
Force Bill "~ L

The :decline .in R&D expenditures as a

'.percencage of :Gross. National Product must be
 arrested and redirected upwards towards the

goal af three precent by 1985 (INN-SETF)

‘|-firms in- the United.3tates. ':Ia addition,
.we recommend the establishment of a voluntary

,'. wii:h a budget of - over

- [|-8clence Foundation but with their owh research
{: topics;,.-and  review and awards procedures. This

. -l:he;.i_:ﬁt_:_e chnologie

‘of ‘ematation. or even adoption by other federal-
: J;agencies..

Each yea.r atart:in% in 1980. each agency
$100 million for RSD
‘should allocate. at least cne:percent of its
R&D budget to the small businegs program
using the siiie format as that of the National

program, should be; coordinated by an Inter- .-

-Agency,:Small; Business:R&D Committee chaired by
rthe mall: Business Administratiun {INN-SBTF)

We recommend thar. private sector
individual or corporate owmers of technology. ..
be rewarded, through appropriate changes in
the tax code for gelling, leasing;- LRI
licensing their technology to small business:='

national policy to.encourage:companies to make
availqble “for noncompetitive

us thers. -

’I.‘he orkKGroup bellevea the National
Sciénce Foundation's program called ''Small
Business Innovation Applisd to Mational Needs"
has great potential for incteasing. technological
isnovation in. the private. seéctor and is.worthy -

£IC-WG




BESEARCH AND-DEVELOPMENT- RECOMMENDATTONS,

Anmcaév y ' o
TASK FORCE BILL .
SECTION . .. .:: | i JC-WG AND/OR INN-SBTF RECOMMENDATIONS:
Section 9 ! - A-clear federal policy should be

.

eal:ablished and enforced to prohibit federal S
“funds ‘from. being used to finance projects

i 'that are competitive with or duplicatory of
_private sector technological developments, or-

in any other ways might prevent the establish-

. ment by swall business of exclusive technological
or intellectual properties in new areas of non-
defense: technologlcal advarcenent.  (INN-SBTF)

There ghould be' decregsed emphasis on
applied research in .universities, federal
laboratories: and non-profie institutions,
particularly where: such.applied work might
pre-empt: private-initiative or is duplicatory
or compacitive with private seccor activities.
(INN SBTF) :

No paraliéi sectibﬁ .
in Advocacy Task.. -
Force Bill - .;

__L____‘___,_.._- :

Ho parallei'section'.. : We recomend that private sector individual

in Advocacy -Task ' : - - oF corporate-owners of technology be rewarded,
Force Bill - K 1 through appropriate changes in the tax code,
AFRERIERL :for. selling, leasingior-llcensing their technology

to .small:-business firms:in-the United States.
In:addition, we recommend thé establishment of
& voluntary natlenalipoliey"to encourage

' companies to make their technologies available
'for uses by f:her (JG-WG) .

Yo paraliel.seét:idn U  . .We recommend l:hat',-t‘h‘ere be some re-

in Advocacy Task ... - direction of federally-supported agricultural
Force Bill .27 research to'the development of technology for

_improving the efficiency of emall famlly farms
and food processors and for making food pro-
duction, transportation, and preservation less
capital and fosgil-fuel intensive. (JC-WG)

Sectien T{a)({5) Provide for a twenty-_five.percent tax

Depreciation . (eredit for research and development related
Allowance lexpenditures by small businesses (as

i eurraently allewed in Canada). (INN SBTFY"




REGUEATORY . PROCEDURES:

ADVOCACY
TASK FORCE BILL

SECTION™ ~ " .l abiins o7 JG=HG AND/OR INN-SBTF RECOMNDATIONS
Wo parallel section | . . A thorough revision of the regulations and
in Advocacy Task ' operat:ing P rea' of OSHA as they relate to:
Force BL1l . .. ° ”111,5. jovative b 'iness to include -

general “exemption from OSHA except
where the ageident history of a

¥ ‘greater than average,. and
cases, the burden should be-
upon DSHA to° just:.fy actioni and oo oo

The prohibition of-flrst instance
. c}tations except xtreme cases. -
TF) - & RS

’ 'n all regulatory acti\n.tles the burden
~ghould-be" placed-upon each- regulatory -agency- to-.
establish & cguse of concern before requ:.ring

“levels-of impdct shéuld be statutorily
g - thereby exempting dmall businesses in:
“all blit extrene and’ Justiffzble cases: (INN-SBTF)

X strengthening of the. Regulatory""”'
ncl e : v ) :

in Advocacy~Task. "
Force Bil:

-Adminfatration;

== requiring all regulatory agencles to ’
woubalance; the, rigks of a hazard against
the.economic costs; with thorough
consideration.of specific impacts of
proposed; regulations upon small
business creative. processes;

..of:.'per: ormance standards™ and

not *'method, standards” in those cases

where; regulatory standards are clearly
Justified (JC-WG)




ADVOCACY
TASK FORCE BILL
SECTION: -

BEGULATORY: PROCEDURES.

i JG- WG AND/OR - TNN-SBTF RECOH}‘IENDATIONS

No parallel ‘section

in Advocacy Task

Force Bill (cont d) :

o

- wherever poss:.ble return to reliance
| uponi standards associations with -
.federally mandated Etandards being

the lgst. resort. and

e improv d) congressional oversight of
.. the regulatory process as it relates
ko snmll innovative businesses. (INN- SBTF)

No parallel section

in Advocacy Task’
Force Biil -~

Prov:l.de product liability and recall

" ‘ingurance ‘at ‘reasongble costs for small businessges,
“with ‘esenptions “from recalls except in the mogt

extreme cases; and.the'establishment of statu:ory

“limite-of- "liabillty for product failures. gimilar.
;i to Workman!

L on;pen;;atiun Insurance. (INN-SBTF)

No parallei s-e;:tion

in Advocacy Task.: .-

Force Bill

. (INW-SBTF)

We recomend that: small busmesaes be

- alloved. to deduct twice their payments for

regulatory adv:[.sory sérvices related to compliance
with federal,. state,} and Igcal regulat::.un

COLUMS NOTE:  “These
two sections of Task
Force Bill have no

direct paralles’in < ="

JC-WG or INN-5BTF
Reports.

L6

" AlLl: fedéral-agericles which issue: regulat.icms —
affecting smszll business shall, insofar.as. .
practicable, issue them so as to relate regula-
tory burdensito  the' relative size of the firms
regulated " (ADVOCACY TASK FORCE BILL - Sectum

- < 'IA" cases” where government regulations pro-
vide for- an agency -to make a decision involving

' “dimetter Ihitiated: by a small business within.

2°eertain time period and that decision is not
forthcoming by said: deadline, it shall be assumed
with legal force that the decision is affirmative
that' perpission; if not denied within a
pecified period, is granted and an extension, -
‘if: not: de.nled within a specified period, is
approved. - i (ADVOCAGCY TASK FORCE

BILL - Sect:ion G(b) @n




ADVOCACY
' TASK FORCE. BILL
SECTIQN:..

Section 6(a}7.

Modify ERISA .to, allaw up to five percent
nsion fund portfelios to: be invest.ed in
(INN-SBTF) ;

We recommend (1Y that ERISA's prudent

----man- standard be- restated-so that. it -is. clearly.
...applicable to the total.portfollo of pension . .
3 Vther than, :Lnd:.vidual ‘invest- v

No parallel section-
in Advocacy..Task. ..
Force; Bill

their- holdings in small. i
(IRN-5BTF) .

Section &6(b)3 Exempt from SEC regi tion offerings of
i e e e .- equity .securities for inmnovative businesses-out--
- lined in Recommendation #1 of less t:hm Wi .
: d -'(INN—SBTF) .

No parallel secticn CHange the charter of

the Securities and
in" ‘Advocacy Task - " Exchange -Commission to- spec}.fy the encourage=--- -
Forece Bill.:.. : ‘i, .. the; £flow.of capital into small Innovative

rpriges.as well, as. to, protecl: “the, publi'c

‘investor. . - (INN-SBTF).

49-414 0 - 79 -~ 3




i PROCUREMENT, RECOMMENDATIONS

. ADVOCACY
TASK FORCE BILL
... SECTION:.

" JC-WG. AND/OR INN-SRTF Rscomunmiion

Sectionj_':s.:(':al_)_, Lo e

Cost aharing requitements for research’ nnd
development awards for small business shall be
eliminated and negotiated ‘fées shall be allowed on
11 contracts., (INN -, SBTF)

Sectipnjﬁgfo)?(zsn

gL

. Ne federal agency ahall exclude small
business from a. falr and equitable opportunity
‘to compete’‘on a me iaia ‘on the same terms as
other participant SBTF)

i
3
&
i

1

Section 6 (a) 4’

Wo agency shall restrict opportunities for
small businebses to ‘submlt unsolicited: proposals”
and shall ‘give: such sale A falr review: based
upon thelrwerit:’ Each dgéncy shall provide' small

- | Elrmg opportunitiea to” receive gole source :
Vawards .. - (INN. -, SBTF) - Dt it

¥o parallel section ™’
in Advoeacy Task -

‘Foree Bill

Csvv. Ageparate. set,of, simplified Federal
Acquisition Regulaticns should be developed to
Jgpply‘tqhgmeliﬁhueigeoe firms, (IHN,— SBTF)

Wo paraliel’ section 1

in Advocaey Task™
Force Bi1l

All proposals submitted by small business
‘Mist b awarded or declined’within four months
of submigsion'. " {(IRN" -~ SBIF)

Vo paraliel gection
in Advocacy Task
~ Foree Bill

. Proposal evaluations ghall consider total
costs relative to the work proposed, and not
consider overhead or indirect cost rates due to
variations in institutional and company account-
ing practices. (INN - SBTF)

Mo parallel section
in Advocaey Task
Ferce Bill

Fee mnegotiations shall take into consideration
the level of interest rates and shall be higher in
times of high interest rates than in times of low
interest rates, All debt service costs shall be
allowable costs for small business and procedures
should be instituted for prompt payments to small

businesses, with late payment penalties.(INN - SBTF)



ot

- PROGUREMENT RECOMMENDATIONS -~ -

VOCACY
FORCE  BILL .- -
oN - fod

TASK
S Sp T

i 30-WiG AND/OR. INN-SBTF RECOMMENDATTONS

Section,. & (&) 7 . -

Every federal agency should study: policies.. -

. |and procedures .that discriminate against small
.:-|businesses, and.to.institute:
. .|equalize.

ichanges that will
harming the public

pportunik
8

y withou
. CINN TBE) ;. o

interest.

COLUMN NOTE:. Thegse .
two sections ¢f Task
Force Bill ‘have o |

{break-out revie

. ...The Departments of Defense and Energy and:the
National Aeronautics and. Space Administration
shall take additional:steps to conduct regular

cal of all proposed large scale
systemg contracts for regearch and development.
and . to seek .means  of making more of this effort
avallable to swall business. . (ADVOCACY TASK

FORCE BILL- Section:6.(a) (5))

-A11 Federal'agencies'inGolvéd"with‘rébééfeh'

and. development. funding will ‘develop, with _the.

‘|Bmwall Business Administration, specific programs

to Iinform thelr staffs and cénsultants of ‘the need

|to provide a. fair:and equal. opportunity to small
‘women-owned and minority business firms to be
- |eonsidered for Federally funded research and

development; and. of the requirement to guide,.-.:

" jeounsel ,'and gssist. small fifms to strengthen

Jreceive g falr. share of. :
.. .[deyelopment’ contracts. as, described in the Small
7, usiness Aet. _Evaluations.of procurement personnel

.| Section 6 (a). (6))

their capability .to compete: and insure that they

all Federal research and

performance shall inecludes appralaals of achievement
and" attitude "in expatiding small and minority .
pusiness participation. ~(ADVOCACY TASK FORCE BILL




ADVOCACY
TASK FORCE BILL
SECTI :

PATENT RECOMMENDATIONS ...

_JC-WG. ANDIOR INH-SETF RECOMMENDATIONS

Section 5 (b)

: The Patent and Trademark Office should“~ -
‘develop . a practical ‘and effective computer based
“gearch and retrleval ‘system for its own use and
‘public dccéss; with particular concern for its

usefulneas fnr'small bisiness firma (INN - SBTF)

Section 5 {(e) - ¢

¢ K dew mandatory re- examination p:oceﬂure

ghould be instituted in the:Patent and’ Trademar]
Office whersby'a litipant who raises adefen:
‘of invalidity '6f a patent based on 73
heretofore unconsidered art-ishould first test
the dgsertion of ‘Invalidity in the patent offite”
where ithe most éxpert opinlons exist at a much
reduced costay (INN = SBTF

No paiaiiel section’

in Advocacy Task
Force: Bill ne

The budget of che patent office should be
~irerédsed: ‘Sufficiently to allow for more thorough
searching of prior art using the moat modern
search tgchno 9By, (IH SBTF)

Section'sz(cj.‘

- Telisbility,

: -_The patent l B’ shnuld be amended to
recognize that. the reliability of patents 1s a
keystone in the commitment of funds to carry out
commercialization of patentéd inventions, and
incontestibllity should be mandated after a
period of time so &s to result in absolute
fexcept 1n caaes of fraud (INN - SBTF})

Secﬁlbn 5 té)(15(9).3

Legislatibn'Should'bé'passed to give small
businesses title to inventions made under govern-
ment contracts, with the provision that commerx-
cialization be undertaken in a reascnable time,
1f such commercialization is not undertaken title
should revert to the government and the government
should license small businesses. As an alternative,
small business should be able to obtain title to
inventions developed under government awards if
they invest an amnunt of capital at least
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*PATENT RECOMMENDATIONS

ABVOCACY
TASK FORCE. BILL ...,

" USECTION. - v

”*Vicfﬁé Aﬁbféﬁ'inw-sﬁTF RﬁébﬂhﬁﬁnATions'f

Section '5(a)(1)
(cont'd)

usiness concems (INN—

eq_ual .to the amqunt of: the R&D award under

which the Anveation.occurrad:
ne. made .in national - 1aborator:l.es
Eoverpment shoutd preferentially license small .

Likewise with

SBTE‘)

“the T

Section 5(

where unccnmerc:.alized
W, marketa (INN—SBTF

: ma.ll bu.ainesses should be able to obtain
th! appropriate-restrictions). compulsory

licenses: through suitable:proceedings in cases
gatents block entry into

Ne parallel section”- o

in Advocacy Taak
Force Bill

to undertake competitive

| taking: -énti-trust action
when ‘a small bisifess Is’

the full'property ‘rights
‘(ENN-SBTF)

The Just:.ce Department should be required

impact studies for
against small business

“attempting to exploit

afforded by its patent.

No parallel section
in Advocacy Task
Force Bill

Treat license royalt

instead of ordinary income.

ies  as capital gains

(INN-SHIF)




ADVOCACY
TASK FORCE BILL
SECTION

oy

EXPORT AND TRADE RECOMMENDATIONS

JC-WE AND/OR INN SBIF REGJMDATIONS

No parallel section °

in Advocacy Task
Force Bill

Elimina.te “the ex‘.lsti.ng tax lia‘bilities for
overseas joint ventures in which the small ., ...

= business investment cv_:'msists of a econtribution”
of; knaw how and techrf “infoxrmation. (INN-SBTF)

Section 8 .

T We recummend that. I: éreation of Small
Business Expott. Trade (:orporations be encouraged
‘by a double deduction for these corporations. of

. -.the:exporting activities'of each elient, with a

.+ loss. carry~foxrward of ‘ten’years. In addition,
we recommend that small businesses be allowed
a doublé deduction:of special ;expenses of
?egv:.'n export marketa up o $100 000 annually
{JC-WG!

: Pemit ‘small’ bu.sinessea to take doub].e
"“c!eductiana ‘of expenses divéectly related to
xport ma:ker. development (INN SBTF)

!
!
H
!
|
I

sup) to: $100, 000" of mnikl expenses associated e




As noted earl:l.er, the SBA Advocacy Task Force Bill
is the product of a nearly unanimous consensus of :
opinion.’ However, some individual members of .the’ Task.
Force did express reservations about various sect:.ons '
of the bill... The: follaw:.ng-- re: excerpts from» thelr
comments on th -bill. o
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"Section 9 (Government Competition with and Puplication of
Small Business Entrepreneurlial Activity) is rather broad.
Coneeivably, a venture could be privately funded on the west
coast, and unbeknownst to either the government or west coast
venture, there might be an east c¢oast university project being
funded by the government with the aim of solving the same
problem. Furthermore, the relative success for either project
might be uncertain, and the two efforts may be using different
techmological approaches In this instance, I would not be in
favor of automat:.cally forcing termination of the government
sponsored research,'

"I do feel strongly that the tax provisions are too complicated
and in some cases conflicting. .. YT'would prefer to see:us:
go for something fairly simple sucb. as (1) restoration of the-
stock optiom, and (2) relief in.the area of graduated corporate
taxes for the bene.fit of small businesses. v )

"It :Ls my feeling that far too much emphasis has been placed

on technical aspects of patent reform and specilal.small busi-..

ness concesgions. In my view, this area is a quagmire which '
could swallow the rest of the legislation, while adoption of
these provisions is (at best) of secondary importance.’

“Section 5(a)(5) seems to me to be unwieldy, virtually
impossible to administer, and an accounting nightmare. I

suggest that a substitute proposition might be for GSA to make

a one time determination after (X) years if repayment of
original funding should be required. A concept basically similar
to a contract subject to renegotiatiom.'

"In Section 7(a)(1l) (deferment of equity investments) I would
like to attach some limltations to the roll-over provisions.
First, I think it should apply only to individuals, not
corporations. Second, I think there ghould be cellings, i.e.,
the roll-over amownt for any single investment should be
limited to $100,000 or three times the amount of the original
investment, whi chever figure ].S greater. Beyond- that, ordinary
capital gains rates can apply.”

"Section 5(a)B - strike if possible.™




"I am troubled by the glaring de-emphasis that (capital

formation) has received. Access toc capital- spec1fica11y, /
a proper mix of debt and equity capital that 1s consistent ¢
with a given firm's cash-flow generating capability - is the
single most critical factor concerning the formation and
development of technology based, small businesses. . . 1
believe that the "bill" devoted too much attention to the

patents issue without considering the fact that patents will
remain as patents and not products unless technical entrepreneurs
and small companies have sufficient access to start-up and
expansion capital."

.,

"Just a pro forma comment on the definition of 'small business'
1 feel that it should be limited to companies with 100
employees or less.’

"You may recall that (I) questicned the validity and objected
to the priority given by our Advisory Committee to the reduction
of the capital gains tax as a means for stimulating innovation.”

In Section 5(a)(5) '"with respeet to $2 million of gross revenues
and products employing patented items, some recognitions should
be made of the value of the patented items in relation to the
whole. For instance, the invention may be a $20 wvalue, which .

is part of a $300,000 jet aircraft engine, and the $2 million
test should certalnly relate more closely to the quantlty of

$20 parts sold than to the quantity of alrcraft engines
incorporating the part sold.”

"Also, I repeat my reservat:.crns about the elitism implicit in
the use of the term 'innovative small businesses. All

small businesses should be deemed to have innovative potentlal -
i.e., ability to improve productivity and create more jobs."

"Government should respect proprietary information submitted as
part of proposals for contracts and unless information can be
shown to be in the public domain, shall npt divulge or use
such information except for the evaluation of the submitted
proposal. Under no circumstances shall this information be
used as the basis of another RFP."

s

"Government shall not take proprietary ideas 'in house' after
initial funding unless the contractors performance shall be
deemed poor.

"In Section 7(d) - camnot agree that companies should be
allowed to include up to L00 investors, Too many.







BLOGRAPHIES

.07 MEMBERS OF
SBA ADVOCACY ‘TASK: FOHCE

Milton Bevington
B.S.3in Chemical Engineering, M I T
Business Scheol. : Presiden
former Execut

SERVIDYNE

MB A -:Harvard
t. and: CEQ :0f Sexvidyne;: Inc.;
[ Vice rasident: pf “The - Trane :Co;

Founded in Atlanta in 1966 Supplies total energy
... mamagement services .to: industrial,; commercial; -and
“inetitutional services..  Clients are. nationwide and.

in ‘over 20 fozeign countries Headquartered .in

Atlanta, the compauy haa 13 offices located throughoul:
.- the--comtry, - T

. Paul Boated

M.S. in Phy cs, Sr Fellow ‘Hell st

Pittsburgh, Pa. “Nine years International Rectifisr
" Corp., as’ Presideat, ‘Five years as an Tnterhational
- -Technica.l Consultant, -Joined Sun: Systems in 1976,
the fiel of

"'Sewes as ?resident Expert
SUN SYSTEMS

Founded in 1971. speciaiizes in soph 4ticated di ital .
electronic instrumenta: for ' government: nstal‘iations,
NASA and several Nuclear Energy plants. - ”
include GE, International Harvester, Westinghouse,
Preséntly have 12 employees. : Bize of business =
$500, 000 gross ) o ‘

William Chandlet

Oregon State University, American 'Graduate School
.- of ;International: Management. ..Founder and President
of Bay Venture Management. San.Franeisco,. Calif
Formerly associated with Federsl Reserve Bank,
Raytheon, Veriflo Corp., and Westem Growth Fund.

BAY VENTURE MANAGEMENT:

Organized in late 1975 as a venture development
firm dealing with start-up companies in the bay area.




Dan Cxonin:

B.A. Harvard, Economics, Cum Laude,: 1950,
Advanced Management: Course, Harvard:.. Vice
President, Small Business Association of New
England. Formerly salesman, manager and then
President of gmall hospital supply co., which
merged in 1968 with a large company with 150;
employees and 5 million im business. In 1974
-sexved astAssistént to:the thgn‘Secretary of
~ﬂfCommefce?SEllidtkRichardso 1
AmpersandAssbclates, ¥\
Also served on SBA Regional Ad\n.sory Council

AMTERSAND ASSOCIATES

K enture Capital firm h
Bil-1f2 mil1tion €0 100

Alfred C..W. Daniels: .coor i

E.E. Graduate of Arizona State University, Hifvard "
1 .gerved .as_.atl Assi;tan; Dgan at:.

““also earned four Air Medals with 200 miesions in
Viet Nam. Received the 1,000 Hour Sabreliner::
Flight Award. President, Black Corporation.’ Presidenta

. of. New Englan Ine.,: and a: meuber of the Board of

8 x Business Association of New.:

HH AEROSBACE. DESIGN CO.; INC:

A consulting firm established in 1974, incorporated -
"'in the State of New York, "4 100% minority -owried
corporation, serving the Eastern Seaboard. "HHA's :
capabilities include R&D studies, cconomic analysis.
design. end:engineering- aervicesyin - aerospace;:
v electronles and. transportation: planning, including
'surfa ' ystems, tests and“evaluation




o

Dr. Orrie Ftiedman:

Singg organiz ; (

"!“Has served as’'P es

o dgst :.nceptlon ]

“lgesearch are’ Ircli

jell” known' for i ]

v therapy “Seti ] wiber “of Advisory Gt
““Member; 0ffice Director of 'several corporate,

philanthrop:.st ‘#nd profesaional organizat:.on’s

A high “technole g' ccmpany'with in rests P marily
‘in big-med “and and d lopment .Organized
41962 totum gd regearch, ‘thé company
‘gonsists of “ti op ‘divisions:
‘Besearch and- ; )

Research D'.‘.Visio:i Company ‘Has - expertise ‘in“a number

...of..areas. .88 the cutting edge of new cell and molecular --
biological technology.

Edward Gaffney:

Michipgan 'I‘echnology University, Mechandcal Engineering
“Deve loped anid patentéd the  cushion ‘11
-Bwarded Small Busiii

Gal

1977
and Foundet: of Ortho-Kingtics. - Carréntly Vite President
£ Independent. Buginess" Association of Wiscunsln
Hember ofBWisccmsin Legislative ouncil Subcomittee

Founded in 1963, small h:l‘gh technolagy based firm, .
gpecializing in research and development and:manu-:.
facture of the cushion 1ift seat and childrens ‘care’

1 " Currently. employs. 50 people.




Clyde R. Goodihe art:

_.B.s. “in Biology, Northwestern. University. MD.. -'
““Northwestern Medical $ehool, MS - Northwedtern

*"_ Graduate School.. Three years.at.Califernia Institute
©ooef Teohnology in. P,ost-Dogtoral Fellcwship .Assistant

" Professor. énd Assdelate’
- Pediatrics, University o
..8chool, Chiidren's Hospital

BIO LABS, INC.

.. Founded in_July, 1970’ by Dr.: Clyde R..Goodheart,. 1t
. _serves govemmnt and industry through cantract

. has. been"involved. in bid-medical’ studies
: writtenz many scientific articlee. R

trégearch ar

ofessor. Départment of

ithein California Medical

Los Angeles: - Well

“kniownt for his work in cancéx Fesearch, D goﬁdheart
has

‘esearch, product ‘developnient Programs, (iuality
ontrol” testing, industrial microbiology. . Current
incliide ‘tisade cultute work, immunology,
1d biophyaical W _rk with viruses.

‘biochemical -

Sidney Green:

Cea

TERRA TEK. : .

B.S. Univeraity of. Miasouri ‘in Mechenical Engineering,

_M.S. University of Pittsburgh, attended University of

Pennsylvania. Graduate School & received ‘the degree of

.. Engineer. in Engineering.Mechanics from Stanford University
- Formerly -with Westinghouse. Electric. Company Research Labs,
.General  Motors. Defense. Research Labs, & .Teghnical

Center, President & Chief Executive Officer of Terra
Tek, he 18 activé on many government committées &
profeaaional socleties. Published over 40 open. il
literatura papers and reports holds aeveral patents

Founded in 1970 43 4 for-profit company, & springoff

venture pursuing application of ideas primarily initiated

at the University of Utah. Recognized as a leader in
problem-solving applications involving roek mechanics,
the geosciences and associated I:echno%ogy, end for its
practical application of material sciences. Main lines
of buginess include R&D, manufacture of sophisticated
servocontrolled computer interfaced test systems,
full-scale teating of drilling, mining and e:cploitation
of new ventures.
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Harold Guller:

‘Washington University- ‘School of Englneering.;,,
Pregident: and Chairman of the Board of Egsex '
Cryogenics’ Industries, Inc., and Presix of

-itswholly'owned: aubsidiaries -Essex’ Cryogenica

coof Missouri vInc. , “Higgs Screw Products; Propellex

o7 Gy S ahd Eseex Precision Controals,” Ine - Serves as

. Chairman of:the St. ‘Louis. Distriet-Advisory Council.
of the:Small.Buisiness Administration..  Membe¥ ‘of
various:local and .tegional: advisory’ and technical
committees and several civic organizaticns

ESSEX CRYOGENICS INDUSTRIES, INC.

...-Designs and produces. hydraulic, pneldmatic - fuel;
_electronic. and electromechanical: components and
.. subsystems. for aircraft .applications. .Selected as
"'the, Small, Business Prime Comtractor of: 1971 for
Region VII, Small Business Subcontractor-of 1972
© for Region VII; Small, Business Subcontractor of
LT 1973 'for. Regum VII. and, Nat:ional-Small Business
e “Subcontractor of the Year 1973,

brx. Eugene Haddad:

~B.S5. Englneering Phy31cs. Alabama Polytechnlc
Institute of Technology, M.5. in Physies,
.University of Callfornia, Ph.D., University of .
Utsh. Formerly staff member of Los Alamos
~-Selentific Laboratory and AEC Research Division!
1966-1967 V131ting ‘Proféssor of Physics, Catholic
o University. -1 1968-1969 Assigtant: to Deputy B
s Director:-of:Science and Technmology, - U.5: Defense
Atomle Support Agency. 1969-1975 ‘Executive: Vice
“President, Columbia Scientific Industries Corp 3
Austin, Texas. Since 1976, President; Chief:
Executive Officer and Director of Columbia Scientific
Industyxies:Corp:: Member .of several professiémal
and honorary societies. Has published: nUmerous .
papers.in.scientific ournals

COLUMBIA SCIENTIFIC

RPDRATION

The main thrust of the company is in the de31gn
and manufacture of high quality environmental and
safety equipment. The company alse conducts
reseéarch for federal, state and local govemments,
as well as the private sector. Located in Austin,
Texas, the company employs 85 people and has an
annual sales volume of approximately $4.5 million.



Rog'er Hill:

i

B.S. Physics, Brown University, -M.S. Ele.c.-Engr s !
Northyestern, Um.vers:.ty, Doctorate.studies at:
Northwestein Uniyersity. .Small.Business. ‘person i
_of the Year in: State of- iscons:i.n 1978: .-Member [
of. Independent Business.. Assoc:.atian of: W:Lscons:.n,
..Special Gommittee:.on 8mall Businegss of Wisconsin i
Legislative Councll, First: National:Bank Board of &
'-.D:.rectors,_Intemat:.onal Trade -Subdémmittée of the i
-.Chamber of:Commerce. of :the U.8: Institute of
Elec. &-Electronic Engrs.-:

GETTYS MANUFACTURING CO.

JRLES: (R———

Founded .in-. 1959 by Roger Gettys Hill:"as 4" three-
person:engineering and consulting- Fivm and later
dynamically  expanded into an ‘intetnational, mulel-
million ! dollar: enterprise w:.th subsidiarles in
England, - Gexmany-and Italy. " Today, - Gettys and its
. licensee:supply over-50% of ‘the world D¢ servo drive

~market: - In*1965: introduced world's firs_ .all-electronic
three-dlmensi.onal tracer ' P

Robert Hillas: ..

B.A, .Dartmouth, MBA - Stanford University Seven

.years. as a. Venture Capital Investment Speclallst :

with E.M, Warburg, Pincus and Company.: ' Serves.’ on

two.Boards of D:Lrectors and one Adv:.sory.Com:.t.tee
:In » Companies.:

Specialists in f:.nanc1a1 semces.—-’—l i
larger:private’ vénture capital pools in- the e
country. Deal with®start-up ‘monéy particularly
in large publiely - held compan:.es )
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Patrick Iannotta -

Majored in Economlcs. Queens Colle e, Member,
Treasury-Adviasory ‘Council; New Yotk State S
'Governors ‘High -Techriology Tagk Force, President
: of Ecolotrol for past ten ears -

ECOLOTROL,i

'”Founded in 196 dé eloped a standardized ‘treatment
system for industrial waste water and mumnicipal
sewage. - Nuober of plants in design & construction

'qthroughout the.world. -Currently- commercializing--
sophisticated instruments and control deviges in )
the energy area. Ecolotrol holds several patente e

B.8: in Bu31ness Administretion - Bowlxng Green
 ‘State. University.  Treasurer and menber of Board
" of Directors, The Sea Pines: Company, Hilton Head, :

o ,South Carolina, . Staff person, Laurance S, Rockefeller,
. New York, ‘Group Vlce Preeident of Heizer Corporation,

" Chicago, Illinols, 'a venture ‘capital firm, currently

with Battelle Memorial Institute, Columbus Ohio, as

President of Scientific Advances, Inc r.@ wholly .

owned subsidiary of Batelle, .

SCIENTIFIC ADVANCES INC

Prov1des frnenclal management and technical BuUpport
- for companies or pro;ects originating within or
-without -Battelle; ‘g -wholl owned subsidiary of Battelle
Memorial” Institute Columbus ;- Ohio:  “SAIL was ‘conceived
‘ as - & source ‘for Short: run productlon marketing ‘and
eventual :disposition: of wmique Bettelle ‘déveloped
“products, SAT has shifted to- the: formation and growth
of new ventures to 1ntroduce 1nnovative teehnology.

gguizkeiiei'

Harvard, MBA, Northeastern University. Is a doctoral
candidate at Boston University. 1Is responsible for
implementing the Massachusetts Technology Development
Corporation Revolving Loan Fund program. Has been
personally involved in several turn-arocund situations
and techmology-based start-ups. He was instrumental
in putting together the financial packages for over
40 sucgessful start-up, technolegy-based compenles
President of SUN Community Development Corp. and is
the Senior Lecturer in the Venture Development
Program at Boston State College.

49-414 0 - 79 - 4
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MASSACHUSETTS TECHNOLOGY DEVELOPMENT CORPORATION
A publ -purpose devalopment finance mechanism

established by. an -act of the Massachusetts. State

Legislature in July .1978.. Has the dual capabllity

te provide management and direct financial assistance

to early-stage, technology-based small businesses. .

in Massachusetts. - The MIDC can provide seed” capital

Gilbert V.. Levin‘

B.E., The Johns Hopkins Uhiversity, 1947 M.S.. 1948
Ph. D 1963, Environmental Engineering, President
and Founder Chairman of the Board of Directors, -

Blospheries Imec., Rockville, Md. - Formerly D1rector;r

Lifeé Systems’ Dlvision MEmber Board cf Directors,
Bazelton Labs; Ihci, Falls Church Va. - Holds more

. -tham 33 patents in- biological treatment ‘of ‘waste-

e water and:in mlcrobiol gy.  Mémber of several honorary
: 3 ;8 thor of approximately 100

BIOSPHERICS INCORPORATED

Organlzed into three major operatxng diV1sions
The Environmental Instrumentation Division which
develops, manufactures, .and markets sophisticated
innovative instruments in the fields of pollution

. . contrel and. health the Laboratory Division which

. . performs contract: research and developnant on-

.. environmental.and health Eroblenu zdevelops: Biospherics
‘proprietary products in: these :areas and offers.

... commercial analytical services An chemistry, bilo-
chemistry, microbiology, pesticides, and toxic:
substances; the Science Writing Division which writes,

edits, produces and disseminates’ information ln theae
. areas of interest




Harold K. Lonsdale

- B.S, Chemlstry. Rutgers University,. 1953 Ph.D in
.. Physical Chemistry, Pennsylvania State University,
.. 1957, . Formerly,-Nuclear Research. Officer,-U.S. Alr
' Force, staff member, Research. and" Development
Laboratory, Gemeral Atomic Co., Principal Scientlst
ALZA Corp., .and Visiting:scientist, Max Planck. 7
. Institute of Biophysies, Frankfurt West: Germany,
+and, the Welzmann Institute:of : Sclence -Rehovot,
Istael. . Since 1974 President of, Bend Research
Ing., Bend .Otegon. .. Menber of the. American.Ghemical
- Soclety, Editoriel Board .of Desalination:Journal
.and .Editor of .the Journal of Membrance Sc
Adjunct ‘Professor, Dregon State;UniverS1ty
of many publications :

: BEND"'RESEARCH NG e

Author

1s a young firm engaged in ‘contract research and
~development for, industry and -government,-.. Thelr
_fleld of _xpertise is membrance scmence:and technology.

David T Morg_nthaler

_Massachusetts Instltute of Technolo y. 3.
. {mechanical englneerlng) Licensed: Profes
.- . Engineer. Presently, Senlor Partner,
.. -Assoclates . since.1969 . Formerly with Fogec
. resident -and Vice. Pres1dent ofDelavan Manufact-
.;uring Co.. . Chairman, National Venture Capital
Association. Holds dlrectorshlps with . numerous
companies throughout the country and me er of several
civic and regional organlzatlans ; 4o

MDRGENTHALER ASSOCIATES

-_;,A prlvate venture ) |

‘David Morgenthale .The . company & obJective is to
obtain substantial. 1ong term gainsg. by. lnvestlng in
companies which. offer some kind .of proprietary pro-
. duet or service: . It invests. throughout North America
o and. is intereeted ‘in all . .types .of. Jbusiness.. The
" firm's normal investment. size raiges from $100,000
- to $300 000 -An a"given investment. . ..., ;




George W, Murphy

‘Bi'S., Fordham, 1960; " From 1958 to 1970 employed

by IBM in various marketing and management positions.
Since1970 President and Chief Execut:.ve Off:l.cer of
Educational Computer Corporatlon

EDUCATIONAL CDMPUTER CORPORATION

Is t‘ne :mdustry leader in research development,_
“and production ‘of low ‘cost- computer ‘controlled
“ gimulation devx.ces that are udsed in. advanced
“trainidg programs: , ‘'ECC blends ' computer’téchnology
with wodeérivtask oriented instrictional ‘Tiethods
““to produce’fully" 1ntegrated techni.cal training
programs.

Dr, Arthur S Obeymayer

B. A with High' Honors Swarthmore College 1952,
“Ph.D.ifi- Chemistry; M.I.T.,.1956." Récipient of

NST fellowships. President and founder of Moleculon .. .

Research Corporat:l.on Fouwider and first Chairman

of the Research Management Association - Curremtly, . =%

Vice President of the American Asso:::.ation of ‘Small -

Research Companies. ‘Has 'served in various capacities

in’ the Assoctation -of Techiiical Professionals; Boston

"o Tndugtrial ‘Mission, Federation of American Seientists
- ~“and " the Small Businéss Assoeiation of New England. -
" Is - freqiiently “called upon by the- Federal’ and Massa-

chusetts: state governments to! serve :|.n an ‘advi
-capac;l.tyq - . e

MOLEGULON RESEARCH CORPORATION

Specializes In research, development: and- consult:l.ng
in chemigtry and all:l,ed fields.. These services .
- range, ‘from feasibility: ‘studies and product &evelop—
‘ment €6 ‘problen solving, chemic¢al -engineering " =
investigations, and process development ‘Moleculon
- makes-Poroplastic R film and powder.” Product’ :
“appliecations: include ‘controlled’ reledse materials,
. dermatological preparaticng, membrane séparations
* for hydro-metallurgy ~and’ :meurity removal £rom
waste water, and ‘calor change mon:,thing of toxic
. vapors.




Dr. Judith H. Cbeymeyer:

.B.5., mathemat:.cs Camegie - Mellen University,

’ . 2D, in Mathemat:.cs, Harvard University,
: stant Professor, 1960-1966 Wellesley
Gollege In 1978 -talight mathematics at the i
University of Massachusetts. Recipient of four
NSF Fellowships.  Since 1968 Trustee ‘and Manager
of Technology. Really Trust. - Had served in-a '  *
number 0f capaelties with- Moleculon R earch e
Corporation for the last fifteén years. - Has
served as officer and on the board of numerous
civic and charitsble organizations ‘and’is g . -
member of seve -al b ry and professmnal
soc:l.etles R : PR EI R

MOLECULON RESERAGH CORPORATION:’: '. -

.Spec:l.alizes in research development and- consult:.ng
“in chemistry and- allled fields: These'sefvices
range from’ feasib:.lity . -studieg™dnd product "develop-
‘ment. to’'problem solving; chémical - engmeering investi-
gatio‘ns, and process development Moléculon makes
Paroplastic R £ilm and powder. - Prcduct -applications
{nclude controlled reléasé materials; dérmatological
preparations; meémbtane “separatiors for hydro-metallurgy
-and-impurity removal. from waste water, and ceclor
_change monitorlng of toxic wvapors.

Tom Perkins :

. ‘Degree in . Electrical Engineermg, Massachusetts Institute
of Technology,. M .B.A., Harvard Graduate School of
~Business Admlnistraticd.  Ventiré Capitalist with

... Kleiner, Perkins, Cauf:.eld & Byers, San Francisco.
.D:.rector, National Venture Capital Assoclation past

.- President, Western Association of Venture Cap:.talists

i, Co= “foundér of Optids Tectinology ‘and founded University
Laboratories which became t:he leading producer of
inexpensive gas lasers. -

KLEINER, PERKINS, CAUFIELD & BYERS

V._,‘An acm’.ve venture capital partnership with 'a™ °
. . capitalizdation. of §15! million. ‘Tnvestments typically
.. Tange from'a minimm of $200, 000" to 'a maximum of
517 miilion, "They geek opportunities _w:Lt.h ‘the
.potential to 'achieve signifigant shares of High
. growth markets. Examples conputers & computer
,-=_-peripherals office equipment, medical products and
instruments, miérobiclogy, gene.tic engz.neer:l.ng, tele-
commmications, gemiiconductors, laset & optics, and
_pollution control.




Harry D. Richardson

SCMI’ - Harvard University."1976 MS - Engineeri.ng,
University .of Alabama, 1950;. BS - Mechanlcal-.r
Electrical Engineering, Lou_siana Pdlytechnic

. Institute,.1941.. Chalrman’ and President of Nuclear

Systems, Inc since 1971. . Curtently consulting
Professor o Louisiana State. University, ;ﬂMember

of the .Board .of Directors of séveral companieg;

Is a small technology company. Primarily el
engaged in (1} developing; manufacturing, ‘and’
marketing equipment using radioisotopes,. (2)
environmental and quality control testing-

~electronic components, and.(3) developing, manu-

facturing, .and marketing produéts for management

ﬁi;'and conservation .of . energy -in homes . and small’
* -commerical buildings. In 1979, the sales volume

-1s estimated to exceed $6° million Theére atrée 250

.employees -Iocated in six U.S. locations and ong

 manufacturing plant. in Mexico.. ‘NSI g a public
;company With nearly 300, stock“oldera

Walter D

Syniuta

Sc.D - M. I. T . Mechanical Engineering, M Se, Queens T
; University, B,Sc, Queens University Pre51dent Advanced
Mechanical Technology, Inc.  Formerly with' Scientific

Energy Systems Corp., Assistant ‘& Associaté Professor

of Mechanical Engineering, 'M.I.T. Engineering Consultant,

Devélépment Engineer & Vibration Engineer Menber of

varicus profesgional ‘socleties & author. of several
: publications relating to his expertise in the field
‘of eleé¢tron mliéroscopy.”

ADVANCED MECHANICAL TECHNOLOGY INC

A Maszsachusetts corporetion engaged in R & D and
. manufacturing.of instrumentation,  Engaged in R&D in
"thé. fleld of energy convérsion systems, with c¢urrent

development . programs in gas-fired hot water heaters,
gas-fired residential "space hea ing, waste-heat
recovery systéms, ‘a novel heatZactuated Heat-pump

mn . the Stirling cycle, use of ceramics in heat

ﬁ; eng ne ,,and heat engine” combuetion research. 'AMTL

T oprajéets .

urrently engaged in se. ral commercia eéngineering
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Bruno 0. Weinschel:

Dr. Engineering degree from the Techmische Hochachule,
Munich, Germany. Since 1952, President of the
Weinschel Engineering Co., Inc.  He is known for

-his work in the state of the art of insertion-loss

microwave measurement. Serves as Director of the
Precigion Messurements Association. A Fellow in

the Institution of Electrical Engineers. Editorial
review boards of The Microwave Journal and Microwave
Systems News. Author or co-author of forty journal
articles and inventor or co-inventor of twent:y
patents. .

WEINSCHEL ENGINEERING COMPANY INC.

Robert F.

A leader in the design and manufacture of high quality
instruments and components for use throughout the
microwave industry. Known worldwide for thely precision
and quality. Contributor to the advancement of micro-
wave technology. Complete im~house, totally integrated
engineering, machining and assembly, with inspectien
and test, procedures in Gaithersburg, Md.-

Zicarelli:

.

B.5. and MBA - Northwestern University. Has been
with Northwest Growth Fund,. Inc. for 18 years,
having joined NWGF as Vice President and Director
in 1961. His investments in venture capital. -
experiences span 30 years. A member of the Board
of Governors of National Assoclation. of Small
Business Investment Co.'s. (NASBIC) and:Board

of Directors, Mational Venture Capital Assoclation.
Past President of Regional SBIC Association and
member of 5BA National Advisery Council.

NORTHWEST GROWTH FUNRD:

Founded in 1961, it is an SBIC headquartered in
Minneapolis with offices in Denver and Portand.

It is a wholly-owned subsidiary of Northwest
Ban Corporation. It has assets in excess of $40
millien and investments in more than 50 small
businesses, employmg over 15,000 people. NHWGF
has invested in a brcoad range of apparel and
personal products, electronics, basic manufacturing,
commmications, industrial and consumer services.
One of the largest SBIC's in the country actively
dedicated to venture capital funding,






S

MBERS OMME,
SMALL BUSINESS "WPASK . FORCE

Mr Wayne Coloney

3! duate - Georgia

‘ . Technology, 1% ~Bervesias. nuul

';Chs.irmm of the Board & Chief Executive Offfcer

““of thHe Wayne H. Coloney Co., Tallsghassee, Florida.
Formerly associated w:Lth Barrett, Daffin & Coloney, .
and- J. B, Greiner & Co.,” Tampa, A professional
engineer certified in Florida, Georgia, Algbama,
and North Carolina. Member of American Society of
Civil Engineers, National Society of Professlomal
Engineers and numercus other organizationsg, both .
professional & philanthropic. Listed in Tho's Who
in the World and in .the South and Southwest.,

- :Mr. Coloney holds ‘several ‘patents and has pubhshed

- .artlcles related:to his' extensive ‘interest in know-

i:--ledge of: land plann:mg, ‘tramaportation’ facilities,

drainage and air pollution and historic renovation.

COLONE COMPANY

;_Fomded in 1970 as a broad—based engm rin.g firm
dealing with- structural; mechanigal an gal

engineering in the arecas of land planning,"pollution

control and design. Grew from three .employees in .

1570 to presently 200. Awarded’in 1972:- Pollution’

Cotitrel Citation, 1975, SBA Regional Pri
. -of- the Year; placed in:topn500 design £1:
: 'by McGraw-Hill magazine i ¢

B.A. from Swart:hmore Gollege M.S. from Columb:l.a
University, wechanical engineering studies at Brooklyn
Polytechnic Institute. Current].{ President of REFAC
Technology Development Corporation of New York City.
Chairman of Scriptomatic, Inc., Philadelphia, Pa,, .
Chairman of J.D.S., Inc., a West Palm Beach, Florida“
real estate company, Chalrman, Electronic Research
Associates Ine., Moonachle, New Jersey, a manufacturer
of power supplies and 1oudspeakers Chﬂi.rman of REFAC




Elactroenice Corp., Barkhamsted, Conn., manufgcturer
of microminiature display . devices and .switches. ‘
Serves on Department of conmerce, Advisory Committee §
on Science and Inuovation. = i

REFAC TECHNOLOGY DEVELOPMENT CORPORATION:

Since 1952, this company’s principal business has.. . .
been international technology transfer -~ the creation -
of manufacturing licenses and joint ventures as a
means for client manufacturers, t¢ enter export markets..
Most REFAGclients ave smalley companies that have
specialized: induatrial products or manufacturing

K proceeses. : S .

.. B, S in Civi.l Enginee;:;l,ng, Northweete;n Unive;:‘aity
© . M.B.A.~ Harvard University, Cuirently Presidént &
T Founder of Monterey Abalone. Farm, Foundez of Montexey
“ Kelp Corporation which was: “acquired by Mexeck:& Co.,
Inc. Formerly with Global Marine, & ploneer firm in
off~ghore oil well drilling.:: Mr. Lockwood holdsiBeveral
patents in his wvaried background ineluding electronics
& electronics manufacturing, oceanography -&- oceanography
engineering,. civil. engineering, heavy conetructi.on
. .. chemical. processes :

MONTEREY ABALONE FAR’M e

._.‘:Founded :Ln 1972. specializes in- domeeticating the
abalone specles of the marine .snail in.Celifornia. In
the first part of its history the company did extensive
~regearch in biological, envircnmental & nutritional - .
factors relative to commerclalization. Currently: under—:-
going a major expansion of :I.I:s operationa.




Duane D. Pears all

.B.S.. from University of.. Denver, Commercial Engineering.
" General . Motors Instlitute.. Founder and Prasident of
.. the Small Busineéss Development Corporation, . Previously
~Eounded. and was,President of the, Pearsall Compan
(1955-1966). and of Statitrol -Corporation. (1964—1977)
. «Member of. several professional societies. Member of
-, Executive Committee and Board of Directors, of. Denver
.. Chamber of Commerce and Council: of,Small Business of
" “the Chamber of.Commerce. of the U.S:,.Reglonal Vice
... Chiairmai, for Small: Business,. N, Region Serves on
5.B.A. ‘Coloxado District . Adviaory; omeil and. M.F.I.B.
Action Couneil Gomittee Has' published.several
;. technical papers.- Cdlorado.Small Business Person of
the Year - 1976. Naticnal Small Busineas Persom of
the Year - 1976, Outstanding Citizen Award:-Mile High
Sertoma Club - 1978. Serves onithe Board of Di.rectcrs
of. several companies and organizations. -

SMALL BUSINESS DEVELOPMENT CORPORATION

This was formed ‘to’ support three activities - as
consultant to small buasinesses, as an investor in
small business and to or%anize a stronger volce for
small business in Federa 1eglslation o

Eric P. Schellin:

A.B. Columbla University, J.D., George Washington
Tniversity. Lecturer, Patent, Trademark & Copy-
right Law, Georgetwon University, 1974-present.
Executive Vice Presidemt of the National Patent
Cowncil, Inc., Chairman of the Board of Trustees
of the National Small Business Asscec., 1979,
President, Erdo Co., Mewber of various legal &
scientific associatlons and the bar of V.A., D.C.,
Supreme Court and Court of Customs and Patent
Appeals. .
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Robert C. §p_ringbom :

B, 8§, tnlversity of Illlno:.s, 1954 - Ph ‘dl Orgam.c i
“chemlstry Cornell University,” 1954 S:l.nce 1972 i
‘Chairman and Preésident-of: SPringborn Laboratories, Inc. :

;- Formerly,: Chairman and Pres:.dent‘ of General ;
" Coxrporation; Vice: President, Chemical” Group' .
‘General Memagey’ of-New Ventures Division, W'R.
“General Manager,’Food and Chem:.cals Div:l.g:l.on ‘Tonics,

Ine:; and Vice' Pres:.dent i

“ RubbeT Divis:.on of Eagle-‘ iehér Industriea, Inc.

““Hold seVeral: patents i the" field of high polymers

- Bevatal papeys’ oit entreprent ursh:. “Member of:

- nimérous proféssional, eivic h -gocietids.

"-"-Cha:.rman of _he_Coalition of Small Tech:nlcal Busxnesses.

S .

SPRINGBORN LABORA‘I‘ORIE

employee-owned

d allied product
i higb polymer
Europe and As:.a

Is an :Lntemationally oriented--r
company. Serving t :
industry with:spéeial  expertis
offices in the Uu.s.,
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APPENDIX I

A Report of Small Business Members
Who Served on the Industrial Innovation Advisory Committee

That Was Established as Part of the Domestic Policy Réview






THE EFFECTS OF DOMESTIC POLICIES OF THE FEDERAL GOVERNMENT
UPON INNOVATION BY SMALL BUSINESSES

A Report of Smail Business Members

Who Served on the Industrial Innovation Advisory Committee

That Was Established as Part of the Domestic Policy Review.

May 1, 1979

NOTICE: This report represents the views of the several
members from small business who served on the Advisory
Committee on Industrial Innaovation, an advisory committee
that was convened by and reported to the Secretary of
Commerce. This report of the committee members from small
businesses does not necessarily represent the views of the
Department of Commerce, the Small Business Administration,
or any other agency of the Federal Government.

49-418 0 - 78 - 5







SEFINTRODUCTION -7 7 1904,

In mid-1978 President Carter ordereda review of the impact of "+ .
federal policies upon industrial innovation. The Presjdent directed = =~
Secretary of Commerce Juanita Krepps to supervise this study, and she™ i
appointed an Industrial Advisory Committee to work under the direction .= i
of Dr. Jordan Baruch, Assistant Secretary for Science and Teéchnology to - ;
advise her on this project. This Industrial Advisory Committee.was.
composed of approximately one hundred and.fifty business: executives. who
were divided into seven subcommittees to analyse spec1f1c areas,of .
federal policy and the1r 1mpact upon pr1vate dec1s1on mak1ng Sy
innovation.. ... . . . e P s rnenaentenerd o ma =

White most members of the several subcommittees were from 1arge
corporations, each group included one executive from small business who::
participated in the work of the Committee and made contributions to:the--
draft reports that were produced :Because the.small business repres -1
sentation was Timited in comparison to the much Iarger representation of
targe corporations, one would.expect that the:subcommittee-draft reports
would not analyse the small business situation in appreciabie depth.

There is however, almost universal recognition by the seven subcommittees’
that :small businesses make a large contribution to innovation, and:: ="
‘that the policies, laws, regulations and procedures: of the Fedaral Govern--
ment impose a very heavy burden upon 5ma11 bus1ness 1nnovat1o i ]

Upon comp]et1on of the draft reports of the seven subcommuttees,
the small business representatives decided that an additional’ report
should be prepared on the specific impact of federal policies upon -
innovation in small businesses, and how federal policies might be’
revised to again stimulate innovation in this” 1mportant sector of the”
economy. We wish to emphasize that our report is not a minority report .
expressing disagreements with the subcommittees, but a supplement to. . .
address the importance, and the unique role and problems. of, small in- .
‘novative enterprises in America. We wish to place emphasis pon. certain
areas of the draft. reports and make ;additional. recommendations..of ourl ¢
own. " B

Without detracting from the strong vigor of our recommendations, it
must be noted that there are diverse opinions amongst our Committee
members with respect to emphasis, priority, and details of our recom-
mendations.




THE AD-HOC COMMITTEE OF:SMALL:BUSINESS MEMBERS*

George 5. Lockwood, Acting Cha1rman

President .

Monterey’ Aba]one Fanns

Monterey, California’ T ’ :
(Member--Subcomm1ttee on EHV1ronment, Health and Safety Regu1ations)

Wayne H; Co1oney . o

Chairman”and Chief Execut1ve Officer

Wayne H. Colaney Company .  ~ _

Tallahassee; Florida e

(Member--Subcommittee on Procurement and D1rect Support of Research and
Development)

Eugene M. Lang'
President ° i
REFAC. Techno1og1ca1 DeveTopment Corporation
New:York;: New York~ :
(Member‘-Subcunnxttee on: Econom1c and Trade Po11cy)

Duane PearsaI1 3

President. | -, R

Smalil- Business Deve1opment Corporat1on R .
Littleton, Colorado, & -

(Member--Subcmnnittee on Industry Structure and Compet1t1on)

Eric Sche111n Esq.
Attorney at Law. - .
Arlington, Virginia- o L
(Member--Subcmnn1ttee on Patents and Infonnat1on)

Dr. Robert ‘C. Spr1ngborn .
. President . '
Springborn Laborator
Enfield; Coénnecticut” :

(Member—-Subcomm1ttee on Procurement and Direct Support of Research and
Development) - ;

*The membership 1isted after each name fndieatés the Subcommittee of the
Industrial Innovation Advisory Committee upon which the individual served. -




SUMMARY OF CONCLUSIONS

. Innovaticn: is:an «essential ingredient:for: creat1ng JDbS, contro111ng
inflation, and for economic and social:growthi iewics Dlii

. Sma11mbusinesses;make;a:disproportionate1y;1argefcontr1h0tion*t0affrf-
innovation. There is something fundamental:-about :thisunusual ability
of small firms to innovate that must be preserved f r the sake of hea1thy
economic and soc1a1 growth i

. If the U.5, des1res to br1ng 1nflat10n under control, to create new and
better jobs, and to continue to enjoy the economic and soc131 benefits of
innovation;: individual; entrepreneurs: and. their:smal¥ companies must’be-free -
to innovate. Unfortunately, the environment for: small business: innovation
has great1y deter1orated dur1ng the past decade

The creat1ve processes n sma11 bus:nesses are’ pronounced!y d1fferent from
1arge corporations and institutions. There is a lack of awareness within
government: of - how: smalTl: indepandent: innovators” create and how federa pul1c1es
determine the climate for small’ business :innovation.’ =

A:wide- array of-federal~ po11c1es adver5e19w

impact: upon’ small’ innovative
bus1nesses, includingiis. A e :

--Federal tax, pension fund and secur1ty policies that have virtually
eliminated all forms of capital from small innovative business ven-
tures;

--Government regulations that treat large and small firms equally that
are, in fact, discriminatory against small firms; -
--Federal funding for research and development where the most innovative
sector of the American economy, small science and technology based
enterprises, are virtually excluded from effective participation;

;—Federal procurement policies that similarly exclude sma11 innovative
irms;

--Patent policies that have resulted in the diminution of the value
of patent protection for independent inventors and small businesses.

. With sufficient-amendments: to Domestic:Policies: tosprovide:relief. for-

small creative enterprises, a major renaissance in anti-inflationary ~. . < ©
innovation will emerge with concomitant social and economic growth, Such
amendments will require a major departure from current policies affecting
small businesses in capital acquisition, regulation, R & D funding,
procurement and patents.
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SUMMARY OF RECOMMENDATIONS * . .

Changes .in the federal. tax.code to again. encourage the f1ew of
capital into small innovative businesses. : :

. Changes. in ERISA policies o return a port1on of our- nat1ona1 f]ow o
of sav1ngs te high-r1sk 1nnovat10n. e S

Changes in security 1aws and regu1at1ons tc remove cbstacles for ='
innovative enterprtses to acquire seed start-up and expan51on

,-Changes n regu1atory po11c1es to remove. adverse discriminat1on
:against: the small. innovator. IR :

Changes in federal R & D fund1ng po11c1es to produce substantielly

. greater resuits by award1ng a 1arger share to small businesses.

Changes in federa1 procurement po11c1es to: alIow greater partic1pation-

by sma11 businesses on. . more. equitable basis.

Strengthening our-weakened;patent,system,.and making:changes in federal

policies to recognize and protect initial exclusivitiy: as. an essential. -
requirement for successful innovation.

Specific- deta115 for these recommendatlons are 1nc1uded at the end of
this report o R AL L
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THE EFFECTS OF  DOMESTIC -POLICIES: OF THE FEDERAL' GOVERNMENT
N NN VA ION B S E_BUSI_ESSES. :

Innovation is an essential ‘ingredient for economic-and-social growth
It is the driving force that increases productivity and that results in
new products,. processes and services. -Innovatiohs create new and bette
jobs, reduces production-costs and prices, increases foreign sales; and -
increases rea] personal income so-that. our:citizens canfinance maJor
advancements inthe qualities of:1ife such as‘better education, improve
health care. ‘mcreased 1ongeV1ty, and more 'Ie1sur'e and r‘ecreation.

H1thout 1nnnvat1on. agonomic’ stagnat1on DECUrsS:. result1ng in. ristng
prices, decreased: employment, and” increased foreign . compet1t1on--a11
symptoms of stagnation induced -inflation,  Inflation, our natfon’ s'major i
problem is, in our opinion, a direct result of a 1arge decline in priva
sector fnnovation .over the pastidecdde. ::.- 1.

To a Targe extent, the madates of the United States electorate to
fuifill basic social and human needs of our ¢itizens requires a rapid
rate of economic growth:’ Such social and’ econom1c growth can on1y occur
with vigorous private sector innovat1on.- :

SMALL BUSINESSES MAKE A DISPROPORTIONATELY LARGE CONTRIBUTION TO INNOVATION.

The economic history of the United States is replete’with examples
of small innovators making major contributions. From the late 1700's
through the 1970's a major source of technological advancement was the
rasult of individual inventors and entrepreneurs working independently of
our large industrial corporatlons. universities, and goverrment laboratories.
This is particularly true in situations where radically new-coricepts have
been introduced.

In our early history we had E14 wh1tney in 1793 with his ‘cotton gin i
and Robert Fulton with the steamboat in the 1840's. These two innovatioH
had an enormous impact ‘on young America. Later came the railrgads., Next
in telecommunications, we had Morse and Bell, whose contributions greatly
acceleratéd the growth of our economy. S1m11ar1y, Edison, Westinghouse, .-
McCormack, the Wright Brothers, Ford and DeForest made introductions that
laid the foundation for further economic advancements. This 1s on1y a
partial list. All of these innovators were small guys.

The same trend continued after World War II with the success stor1es

of Land at Polaroid and Watson at International Business Machines. During
the 1960's we saw the emergence of compan1es such as Xerox, Digital Equipment
and Hewlett-Packard, each beginning as ‘individuals with their small companies
who were free and able to innovate. In addition to these better known names,
there were thousands of small h:gh-technulogy companies spawned during the
1950's that have created major growth in our economy and have 1ncreased the
quantity and qua11ty of empToyment ‘ .




A recent study. by. the: National: Science: Foundation:concluded: that in
the post World War 11 period, firtis:withiuless. than oheitheisand employees
were responsible for half of the "most s7gnificant new industrial
products and: processes." Firms with one-hundred or fewer employees
produced twenty-four percent of such innovations. In addition, the cost
per innovation: in. a.small. firm was. found to be less than in a large. firm
since small.firms produced twenty-four. times:more major innovations. per . .
research:-and: development dollar:expended as- did:-large. firms... Yet small
firms. conduct only ;hreerperpent.of:Unjtedzstates:research4and-deve1op-
ment. While: there.is:much innovation:that:can:only occur in: large; RS
resourceful. companies, small: firms are,often more-adverturesome and: have -

a greater propensity.for.risk taking, and. accordingly are-able.to move:
faster and use resources more efficiently than large companies. We. .
believe that.there.is something fundamental about the unusual.abiTity::
of small firms. to innovaie that must.be-preserved for. the sake-of- -
health y economic. and sogial growth 1n the- United States i

SMALL INNOVATIVE BUSINESSES CREATE JOBS AND TAX REVENUES AT A RAPID
RATE.

»

The. role of sma11 1nnovat1ve buslnesses in st1mu1at1ng econon1c :
- growth can be seen from two recent studies.. The-first, by the Massachussets
Institute of Technology Development Foundation, shows compounded average
annual growth from 1969 to.1974 for the following three groups of companies:

- Mature-Companies.. ., .- .- ;11‘4% i

. 9 high
i Compan1es

In this study, Mature. Companiges were.Bethlehem Steel, DuPont, General
Electric, General a1 Foods, International Paper and.Proctor &. Gamble i
Innovative Companies were. Polaroid, Minnesota Mining and Manufacturing, ..
nternationat. Eus1ness Machines, Xerox, and.Texds Instruments.. Young- .
High-technotogy. Companies 1nc1uded Data General, Mationa) Sem1cunductor,
Compugraphics D1g1ta1 Equipment, and Marion Laboratories.. The com- -
panies sele¢ted in each group were, in. every case, leaders 1n the1r
- part1cu1ar 1ndustry - ‘ ; b : ."

The }4.1.T. report states:

LS ¢ worth noting that dur1n the five year .

. period,.the six mature companies with combined .

.. sales of .$36 billion.in 1974 experienced:a net .-
gain of .only 25,000. jobs, whereas the five .
young,. high- techno1ogy companies; with combined. .
sales of only $857 million had a net.increase:in
employment of almost 35,000 jobs. The five
innovative. companies w1th combined sales of $21

- billion dur1ng the same period created 106,000
jobs."
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This study also observedthat.the Innovative .Compantes:piraduced:
three times the level of tax revenues as a percentage of sa1es as did
the matu ffrms.

i

Conc1u51ons s1m11ar to those ment1oned above emerged ftom g study
of 1269 firms by the’American-ElectroniciAssociation:: In: February 1978,
Dr. Edwin V. Zschau ofitheA;E:A. ipresented: the: results ‘of that-gtudy’ to
the Senate“Select Committeée on ‘Small Business. :The“report showed ‘the’
following growth:of ‘emp Toyment “far new estab11shedﬂf1rms ‘as contrasted
to more mature companies: AL

o :Years Since
ounding

L reported that annua] benef1ts to the economy :
rea11zed “4n 1976'for each-§100 of equity capt1a1”that ‘had " been invested:
971and: : o

'S
venitures ‘are’ ‘large (e:gv;: jobs ‘are ¢reated:dnd ‘these: JObS arerkeptiat.
home--exports are: created dnstead ‘of -imports--a new:$35- per-year: Flowoin-
tax revenues-is-realisedfor each:$§100-initial investment). ‘This large-
and powerful.flow of ‘benefits starts soon after the:investmént isimade, "
and the benefits are substantially greater:than ‘those-of large conpora- -~
t1ons.

The ge benefits der1 ed from a. favorab]e c]imate for sma11 ‘business
innovation is apparent: from.this review-of the contributiens :to-economic:
growth made by individual entrepreneurs-and their small:companies. d
If the e U.S. desires to:bring inflation under . control -and to continue
to enjoy the economic -and social bengfits of innovation, Tndividual -~
entrepreneurs and: thefr sma]l compan1es mus1 be‘-free:te ‘engage in. 7 -

) 1nnovat1on.:-. R ‘ LT




THE ENVIRONMENTﬂFORTSMALL“BUSINESS INNOVATION. IS NOT HEALTHY. -

It is clear to us that innovation is the keystone of economic and
social growth; ‘and-that individual.entrepreneurs and their small in-
novative businesses have.contributed a .disproportionately large share of
innovation.. It is also-clear that- the climate for-the formation and.
nurturing.of small innovative enterprises in America has suffered a
majov:deterioration-over-the past.: ten years: -and .as & result 1nnovat10n :
has withered. EECPREEy RUNEISN o

There are. no concise:gmdmes for innovation, a1though productivity
is one measureable wresult. From the close.of Hor1d War.IT-until the
mid-1960's, the average ahmual productivity increase for each manu-
facturing worker:was approximately 4.1 percent. From the late 1960's
through the mid 1970's, it averaged 1.6 percent per year. In 1978 it
was 1.0 percent,:and some economists -are predicting a rate of 0.4
percent for 1979. This 1s a ten fold dec11ne that has occurred stead11y
over the past fifteen years. CE

Similar trends.of a substantial -downward nature can be observed in
the flow of capital to smalt firms. In the seven years from 1969 through
1975, the amount of capital-acquired by small firms-with less than-$§
million in net worth-from public markets declined: from: approxxmate1y :
$1,500 mill{on to_approximately $15 m11110n--a 100 fold. decrease. No
significant improvement has occurred in the past three years. However
during this period of catastrophic decline, capital. rafsed by all
corporations in the public security markets increased from $28 billion
in 1972 to over $41.b{1%ion in 1975, or an increase of approximately 50
percent, This 100 fold deciine in capital flow to small imovative
enterprises is indicative of .the decline in small business innovation
because r1sk-cap1tal 1s an essent1a1 1ngred1ent of 1nnuvat1on. ’

Without precise 1nd1ces “for small bus1ness 1nn0vat1on, it 1is impos-
sible for us to quantify this key factor accurately.. It is our obser-
vation as experienced entrepreneurs in our respective industries how-
ever,:that the vigor in small business innovation has substantially
declined. -We would estimate that this decline amounts to-a:level of :10
percent - {or less) of the-average innovation-from. 1950 to 1970--0r at .-
least:a ten fold:decline.. We regret that we canmot be more precise.in-. -
estimating this important factor, but we. beljeve:that this estimate,
based:: AIpon our:personal: observat1on5, .is realistic. :

In_our opinion, a renaissance in innovation in America is;possib]e.
;but:a. basic systemic change must first occur in governmental policies
affecting small. Tnnovative businesses. . The needs of innovators, their -
incentives to innovate, and obstacTes to their creativity are often . .
substantially different for small firms than for large-mature corporations.
In most -cases government p011cy -makers and. administrators fail to recognize
this critical difference between large and small businesses.. As a :
result, Major constraints to inngvation uninténtionally 1mpOSed by
government must be modified. if a rebirth of vigorous innovation is to
occur in the United States.
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THE DISTINCTIVE CHARACTERISTICS OF THE CREATIVE PROCESS-IN SMALL BUSINESS.

“Creative prodessés in smatl businésses have some pronounced-dif- ...
ferences from the creative processes in large corporations. In both
cases, however, the, processes usually have the, foIlow1ng steps.. 1n -Common :

" OnCEEtTDn--the use .of sc1ent1f1c, market or other know1edge
to .conceive a. new product, process. or. servrce to f111 a need

. Reduction to pract1ce-—tak1ng'thxs concep” fram an 1dea 1nto

D pract1ca1 real1ty, such,

e Start-u —-adapt1ngﬂthe firs _model rdtetype for proddctian ’
“‘/"ana—EETEEE S : -

. Exgans1un--w1th successful ear1y product1on, expans1on of
_prroduct1on and sa1es.; A : 3 . : e

With success, a concept moves 1aborious]y through these stages unt1] the
firm and its markets mature.. Signficant .employment and tax.revenues are
generated dur1ng the later, stages of thi B o

Unt11 matur1ty is ach1eved and, pan51on 1eve15'out, th1s

precess s

credtive .

1ncrements)

?i—ra struggle o make the breakthroughs necessary to overcome
..the never end1ng unexpected. obstac1es,' .

o -a}struggle to make the f1rst prec1ous saTe (or to get the
~ First. proposal’ accepted) to meet an optom1st1c deilvery
schedule, and to keep the f1rst Customers happy,: o

... ==a struggle to keep. development. costs and 1n1t1a1 product1on
costs within availabje, cap1ta1, s RN

-~a. strugg1e to c011ect accounts rece1vab1e and other oayments?
<. in time to. meet.the. next.. ayr011 { ‘part1cu r. struggle when
- selling: to the government . .

. . ==a_struggle to convince the banker. that sales, production
+. €0st, and cash, flow. projections are rea11st1c and that‘cust—‘
. omers. w111 pay an schedu1e,. e .

. -—a struggle to- acqu1re and motxvate a team of capab1e‘sc1ent1f1c,
eng1neer1ng, productton and management ta1ent o

There is usua]ly a. de11cate balance. between success and fa1Ture dn ;..'R
this, strugg?e oy : . : . . )




ey

------ :iThe capital required foy this. creative process:is: usua11y ach1red
from ‘individual outside sources and not from a flow of garnings as is
the1%aie of 1arge corporat1uns, a cr1t1ca1 d1fference between Targe and
smali- i s

‘Ehtrépréﬁeurs often spend IS'hOUrs per day,“seven'days'h week, “to -
meet this challenge. T1me and personal energy are the most prec1ous
assets“in this process “The 1nten51ty of “this strugg]e, requ1r1ng the
strong’ personal “comnitment of “the Thnovator, i3’ ‘usually much ‘greater in
a small business than in a large corporation. The w1111ngness of the
small bus1ness "innovatorto  undertake this intense.struggie is one
significant reason why smd1T- businesses 'make ‘disproportionately large
contributions to innovation. K The 1ntens__y of this strugele and
the: vrgﬁrnus ‘commi ttment w1th which 1t 15 executed by the entrepreneur
is a unique component of small business innovation. -

WHAT INCENTIVES MOTIVATE THE SMALL INNOVAT0R3TO‘MEETT

e
indivudals need an env1r0nment that.is conduc1ve for creat1on'w1th
rewards, recognition, profits, freedoms, and the availability of |

capital, basic knowledge ‘and: ‘other:tools with whith to create.

There appears to us to be a fack of understandtng within government
of how individuals create in the private sector, and_how the implement
their creations=-particulariy small i I i

The stimuiation of setting out on one's own, try1ng h1s own ideas,
working ‘in’ an environment with few d1sapprova1 Tevels,” tha; perm1ts and
encourages new approaches and even’radical ideds; ‘and has a "put your
entire personal assets on the line" element of r1sk, coupled with a

chance for a reward of above ‘average Wea1th for *his” intenseé Tabors, are

important ‘motivations for tha innovato
different from Targe corporationsi

During’ the historically “innovative’ 1950 § and 1960 sy and even inte
the early 1970's, there was a steady ‘skream of 1nd1v1dua1s who' were
motivated to leave large corporations, universities and government to
form small’ sc1ent1f1c and technicai businesses. “This streaim is now a
dribble.” There’ was, at that* time; & avqrab]e climate whare the creative
individual had freedom to 1nnovate and ‘nad-access to -capftal.®

Since then many governmenta1 d1sapprova1 1evels ‘and obstacles have
emerged, risks have gone up, vewards have' ‘coine down-=and’ at the same
time the availability of capital for 'small’American enterpr15es has

-declined to an all time Tow, The entrepreneural climate is now dismal
and a substantial portion of the ‘community of the techriically creative
are dispirited. There aré fMountains''to be ¢1limbed thay are going
unclimbed. There is useful scientific knowl edge that-has been deve1oped
in our ‘universities and“eTsewhere that is not being used ‘to i1l social’’
and economic needs. There are products to be developed and manufactured




that are .still.only ideas :in ‘inventors:heads... There: afe innovative
bu51ne55es that shou]d be stagted that are not! be1ng starte
4 o . f

Y. 9
R & D and other 1nnovat1ve investments from cash flows from mature
products, a small business innovator must acquire cap1ta1 from
outside sources.- Federal tax,. ity

up, and expansion capital from small" 1nnovative 'us1ness
ventures.

“freedoti are being consume,_ .
government regulatory activities that have emerged since 1970.
Interferences and de]ays by government compoundnthe entrepre-

,for RI&~ D as declined-as-a: percentage of GNP and has -become
“highly concentrated 1n a few Targe compan1es, un1vers1ties and
federat laboratories. While direct support for applied research
_.and development at these institutions has grown, the most
’;finnovative sectdr of ‘the American’ economysy’ o
~=fechnology based enterprises;-are virtually excTiided, from
effective part1c1pat1on in federa11y ‘funded- appl1ed research.

. - 9 .
n this market and-meeting ‘government spec1f1
small innovative business to bits. There is 1ittle
. innovation within federal supply spec1f1cat1ons and, procurement
 procedures. “The effect of these procedures s to prevent small
: '*bus1ness part1c1pat1on and deny the government ‘of potent1ai
' “sources of “frinovation that would ]ower procurement costs, and -
- ~prnv1de new - and improved products and” ‘services.. In the ‘interest’
~7¢ gf-inhovation:and of “good procurement smatl 1nnovat1ve Tyms
“_hould be provided greater part1cipat1on 1n th1s 1_portant market




-Patents.’ The historic keystone .to:-inventiveness -and:in-
=format1on transfer:has been our U.S. patent ‘system. Patent
-grants have provided :the small innovator proteéction dgainst .
competition by large resourceful firms, and this protection

has often provided incentives for capital acquisition.
Unfortunately in récent-years.the value of patents has weak-
ened considerably due to fnadequate Patent and Trademark
Office procedures resulting in adverse judicial decisions. In

‘addition; substantial-uncertainty has emerged as a result of a_

" - wide range of interpretations - within the federal Jud1c1ary of .
2 -patent Taw. -~At-the present time, over fifty percent’ of °

iopaténts contested at the circuit court Tevel are invalidated,

and the cost of defending such suits is prohibitive for a
small firm. A return to a strong patent system 15 essent1a1
for a reb1rth 1n 1nnovation.

THESE SAME FEDERAL POLICIES FGRCE CONCENTRATION OF INNOVATION
R ND FENER LARGE FIRMS. ;

Simultareous with the decline in the formation of new 1nnovat1ve
enterprises there ‘has been a concurrent acquisition of existing small
innovative companies by large corporat1ons. ‘The unfortunate .rends in
the above policy a jﬁs forc1ng concentration :

. Those federal palicies affecting ¢ ag1ta1 acquis1t10n,
-'coup]ed with the U.S. corporate income tax rate structure,
force rapidly’ expanding small businesses to: seek big firms
with cap1ta1 resource tn order to obta1n_expansion capital'

" Estate tax. considerat1ons force many smaI1 1nnovat1ve firms .
“to7sell- their companies to targe pub]ic firms.. The high1y
restrictive security exchange policies ‘accent this problem.

. In some ndustries the’ reguTatory Burden’ is beyond the
. abiiity of small firms to handie, while in. .Otheps 1t is.a
: maaor deterrent to creat1v1ty,,f, .

‘In federal procurement smalI firms {even those w1th out-
. stand1ng products] cannot: compete w1th Iarge Ll pan1es that
rﬂspeci _ize Tn th1s market- . ; ;

.« The weakened Qatent szstem forces the smaT1 patent holder .
_- dnto 11t1gation with expenses so great. ‘that the, small business
" cannot. protect 1t5 rights aga1nst 'larger 1nfr1ngers, 1nc1uding
,:government : CadT e v . e :

In order to aqu1re cap1taT to meet expansxon needs, to. avo1d high
estate taxes; to obtain federal regu1atory permits; to sell & new product
to the government; or to defend it's patents, it is frequent]y necessary
for the small innovative firm.to sell out to a larger firm with. greater
resources. When this occurs, the research and deve1opment budgets are
often soon, cut and the: 1nnovat1ve entrepreneurs leave the firm.. A
creative independent organization- 1s changed “into’ a static dependent one.

i
B




' SOME_GENERAL CONCLUSIONS

1. Technoiog1ca] 1nnovat1on is essent1a1 to, control 1nf1at10n And
it is essent1a1 1f we are to. f111 our’ pre551ng soc1
‘“_needs o . e Sl

2, 'Independent entrepreneurs and the1r 5ma11 businesses have fiade &
disproportionately large contribution to anti-inflationary. innovation.
Unfortunately, small bus1ness reativity is b1ncked by a wide array .
of federa1 polic1es " N . R

3. A renaissance in indovation is, goss1b1e The removal of un1ntended J
‘}governnent Inhibitars would allow small usinesses 1o 1nnovate R

again.

4. A fundamental reason. for the decline -in innovation is the. faiiure
of federal policy-miakers and administrators to_recognize the
contribltions from small firms to technological innovation, and
their failure to Trecognize ‘that small, innovative firms cannot . o
“‘accomodate the burdens.of government as readily as large companies. = -
“The burden of government upon small innovators is disproportionately =
large and often overwhelm1ng ‘Government policies and regulations
that tireat large and: sma11 firms equaTTy are, in ?act 3?scriminatuny

5. When' gpvernment recogn1zes the destruct1ve nature of this d1s- .
proporticnate and overwheiming burden uJpon the small’ Jinngvator, .and
whén sufficient’ amendments to domestic’ policies arg accomp11shed to
allow rélief, d major remaissarice in anti- 1nf1at1onary innovation
will emerge in America w1th concomitant social and economic growth.
For this to occur, a_major departure is necessary from current
federal policies affecting smal! businesses in cap1tai acquis1tion,

7 regulation, R-&.0- fund1ng, procurement. and. pat ts._

Spacific reconnana i

ns follow fotﬁeach of_the;e”pqucy areas. . .

"_'C_APITAL AVAI"LABttI_T'v Aﬂn-'RETEH‘r_ION- T

An essentia] 1ngred1ent for inngvation is’ capital and the 1ack of
seed, start-up and expansion capital is probably the najor factor
thrott1ing innovation by small businesses.. Unfortunately, significant
changes havé occurred in- tax’ laws, security exchange regu1at10ns. and
federally mandated pension fund managerent policies- ‘during the past -
decade that have drastically reduced the flow of capital into new in-
novative businesses.




THE CAPITAL ALLOCATION PROCESS FOR SMALL BUSINESS' _INNOVATION 1S SIGNIFICANTLY
DIFFERENT THAN FOR BIG CORPORATIONS.

Innovation in large corporat1ons is largely Financed from the flow
of earnings from mature products, and in many cases, sophist1cated rate-
of-return analyses are used to allocate this cash flow into prom1s1ng
areas of” research, ‘product deveTopment, and fac111ty expans1on ‘In. '_
addition,“the profitable cdrpération-receives an“immediate 1ncome~tax
benefit of approximately fifty percent for research and innovation’ “related
expenses ten t_tax cred1 Ffor re]ated cap1ta1 expend1tures.

- In_contrast, the small'1ndependen 1nnovator w1thout a cash flow Iy
from “one ‘o “more mature- products ‘must “usually acquire “hi: ‘capital from
external sources, often in several increments. No taX credits are * °
available to the independent . innovator until his new. product becomes. .
profitable. The net effect is that- the ‘smg 11 guy: must raise from” outs:de
sources more ‘than twice “the “amount “of cap1ta1 ‘for the same 1nnovation as
a large corporation.

The* d1spar1ty between the’ sma11 busxness and the’ 1arge corporat1on
is further 1ncreased s1nce debt cap1ta1 is_ unava11able to the smail. o
b 1'

) Furthermore, dur1ng the cap1tal 1ntens1ve stage of ear1y and rapid
expansion wheré initial profitability occurs, the:high: corporate- income
tax rate.structure prevents the small firm from accumu1at1ng Sufficient
retained earnings to finance the internal expansion of its new product..
In order to .expand and protect “its new market successes, the small :
enterprise must often turn to outside sources for cap1ta1;. In; contrast
the large’ corporat]on'wtth ‘mative busi “is usually ‘abie to
wwWa1 i mﬂmqumm,u

In acquiring capital For each .stage of .innovation--seed, start-up
and expansion--the federal tax code. adverse1y and substantially.: d1scr1minates
Bgainst the smail creative business.

FEDERAL SECURITY ‘POLICTES ‘ALSO DISCRIMINATE AGAINST INNOVATION.

The rules of the Security Exchange Commission that are established
to prevent investment fraud, act to exclude from capital markets small
innovative enterprises that.do.not have.a proven flow of .earnings from
mature products. The registration and’ report1ng-requ1rements of the SEC
are prohibitively costly to the smail enterprise. In essence, the SEC
is doing its job of, preventing fraud by preventing all. types of small
bus1nesses—-both good an bad--from access to pub11c markets

arge corporat1ons ‘gan afford access to pub]1c cap1ta1 markets but
small 1nnovat1ve firms are v1rtua11x excluded.:J, e .




FEDERAL TAX LANS DISCDURAGE INDIVIDUAL INVESTD S FROM MAKING ENNDVATIVE
INVESTMENTS.+ LoD T :

Individual- 1nvestors An the towns and citzes across Amer1ca In—the Lo
past lave played an important role. in. providing seed” start-up: and: expans1on ;
capital for 1nnovat1un. 1In: many. ({fznot.-most} cases of significant:: ’
innovation : fndividual:.investors: have-been: the only source:of seed’ -
capgta} for the independent innovator to move from concepts into practical
realities.

Unfortunately, changes in tax.policies:over the past ten:years now ™
favor areas for investment for individual investors other than innovation.
Retirement funding, real estate, oil and gas drilling, and agr1cu1ture
receive favorabletax:treatment:while innovation: does'noti :We' do-not
balieve that-real estate speculation: and cattle feed-lots aré’as: 1mportant
to healthy economic: growth as: is:tecknological® inndvation~-yet: real-
astate and cattle.feeding.arei favored and- innovation: is. not: Innovatinn
cannotdcompete for capital with these act1v1t1es that are favored 1n the
tax code . ;

OF additional concern to us.are:federalipolicies-that encourage
retirement funding. In 1970, Jegisiation was passed to encourage retire-
ment savings by providing tax-sheltered Individuat-Retirement-Account
(IRA) and Keogh plans so that the savings of doctors, lawyers, businessmen,
and others with-high=income would: be:channeled-into: profess1ona]1y
managed institutional investment pools. In 1973, pension fund: management
policy legislation (ERISA) was passed requiring that-such pools he
managed by a “"prudent:man:rule"-that-essentially precludes the use of
this savingsaf1ow¢forssma1]'innoVativerbusinesses;u»Where*pridr t4:1970
a substantial supply of savings throughout Americz was availabTe: for
Tocal enterprising inventors and entrepreneurs, this flow of savings is
now diverted into:tax sheltered.centralized:institutional:investment
peols that are precluded:by-law:from:.investing in: 1oca promxs1ng ventures

This combination of IRA-Keogh-ERISA acts like a huge vacuum sweep T
moving around the country: extracting innovative-capital: and placing it -
into Targe centralized:funds wheére it is invested:in-the securities of
governments -in-slarge: corporations,: and:into.rea®™ estate. Hundreds of - -
billions of dollars have:-been removed: ‘from Tocal .discretionary invests :
ments and locked up. In our opinfon, this tax code induced removal of
local discretionary investment decisioh making has caused a major disaster
for inmgvation. This shift ininvestment decision making-has :been particularly
disastrous for-high-risk seed:capital .needs where ideds ‘are: first reduced
to realities by using funds provided by friends, relatfvesy-and personal-
acquaintances of the inventor on the local scene.

SPECIAL CONSIDERATIONS FOR SHALL VINN(}VA'EI‘VE. Buéiﬂzsst:%s ARE NECESSARY.

It is our opinion that: large amounts of risk-capital will -again:
flow into small innovative businesses if federal tax-laws are changed tg:
put small business innovation at a parity with large corporations--and
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at & parity with other invesiment alternatives for independent findi- . -’
vidual investors. Without such pariiy discrimination is occurring where *
small businessés cannot compete for capital for innovation.

Special considerations are necessary for our highly innavative
sector of the economy and. an- amended tax code, changes in SEC pol1c1es,
and revised .ERISA ‘rules are:essential for the stimulation-of a badly .
ngeded renaissance.-in anti-inflation innovation. It.is-the opinion of
the members of this Comm1ttee that the fo11ow1ng recommendat1ons shouId
be undertaken ;) L . st

RECGMMENDATlON # 1--CHANGES IN THE FEDERALATAX CODE.

'y new c1ass of: equ1ty secur1ty be created for start-up
--1nnovat1ve businesses that.would couple the. benefits of ]1m1ted
partnerships.with the. benefits of Sub-chapter “S" Cnrporations

This new equity class: would possess the fo11ow1ng features. -

--11m1ted 11ab11ity protect1on,
-=include up to one. hundred investors.
. —-a]]aw curporated investurs, '

--a110w the use- of, cash basis account1ng for tax deter- s
m1nat1ons, .

—-a1lom operat1ng 1osses and 1nvestment tax cred1ts to
flow through to: 1nd1v1dua1 fund1ng 1nvestors 1n the year
oceurred, ©. T ;

--a11ow_sbecfa1ized'equ1pment‘and instrumentation fdr'
--research,. development or testing to:be-expensed:in .the
year purchased,

This new class of stock and 1ts benefits shou1d be. ava11abe to
small businesses- that-spend.in:excess -of -Five .percent of their
gross sales revenues.in -vesearch :and -development -as- determ1ned
by Eenera11y Accepted: count1n 1nc1pa1s (GAAP) -

A11ow 1nvestors n: '&nc. and technnlogy based f1nms
to defer-paying icapital gains. taxes on equity 1nvestments, :
provided-the gains are ‘reinvested in ‘other. smaT] scuence and
technology -based. f1rms w1th1n two years,

. Reduce the federal ‘tax on ga1ns frum caputa! 1nvestments in
small science and technology. firms to a level of fifty percent
of the ‘otherwise .applicable capital-gains te,;if‘thé‘investmgﬂt- o
1s held for a fintmum of five years: L

A11uw sma11 sc1ence and technology firmsito carry forward
id. of -ten tead: five yearS, i




. Restore.the Qualified Stock Option Plan for key-employees in
small science and technology firms, and:establish the period
for exer0151ng stock opt1ons at ten years,

Provide for a. twenty-f1ve percent tax. cred1t for research
and development related expend1tures by’ small businesses’ (as
current]y allowed in Canada),

. ReV1se the corporate 1ncome tax rate to prov1de greater
retention of earnfngs during the initial start-up and growth
phases for small science and:technology-firms: = -

. Allow small business-concerns to estabTish'and-retaih a
“reserve for research and development" in profitable years to
be-used- in periods: of business stress,-with: the maximum 1eve1
of thlS reserve be1ng ten percent of" gross revenues-» g

- Treat 1icense royalites as capital gains 1nstead of ord1nary
1ncome, . B ;

i E11m1nate the exist1ng tax 11ab111t1es for overseas Jo1nt
»  ventures in.which the small business investment:consists of a’
. contr1bution of know how and techn1ca1 1nformat1on' CoE BRI

. :Permit sma!l bus1nesses to take . doubTe deductions of expenses
directly related to export market development;

RECOMMENDATION # 2--CHANGES IN INVESTMENT MANAGEMENT POLICIES.
+ Modify ERISA to allow up to}fﬁve.percent of pension fund
portfolios to be invested in small businesses;

»-Encourage state ‘investment-pools. to invest-a Targer percentage'
of the1r honings 1n small 1nnovat1ve bus1nesses

RECOMMENDAUON # 3--CHANGES. 1N: SECURITY ExcHANGE_ _LAws AND REGU_LATION_S_.

Exempt from SEC registration. offer1ngs'of equity seoor1ties
for Jdnnovative businesses: outlined: 1n Recomnendatlon # T of
1ess than. two nn]]ton do]lars, o :

Change the charter of the Secur1ty Exchange Comm1ss1on to-
specify the encouragement of -the flow of :capital-into~small
1nnovat1ve enterpr1ses as well as to protect the pub11c tnvestor.

The obaect1ve of these f1rst three recommendat1ons is to remove
unintended obstacles that have. arisen and to provide 1ncent1ves for the .
allocation of seed, start-up, and expans1on cap1ta1 to prom1s1ng 1nnovat1ve
ventures, by:. .- . . i




.-Providing tax parity for: sma11-1nnovat1ve Firns equa1 to
that.of Jlarge: corporat1ons, .

. Providing tax par1ty for 1nvestments in 1nnovat1on equaI to
#.that: provided:for alternate: 1nvestment oppurtun1t1es for
-x* independent investors; . i .

A110w1ng greater retent1on of ret ned earn1ngs for ear1y

”;‘. Removing SEC. d1scv1mination;:' B

Re1eas1ngslocked-up-cap1t31 1n ret1rement funds.

We be11eve_ . tax revenues from these recommendat1ons
will be miniscule: when compared-to’ increased: tax: révenues -to:be! received
within several years of enacting these changes.. The tax umbrella that
wou]d.be,phovided>fonqstimuTating:sma11ubusineSSainnovation would not be
applicable to the large earning flows for large mature corporations nor
would they be available for non-innovative individual investments. While

we appreciate that-our recommendations might-result in some-compromises
in investor.protection-against fraud-and.lossesy-and:that there may be
soma problems of . definition ;and:of: administrative’ ‘cohvendiénce, we: believe
that these costs will be minor compared to the overall societal benefits
res¥1t1ng from-the- reb1rth in. ant1 1nf1at1un 1nnovatmon that would

follow : e s asl ey L . W

= -REGULATION.:x o #isi o

Buring:the .past decade;. a .new regulatory:-environment has emerged to
fulfill a wide variety .of social "mandates®.. This environment includes
new agencies such as OSHA, EPA, CPSC, NTSB and EEOC, in addition to
expanded jurisdictions of existing agencies such as FDA, SEC, FTC, DOE,,
DOT, Justice, Corps of Engineers: ‘and others: involved in. the: regulation )
of business in one way or another. Ve believe that the mission of each -
of these agencies is well intended and, if only one (or a few) of them
were impactingupon small innovative: businesses, their impacticould be
absorbed ‘within -the icreative:process. Unfortunately;- for many: small
businesses there is mandatory involvement. with a-wide' range:of agencies
and, in some cases, the laws and regulations being enforced were in-
tended for ‘Targe sources. of hazards, or: for someother purpose‘than to
control the new f1eId be1ng p1oneered by the 1nnovator. B ;

In some new f1e1ds, the regu1atory env1ronment is so 1ntense and so
diverse that the whole of this impact is greater than the sum of the
parts. The:small guy is overwhelmed by the law-making, rule-making, and

enforcement processes of requiation. This ntense diverse reguiatory
environment is centributing to 1nf1at1on in- two: ways--by' impeding in-".
novation (particularly innovation in sma11 enterpr1ses)--and by adding: -
_significantly to business costs.




