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" SMALL BUSINESS 'AND‘IN‘NOVATION "

THURSDAY .A.U'G‘UST 2, 1979 o

- US.- SENATE
SELECT COMMITTHE ON SMALL BUSINESS, e
. Washmgton D: O

The commlttee met pursuant to notme at 9:30 a. m., in Toom 323,
Russell Senate Office Bulldmg, Hon. Walter D. Huddleston, premdmg
Present: Senators Huddleston, Stew art, Schmltt and Hayakawa

~STATEMENT OF HON. WALTER D. HUDDLESTON, A U.S. SENATOR
FROM THE STATE OF KENTUGKY

Senator HuppLesToN. The committee will please come to order. .

This is the.first in a series of hearings which the Senate Small Busi-
ness Committee will hold prior to the beginning of the White House
Conference on Small Business next year.

The scope of the hearings will be.to provide congres:lonal mput for’
the Conference and to establish the basis for additional action-on the
recommendations which may come out. of the Conference. :

"This undertaking by the committee is monumental in its proportlons

I commend the distinguished chairman, Senator Nelson, and all
the members of the:committee, who have agreed to’ devote a conmdm-
able amount of time . to the pm]ect :

A speclal “thanks’ ¢ goes to Senator Stewart Who has taken a strong
position of leadership on this project..

I .am convinced .that the friits of these hea,rm s will provide an.
important point of reference for the White House onference and f01

congressional action afterwards.

.The hearings- today will focus on the neéd for adjusting Federal
laws and policies in order to eéncourage and promote small busmess
innovation. - :

The .ultimate. benefit to be derived from  this wﬂl Be a healthier
economy which will be able to meet the needs of all Americans. = .~

Small business innovation will have many beneficial effects, .

-However, the major contributions will be increased jobs to reduce
our excesswe unemployment, increased” productlwty to counter in-
flation, an improved competitive “edge’ to help us create and keep
mft]erna,mona] markets and new technologies to improve our standard
of living.. :

Milton Stewart chlef counsel for advocacy of the Small Busmess'
Admlmstratlon, has done. an excellent job in preparing the report
which is the principal topic of discussion today. '

He has demonstrated his innovative talents by comnbining the three
Separate Stadles and evalua,tmo" the consensis Whlch ﬂows from them.

ooy
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It1 is this type of creative factfinding which will produce beneficial
results.

While a great deal of blame can be attributed to the Federal Govern-
ment for failing to devise policles which benefit small businesses, 1
will be striving | %o stay away from a ¢ ‘ﬁnger pomtmcr” a,pproach durmg
these hearings.

Qur goal should be, not to lay bla,me for present 1nadequacles but
to focus on what posmwe steps can and should be taken to utilize
the vast creative potenital of the American small businessman.

1 believe that constructive criticism and cooperation should be the
keynote of these hearings, if we are to arrive at a final consensus on
‘the type of economic atmosphere which is most beneficial to small
‘businesses. .

I mentioned Senator Stewart has been a leader in organizing this
series of hearings and in'prevailing upon the other ‘members of the
commitfee to undertake this rather large -undertaking. “Senator-
. Stewart, we would appricate having your comments at-this time.

STATEMENT OF HON. DONALD W, STEWART A 'U S, SENATOR
FROM THE STATE OF ALABAMA

Senatox STEwART. 1 have a writien statement which T’ will' ask be
made a part of the record. Tt somewhat reiterates the statements you
made’ about the thrust of these hearings. Not just the hearing this”
morning, but the others the committee plans to hold fo examine ‘the-
role of Federal department and agency progtams and policies and how
they affect small businesses in this country. We plan to éxamine what‘
the Government can do, and what it perhaps ought not do-in some ini--
stances. There might be a better way of operatmg, as far as small
businesses are concerned. ‘

I'am glad to be a part of these hearings, and T lock forward to WOI‘k- :
ing with you, Senator Gaylord Nelson,’ and with’ other members ‘of
* this committee in making these heamgs a successful venture. *~
Hopefully, we can have ready for the delegates to the White House'!
- Conference on Small Business, as well as others, some kind ‘of game
plan that we can follow at the natlonal level” to assure’ that Govern-"?'
ment will do what it ought to do in the area of small business: .

I want to say a special word of thanks, Senator Huddleston, to the
members of this committee’s staff; who have worked very hard to tryf
to get these hearings underway. -
. Alot of times we hesr criticism leveled at members of congresswnal

staff. T think these folks have done an excellent job a,nd want to’
_thank them publicly for their help. :

1 particularly want te commemd Milton Stewart with SBA for ‘the
work he has done, not only in preparation of the innovation report,’
but for his counsel in coringction with the planning of these hearings. -
His assistance has been invaluable. Frankly, I think it is an example

. of the kind of work that the Small Business Administration ought to~
o d'(')mg I want to tell you that pibliely,” Miltén, and 1" ‘corninend”
“you for 11T am hopenﬂ that one of ‘the fruits of this heari ing will! be‘
o get that agency in more of these kinds of activities:

" T will end my remarks by saying T know we have some people here
who are ra,ther shy. |Laughter.] "

Seriously, I will not take any more of your time. We loock forward
to hearing from you. You have all done an excellent job on this report.
Qur job this morning is to hear from you.
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Senator. Heyakawa I know you want to introduce 2 Wltness from
California, . . _
. Senator HUDDLESTON Sena.tor Ha,yakawa‘?

STATEMENT OF HON 'S, L. HAYAKAWA A U S. SEN"ATUR FROM
THE STATE OF CALIFORNIA o

Senator HAYAKAWA "Thank you Mr. Chmrm&n ' B

It is a real pleasure to Welcome members of the Small Busmess
Administration Task Force on Small Business Innovation.

This is a good example of cooperation between government, and
business, and I look forward to learning more about the, ﬁndmors of
this -task.force. -

. We are especmlly grateful to you,  Mr. Stewa,rt and to your presence
here as a. witness to be with us, and I am espeemlly pleased to welcome
Mr. George Lockwood, a general partner, of Monterey Abalone Farm
in Monterey, Calif. :

He is interested especm‘ly i} explormv and 1n expansmn of the
aquaculture industry, and he appears today as Chairman of the
Domestic Policy Review on Industrial Innovation, which was con-
ducted by the Department of Commerce, and as a member of the
SBA Task Force on Small Business and Innovatmn g0 he is'an expert
on this general. subject by now.

Mr. Lockwood is a civil engineer, the foander of his company, and
he was associated before that with a pioneer firm in offshore drﬂling

‘The task force has agreed to look into Federal policies affecting in-
novation thoroughly, as it has, and with representatives like Mr. Lock~
wood, who is part.of an. 0pera,t1on such as an abalone farm, this is
guite ‘innovative in itself. I was talking to him, before we ‘sab down,
about our sturgeon farms, where an observer saw these fishermen along
the Sacramento catching sturgeon and degutting them and Wa,lkmg
away, and he realized there are hundreds of dollars’ worth of caviar
being thrown away. I am talking:now about this Russian emigrant,
this professor, so starting from that, he got the agricultural people at
the University of California interested in cultivating sturgeons, and I
think he got to the point where they operate, take out the eggs, and
sew them up again, and put them back to work, and this i is fantastic. I
have had some of this caviar, and last’ Ja,nuary I was in the Soviet
Union, and we were treated to fantastic good food, including the Rus-
sisn caviar, and by Ged, the California caviar is a damn sight - better!
Mr. Lockwood assures me that the California abalone is ‘better than
Japanese abalone, and I am perfectly ready to believe him. .

Instead of going on with the prepared remarks I have hers, I would
11ke to call:your attention to an article that I think is in the November
1978 issue of Harper’s magazine. Mr. Stewart, I think you would be
espeelally interested in this, it is either September or November, it is
written by George Gilder; and he says in effect that the difference be-

* tween liberals and: conservatives is very, very frequently misunder-

stood, €0 he does not use thiis term, but he says it is & constant struggle
between those who would’ preserve the status quo and the people. who
start innovating, and creating new ideas, such as Thomas Edison in

* his workshop, and-Henry Ford, and Mr.. Honda in his bicycle shop in

Tokyo from the end of World War II, these are people who are dream-
ers, whose ideas are regarded with’ con31derable 8 eptlclsm and the
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relatives are asked to invest in their new idés, do so out of- kindness
- rather than out of any real belief in his prOJect but these are the
glowing points of culture. The real conservative forces, Mr. ‘Gilder
says, are the conservative types of big business, the big lebor unions
and big Government, as opposed to the free mdependent—mmded in~
dividuals, whether in Government or in-academis, for that matter, as
in tlllle area of my experlence or in busmess who are threedmg new
paths
My father was a small businessman, but my own academic expe-
rlenee is fascinating to ne in hght of What people are. domg—hke your
“crazy abalone farm.” .
You know, when I became interested In sema,ntlcs, baick there 111
- the late 1930’5 the professor under whom I earned my Ph.D,,
professor I respected highly, told me not to mess eround mth semen—,
tlcs

“You are establishing a reputation as a hterary seholer $0 do not

. please mess around with semantics, it WI].}. ruin your eareer 'so 1
should have listened to him.

“Senator HuppLEsToN, And look Where you are.

“Senator Havaxawa. Right. [Laughter.]

“So I should have listened to my professor. Anyhow, you see how I
have sympathy for those with the wiser heads, not with those who
say do not mess around with the abalone farm;, or do not mess around
with trying to develop a mew type of motoreyele engine, whatever,
for'these are creative to the culture, and in a police state as in: ‘the
Soviet Uhion, there is no creat1v1ty, absolutely none, and this is why
we are ahead of them and will remain ahead-of them: mdefinitely.
This is why I am glad to be a member of this eomm1ttee 1 am gled to
ta.ke part in your deliberations. - _

"Mr. Chairman, thank you. =~ =~ = -~ ' R

* Senator Huppreston. Thank you very mueh Senator.” -

" For the record, all prepared statéments subrmtted by mermbers’ of
the committee, meludmcr that of the chairman, Senetor Nelson wﬂl
be made a pert of the record at this point. -

_[Additional prepered statements follow:] -

STATEMENT or Hown, Gavrorp NeLgow; a4 U.S. SEnaTOR FROM THE: STATE oF
Wisconsin, AND CHATRMAN, SENATE SuarL Business, COMMITTEE

“Today's hearing is a first in a series of comprehenswe hesrings which will ex-
plore the role of small and independent enterprises in our economy and our quality
of. lgf, and how they can contribute in solving many of our most pressmg national
problems.

In the next th.ree months we inténd to examine how. federe.l agenciés and” depa.rt—__

- merits ‘assist or hinder small businésses in’ stimulating real economic growth,
increasing productivity, expanding job opportunities, arresting inflation, expand—
ing exports and providing alternative energy sources.

-At the conclusion of these hearings, the Commiittes will foward to all delegetes
to the White House Conference on Small Business a summary of its findings to-
gether with recommended legislative and: administrative solutions in the:areas of
taxes, capital and eredit needs, technology. transfer and innovation, procurement

_conomlc «concentration. and. antl-trust regulatory..and;. paperwork i
. energy, rural agsistance,, mternetmnal trade, and small b.

-Today we will hear from' witnesses who seérved on -one. or more of three task
f()l‘(,ﬂb which concluded that federal: policies have systematically excluded small
firms from fully participating in government spomsored or initiated research.and
development The Office of Management, and Budget has found that independent
entrepreneuris have accounted for half of major innovaiions between 1853 and
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1973::0Other. studies: by :AQ;the Commerce- Departmeut the- Na.tlona] Science.
Foundation,: and. leading aca.demlc institutions coneclusively demonstrate- that-
small compapnies are producing.a dlsprOportlonate share of inhovative idéas and
products in 1e1at10nsh1p to either their asset size, number of people employed or
sales volume. ‘All of these’ ﬁndmgs, I should mentlon have been mt.roduced 1n_’
previous Committee hearings.: -+ . g

The .Committee, in hearings: held last summer exammed the underutlhzatmn
of small business.in industrial innovation. At that time 1 served notice that those
Federal departments and | agéncies responsible for strengthening the innovative,
process should singiilarly or ¢ollectively provide  Congress with specifie reeom-
mendations for better utilizing innovation produced by-the small business se¢tor.
Since our hearings in August, 1978, the administration has been silent on the
subject—mno program or legﬁlatwe initiatives have been fortheoming.

I think that the views and recommendations .of .the leading small business.
experts who comprised the three innovation task force groups deserve t6 be heard”
and seriptisly considered, It ig'therefore my-intention tointroduce after the recess
an omnibus small business innovation bill which will Incorporate many of thelr
suggestions.

The hational climate for the growth of innovative sma,ll concerns has to be
changed and I for-one 1ntend to help brmg tha.t ehange about Lo ;

STATFMENT OoF HON DONALD W STEWART, A U 8. SENATOR FROM TEE STATF oF
L . e ALABAMA TN : b S

Today the Sena.te Small Business* Commlttee w111 begln a- series of comprehen- ;
sive hearings aimed at examining the impaect of federal policies on theproductivity, -
efficiency and creativity of the American small-business community. We will takea :
look at the problems faced by innovative small businesses and we will examine the
role the federal government can play in contrlbutmg to the ‘growth and develop-
ment ‘of this vital sector of our economy. This may include” leglsla.twe remedies
where necessary. oriregulatory and poliey chinges by pertinent executwe bra,nch
agencies. -

Earlier hearings-of .this ecommittee as well as numerous studies by pr1vate and
governmental organizations have established witliout & doubt that small business
has traditionally been the principal source of innovations. It is & well docurnented
fact that.45 percent of all économic growth comes from technological innovation
and that the small business-sector:accounts for at least half of:that innovation.:

JFor years we have seeni.the.large and drsproportmnate contribution innovative
small businesses have made to the eréation of jobs and to inereases in productlwty
At“the same timé we have all encountered numerous examples of government
regulations and policies which have hindered the ability of independent entérprise
to tackle present problems such as the growing threat of recession,.drastic declines -,
in productwnty, concerns over our nations strategic military, strength, an energy :
crisis, widening trade .deficits, and soaring .inflation.

Tt has been-almost 12 years ginée any congressional cornmittes’ Held & series of
hearmgs of the govérnment’s effect on ‘small business and it is time to update the:
previous efforts. It is the Small Business Cominittée’s:hope that the result of these.
hearings will be a series.of. written policy- recommendations submitted to.the
President early next year, in time to provide meaningful Cong’resuonal input into
the White House Conference on Small Business. .

“Today’s hearing comes on the heels of an SBA Officé of Advocacy tesk’ force_?
report titled, “Small Business and Innovation.” It represents;the: coinbined
efforts of: a- dlstmgulshed group of small business entrepreneurs, many of whom
are testyfying today. :

In addition to examining the problems fa.ced by technology ofiented ﬁt ms, “the’
task force report outlined seven areas where legisiative action is most desperately
needed. The seventareas include taxes; research and development; regulations,
capital formation and investment, procurement, patents, and exportg and frade..

Today we will examine the task force report and hear first ha,nd from some of the
folks who parti¢ipated in putting it together -

Senator HuppLssron. For the record, I W11] 1dent1fy the members'“
of the panel who are here. We. will start with the moderator, Mr.

Milton Stewart, who is the Chiéf Counsel for Advoeacy of the Small
Business Admlmstratmn followed by Mr. Sherman Abrahamson,
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special assistant to the chief executive officer, Control: Data Corp.;
Mr:. Dan Cronin, Ampersand Associates, Boston Mass.; " Me. Alfred -
C."W. Daniels, H. 1. Aerospace Deslgn Co., Bed_ford ‘Mass.; Dr.
Clyde R.. Goodheart president; Bio Labs, Inc Northbrook ;-
Mr. Sid Green, Terra Tek, Inc., Salt Lake Clty, "Utah; Mr. Harold .
Guller, Essex Cryogemcs Industmes St. Louis,” Mo.;  Mr."George
Lockwood Monterey Abalone Ferm Monterey, Calif.; "and Dr..
Robert Spnngborn president, Sprmgborn Labs, Enfield, Conn } ~
M{ Stewart “you may proceed Wlth your; statement and w1th the:
pane ‘ : :

STATEMENT OF MEI.TON STEWA.RT MODERATOR OF PANEL DIS .
- CUSSION, CHIEF COUNSEL FOR ADVOCACY, U.S. SMALL BUSIHESS-‘
' ADMINISTRATION ‘ '

Mr STEWART. Mr. Oha&rman Senetors, I would ]ust like to take -
the time to state that I eppeered before this committee which recom-
mended my confirmation to the Senate just about 1 year ago.

One of the things I said then was that a great void in the Federal:

Government was the absence of a*point of spokesmanship for the
small businessman, particularly the innovative entrepreneur, which
Senator Heyakawa has been pleased to- call attention to, and: while .
‘innovation and: entrepreneurshlp are not unique, there are innovative
-entrepreneurs even in the éxecutive branch of ‘the ‘Government; &s’
well as in both Houses. of _Congress, the innovator has & pa,rtlculerly?_:;
hard role to play.in a: society- pertlcularly dominated . by lsrge—sca,le-
institutions.

I would like to mentioh that themen who are innovators, who are

- entrepreneurs, are the kind of men who have put together the docu- .
ment that is before you. They are all listed in that document 80 you
can make easy reference as they talk:to you today.

"There are three reports contained in this document. In one of those o

Mr. Sherman, Abrahamson; directly to my tight, represents 14 people
who prepared a study for the -Assistant Secretary for Commerce. for
* Science and Technology on the S1gn1ﬁca,nce of Smalk Innovs,twe Bu51—
nesses for Job Creation,” ;
-That is chronologically the first of thé reports, arid in that document
12 recommendations are cited. There are blogrsphles o;f the 14 people
involved at the tail end of the document. . - :
‘George  Lockwood : and - Bob Sprmgbom over to the Teft here
represent six’ ‘members of the Domestic Policy Review Layman’ sf:
.Group. which the Commerce De artment set up as part of the Presl-
dent’s Domestic Policy Review Study. - '
. 'The other five people represent the SBA Advocecy Ta,sk Force on -
Innovative Small Business People in generel "
; They are all included in the document’s. blcgra.phles of these gentle-._.
men and I Wﬂl let them tell you a,bout themselves aswe proceed durmg ;

Yt'hc mormng f L
TWhat T Would 11ke to ma.ke a metter of record 1s how these groups,‘,

came to be pulled together for this purpose.

‘First of all, the Administrator for the SBA désignated me to repre-
- sent the ageney in the Domestic Policy Review, and as a part of that -
crocess 1t became clea.r to me we needed some mnut dlrectly from‘
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people enga,ged in-fijll-time’ and: mnovatlve aet1v1t1es 31ther as ‘en-
trepreneurs, or-as financiers:of such ventures. - : -

‘We know the ‘two groups referréd. to: a,nd were. exposed to then;
deliberations.
- ‘The statute establishing the Office of Ad- vocacy, Pubhc Law 94—305
imposes on:me- the express responsibility to-study among other thmge‘-
the contrlbutmn th&t small busmess can make in st1mu1et1ng mnova,-?
tion. g :
'I‘hat is in sectmn 202(1) of the Advoca,cy Statute Section 9 of the"
Small Business-Act imposes on’ our agency research and developmént
responsibilities which: the Administrator and-I. during these ‘months-
have been discussing lat great length. Among other things; we have.
been: conicerned from an agency standpoint that SBA become as it
were, concerned more. affirmatively with:the “best” of small busmess .
as well as the- -merginal hard-pressed companies which: we:must so
often finance.. T am very proud to be able to tell- you I thmk that is:

what you have before you:here..

- These matters are:not justan- merket terms. They are successful in
innovative -creative terms, and represent the: kmd of s1gn1ﬁca.nce you
all-mentioped in your opening remarks.:: - .. :

~I-would iketo explain-how and why the ﬁna,l group- was selected

I took the responsibility for the choices. I looked at well eve1.
100 people;ridentifying people who met certain-standards. -

+First, I lookedfor chief executive officers, senior officers of innova-
tive entrepreneurlal enterprises, for profit businesses. Second, they had
to-Trepresent & range of sc1ent1ﬁc dlSGlpllnes all the wa.y from bmlogy
and medicine. 5

- For éxample, Dr Gcodheart. is. & doctor of medlcme uwolved in-
engineering. and space. He has 4 range of experiences that include the-
Governmént; - big business, small: busmess, and - extended academic
experience. But I'also wanted geographical representativeness, so that
there is at least one person on this t.ask force for every 1 of. the 10
SBA regional distriets. .- -~

The group was convened early in- January of this. year for an 1n1t1al

2-day meeting. -Extensive bibliography is included .on a-couple of
pages. A mountain of: paper was sent to them. They reviewed the back-
ground of this subject matter from the standpoint of public policy, and
examined studies that have been done, including studies done under.
the auspices of this-committee and its sister committee in the House.

-We had 2 full days of discussion, followed by 2 full days of public
heanng after notice in the Federal Reglster so anybody that wanted
to come in and make a centnbutlon was on notlce and could have done
80.7 :

These felks were then asked to meet, Wlth various pubhc ofﬁclale
We heard a representative of OSBP, the National Science Foundation,
the Commerce Department, the Treasury on-taxes, some-MIT folks
with long experience in the study of innovative act1v1ty Then followed:
4 -months; of extensive - discussion and - exchange 'of correspondence
telephone and in person. A number of these fellows met on thelr own,
and .various draft documeénts were:prepared. . .

" They decided that they in effect. would want to add to the: hterary
output of the advisory groups, because two excellent documents were
almost completed. The. one .which Mr. Ambrahamson’s group-has—
the third document-—has an excellent review of a-number of major
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national problems and their relationship to small science-based ¢om-
panies. In turn George Lockwood played the lead part for the six:
members of the:Domestic PolicyReview Group, which-is the second _
document reported here.

‘The final group-limited its considerations. The six members of the
Commerce ‘Group were: co-opted for discussion purposes,; but-joined:
in approving the document. What in effect/ they decided: they would do:
is actually draft a layman’s versxon of Wha.t kmd of law they Woulri
like' fo see on the books.

:The central guestion-they were trymg 40 answer is: most slmply
%ut this way : What do we as innovative ‘entrepreneurs need:from:the"

ederal Government, affirmatively and negatively? What shoud: they -
do and stop-doing; to- bring back to the economy:the kind-of entre-:
preneurial environment- we-had in the late fifties and- early sixties,-
- when men and women felt. very freely they could leave Government,:
or major corporations, acadernic campuses, and go on thelr own, and
start the kinds of businesses these people run?

~'There has.been & generally noted decline in that a,et.lwty, and we
raised: the question of :what kinds of changes do-we need:to make-or-
what contribution to (Government policy. are needed . to bring: back:
that - entrepreneuna,l chmate fer all of the reasons: se’n forth:in these

- studies. .

There are some dlssents noted These hke all small busmess prople
are very stiff-necked people. They would put things in-their own very
special way. You will find-trouble in getting-them to agree or disagree:
but with reference to their shyness, they areall very articulate people.

Not all of the people involved are here today. Sherman Abrahsmson.
represents ‘o task force of 14 people; George Lockwood and ‘Robert
Springborn, a task force of 6 people; Dan Cronin; 7 venture capital
managers, all of whom have financed imnovative busmesses The other:
five fellows are-heads of small innovative businesses. They are not here-

" today, but they are represented in the conclusions.

For your convenience, we have included a comparative. table of the
recommendations and comiments of :all three groups. They are under
five or six headings; tax recommendsations, research and development
recommeridations, regula.tory ‘procedures, capltal investment recom-:
mendations, procurement recommendatlons and patent reeom-—
‘mendations,

"By way of conclusion, my eontnbutlon to thlS process is summanzed
in three brief pages at the beginning of the document. In summary
L'have tried to explain something about the nature of the consensus.
With your permission, I-would like to read these 9 sentences which
summarlzedp what seems to be the heart of the agreement among the
14 eople involved in this project. '

me: The critical need is for.ad’ entrepreneumel environment far’

more favorable to 1n110vat10n a.nd nsktakmw than we have had for

the past 10 years;
s Two . Primary. reha,nce ior mnovatmn can and. should be placed on -
‘ .,the orivate sectors

Three: The unsamsfactory envn'onment for. mnovatlon and risk
tal]tmg results from the cumulative 1mpa,ct of a number of Federa,l
policies;

Four: Small business is the most’ underutlhzed p&rtleplant in the
Nation’s innovation process; = ° , . Pl
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=Five: There.is-a, compelhng national stake in- closmg the gap be-
tween small business’. potential contribution to. mnovatlon and its.
present utilization; y

Six: Gerieral Federal policy. changes, 1mp0rtant as they: are Wlll not,
help small business enough The changes needed must be spemﬁcally
targeted to At o :

Seven: Two typical yet central deﬁclencles clted among many are:
(2) Inadequate -Federal targeting of Federal R..& D. procurement to.
small business; and: (b) inadequate incentive for convertmg Federal
R. & D. results to market sector civil technology innovation.: ... . ,

-Eight: T'o meet those deficiencies a gradual, buildup to a 10-percent
set-aside.for small business research and development procurement
is: recommended. That would almost triple small business’ share in
a few years.Transfer to the private sector would be further stimulated
by usmng:l percent to follow a model program developed by the
National Science-Foundation. - -

- Nine: Those Federal policy changes necessary for creatmg a favor-
able -environment :are practicable .and achievable in-the near.term.

- Finally, Mr. Chairman, our.country has been blessed with numerous
attamments in the world, not the least of whrch is that we have more
Nobel: Prizes in our crtlzenry than any country in the world..

I do not think that Japan has a single Nobel Prize winner yet. But
What they have is the fruits of the application of the basic Tesearch.
done’by- our Nobel Prize people. The men before you represent: the
critical transition between:basic fesearch, the marketplace, the homes,
the factories, the streets; our lives as people as g people together, and
all I have to say 1s that there is.a clear dlscrepancy ‘between our
attainments in basic research; and our capacities. as a people to put
their fruits to work..It is-a dlscrepancy that has widened in my lifetime.

L'have watched it as-a venture capital manager, and T have Watched
it as-a-lawyer: We cannot afford: to have it continue. . =

Liwould like to excuse myself, I have another pressmg meetmg, but
there-is aigood reason.for me to leave-too. - .

I really think you ought to hear from these people w1thout the
presence. of any irrelevant people, and. beheve e, ‘that is what T am,

‘FPhank you very-much. .

Senator HUDDLESTON Thank you Mﬂton In What order do you
wish to proceed? - i

- Mr. STEWART I have left Mr Cronln, hlS name starts ﬁrst as’ our.
chairman. : Dol

Senator HUDDLESTON All rlght ' =

- Mr. Cronin:1.think it might be appropnate t0 hear first from the
orentleman from Cahforma on. regulatmns Mr. Lock“ ood o

STATEMENT OF GEORGE LOCKWOOD MONTEREY ABALONE FARM
MONTEREY GALIF B

Mr LOCKWOOD Thank you, and thank you Senator Hayakawa

. for your kind comments.

~Let me briefly outline for you the report Whmh beglns on page 56 ot
the report document. - - :
I know this report was put toaether a8 you all know, Premdent
Carter approximately 1 year ago " became concerned that industrial
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innovation in America had declined during the past decade and ordered
the Secretary of Commerce conduct a review -of matters aﬁectmg
- mnovatmn
¥ The Secretaty of Commerce put together an Adv1sory Comr_mttee
of some 150 executives-of a broad range of :American enterprise;some
6 or 7 of us where from small businesses interested in innovation.

Thére were séven subcommittees that-we were: assigned to, having
to' do with economic policy, Tegulatory policies, Federal procurement,
TFederal Ri& D:, patents; concentretion industrial concentratlon and
an information exchange

“After the completion of the reports of these task forces it was de—
cided by those of us from the small business community that we might:

-~ possibly ‘wish to prepare our own report, having learned.from their ..
larger experience, but directing it more toward the pecuha,rltms of.
small businesses in the innovative process, so that-is why this report’
was prepared for the Secretary of Commerce, Mr, Stewart has included
it'in_his particular document, and it is mtereetmg that many of the
conclusions we have reached, and many of the recommendations e

~ have made are the same that keep emerging from other studies, even
though the genesis of our work was in ilie-domestic policy review.’

We make recommendations in basically five areas. We have con-

- cluded that a major impact is being made on innovation by sma,ll in-
dependent firms because of the tax pOllGIeS of our country.

‘Also the policies that have to do with flow of retirement savmgs,
a,nd the policies of the Securities and Exchdnge Commission. :

“These are having a major impact on the flow. of eapltal whlch is an.
essentlal tool for small business innovation. .~

- Becond : In the ares of innovation, it is quite: clear to us that regula—-
tions that are intended to:affect all other areas.of business and to apply
equally to all areas of business, when they apply to small business are
disproportionately dlsenmmatory, that small innovative businesses.

- are having a'very difficult time complying with and meeting theé regula-
tory standards that are commg out from the Congress and from our:
regulatory agencies. -

In the area of Federal procurement the small mnovatlve ﬁrm.
bamially has been excluded from this area of th1s hage and important
markel, -

In the area of Federal R &D. there has been a very dlsastrous trend:
over the years to'have more and more of our applied research:-done out
of the private sector, and done in universities, and yet small mnovatlve::
firms have an enormous potential to. contribute in. this area. -

. In the area of patents, we have seen a-disastrous trend oceur, acram
in the past 10 years, where the value of patent protection for: small;
firms particularly has declined substantially.

-Patent litigation is very expensive, and for a small firm to'be faced
with a $250,000 suit in order to: defend their patent rights simply
means that many small firms cannot properly enforce the patent

-they-have, and on top of that, the: ‘quality of patents has substantially .
-declined, somethmg {)ﬂ{e 50 percent of the patents contested in"court™"
are now found to. bo invalid, so there is again the small businessman
and small businesswoman who simply cannot pursue technolugy Wlth
the same deoree of protectmn as can large. compames .
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-1 think- somet.hmg else is very significant. that' has come out; of our
work, and it is quite-obvious to us in the innovative fields that we are
in, that 'sma]l business can make a dlSproportmnate contrlbutlon to
innovation. :

- A study made by the National Science Foundatlon a feW years ago
showed in the:postwar period, approximately 50 percent, I think the
figure was 48 percent of the most significant innovation in the Ameri-
can economy were made by firms of less than 1,000 employees, and
24 percent of these most significant innovations were made by firms'
of Jess than 100 employees, and if one looks at the history of the
economy of the- United States, it is replete with many, many examples,
even the modern industry, how the IBM, the Stewart-Packards, were
all at one time a small: wild innovative firm struggling to become
successful;'so that gives you a background of the types of conclusions
we have reached and the road that we traveled; and we have made.
some seven areas of recommendations, :many of: them legislative,
Mzr. Stewart has ca,ptured these in hls summary at the beo-mnmg,
most of-them. - '

Some people have crltlclzed us for havmtr too: many recommenda-
tions. I can only say it was the consensus of our group of six, that we,
should, wherever' we saw a significant. constraint on the process; we
wanted to bring it to your attention, and these are brou0ht out in the
seven areas of recommendatlons that. we have. .

Thank you. -~ - ' i

Senator HUDDLESTON I thmk we Wﬂl ﬁrst hear from each member
of the pa,nel and then We wﬂl ask our: questlons N

STATEMENT OF DAN CRONIN AMPERSAND ASSOCIATES
o BOSTON MASS B

' Mr CRONIN Fll‘st the good news is the reductmn in the capltal
gains tax, which is: affectmg the Reform-Act of 1978 has mgmﬁcantly
rev1tahzed the venture capital:markef. - -

Qver $1'billion in'new.venture money has been made over t,he past
18 months, more than 10 times the-amount-available just 2 years ago.

"Fhe new issues market has come. back:to life:You will recall that
durmg 1974, only nine new issues were completed raising a mere $16
million. lurmg ‘the first ‘6 months of this year:15 new issues were
raised, and as.aresult of thisimprovement in the niew ventures market,
old venture capital-was freed up,.and it is being recycled, and there
is ‘a line-of force between fund raising investment and the a,chlevement.
of -hope “for: results; : innovation; job creation; economic wealth,
creabed tax. Tevenues. and return to the investor. & -

“We“are moving to'the second phase, however, Venture mvest.ments
made during: the first 6 months of 1979 have. a,lready exceeded the
total made during the full :year of: 1978, :so it seems the reduction in
capital-gains is a-key reason for this: sudden market and marked im-
provement in capital formation: prospects
- L'suspect too that. investors are a,ntlclpatmg addltlonal promvest-
mént legislation, again changes®in SEC. regulations. have. simplified
the registration so that.venture capital-can be recycled out of old
mvestments, mto more new ones more qu1ckly, a.nd smce the ﬁrst
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of the year, $50 million is pension fund money has been invested in
venture funds so I think the Congress ought to be commended for
the positive steps it took 'in producing positive results by reducmg
the capital gains tax.

. " In our review, three of the recommendations applied to encouraging
capital formatlon one of those is to defer the tax so that the capital
is reinvested in other qualified small companies durmg & certain
perlod of time.

Second: Another important recommendation is the restoration of
quahﬁed stock option, this is particularly important I would sayfor
innovative compames because they are: & long time in becommg.
successful

~Enhancement -of subchepter S prowsmns permlttmg up to 100 in-
Vestors including corporations to-be stoekholders m subf-hapter S
corperatlons is important. -

- Other 'recommendations are: targeted more spemﬁcally at speclal
kinds of small companies. The young innovative companies on the
threshold of new technology, these are the very high risk stocks, they
are not ready yet for mvestment by venture funds under the current
rules of the game. :

They can be c&plta.hzed by leaning on management ea,paelty, they‘
are: the ultimate ventures. These are the kinds of companieés that
usually absorb far more funds for their venture products.

. Vgnture cepltallsts are I‘lSk ta.kers, and their careers can be. short-
ve

It follows that in the companies for which the ta,sk force is con-

“cerned are classified as long shots, and the odds for venture eepltallsts
- have frequently invested in the ‘unknowr,

The recommendation is to_tax capital gains fl'om mvestment in -
firms held for & minimum of 5 years, and one-half the regular rates
14 percent maximum.. .
- 2:What we are trying to do-is 1mprove the odds on 1ong shots

Second: Allowing losses of such companies- to. flow : through to
individual investments: This would lighten the loss:on-the losers, -and
then finally extend the period of exercisingstock options, for a maxi-

" mum of 10 years, and t.hls is to encourage the: employees to: stay avith
the company.

:I-think this is & crltlcal thmg We are o-et.tmg a better deal in bus1-
ness; but still the raising of capital is. phase 1, and then you have: to.
make the investments and the trick is to have. people take. the, risk.

I think the point is to encourage people:to: quit.the good job, with
the nice pension, and:all of the benefits;:to take the risk in forming a
new company, and to help the company itself.preserve cash, we made
these recommendations, to extend the period for-loss carryover from
50 10 years, second, allow the company to write off specialized equip-
ment, lnstrumentatlon for -developing testing,:over-the period of 5

years;and third, allow the cotpany to set up & resea,rch and develop-
c1nent program for use in periods of :distress:- ;
think: these are critical and important’ recommendetlons for t.hese_: )
unique companies, companies that frenkly are not bemg supported
v1gorously by the venture capital community. -*: -
-We have a-fiduciary-responsibility for our mvestors, and you wﬂl
find if you look at the average venture capital portfolio, about 1 out
of every 10 is what you would call a long shoti.
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There Were ‘two long shots we gambled on, one was-compitter vision,-
and it was the pioneer use of m1m—computer for Industmal and- elec-:
tronic drafting.

The key here was the develo]i)ment of .an optlcal technology Today
that company is doing $100 million in sales, and has 40 percent of the
world’s market, and we have invested-in precision stratégies; and they
have developed software which allows software to be portable from
one computer to another, and. which-allows one terminal: by one
manufacturer to commumcete W1th & termmel by another manu-
factiirer. '

I think we have one general partner who understa,nds that compeny,
ande think the rest of us are totaﬂy mystlﬁed as to how that-thing
works.

Some of the young mnova,twe compsanies we did not invest in, one
is a'plywood plant which got funded for $32 million.” What it is is a
means by which:plywood is manufactured from serap wood, and it is
the first major plant in the world that can do this up in Mame which
makes sense, because we-import a lot of' plywood from the west part
of the country, and it would be good to have that import- replacement
That is a wild deal; it is $32 million; whichis a lot of money, and as I
said, it is an untested 1dea, and we' d1d not have guts to do tha.t one or
get mvoIved in'it.

‘Another'one we turned down Was worklng on a‘cancer cure, 17 years
history, scores of papers endorsed this by people like John Hoj kins,
but as one féllow said; to invest in this looks hke buymg a ticket. to
the third act of & very long play.- -

I think ‘these extra: mcentives could i 1m;)rove the ra,tlo of 1nvestment
in young innovative compa,mes “and that they Ought to be con51dered
by the Senate. - - , o

Maybe we would like to hear from you B

STATEMENT OF CLYDE R. GOODHEART, M.D., PRESIDENT; BIO LABS
INC NORTHBROOK ILL.

Dr. GOODHEART Mr 'Chairman and members of the commlttee
Our small company in the suburbs of Chicago has several product
possibilities that we have been developing over the last several years.

‘We have run into many - problems in implementing these. - We
thought it would perhaps be worth ‘discussing these a,nd 1n3ect1ng a
personal note as to some of the problems that we'face. " -

‘For the-last 8 or 9.years, our company has been mvolved largely n
doing' Géverriment' research contracts, pmma,rﬂy for the National

Cancer Institute. We have had some spmoff p0551b11’1tles from t.hat

research that we would like to commercialize.
In doing that work, wé have found that among ‘the’ many unpedl-

“ments, one is that our Ia,rgest, compet]tors are the umvermtnes and other

tax-exempt organizations: v . -

- 'When we bid against those kinds of crgenlzetlons our costs natura,lly
are higher than theirs because we have taxes to pay which they do not, -
Not only do we bid against them on researchi contracts, but we also
find that in many instances theé-universities are doing: routine test.mg
under contra,ct from the Governmient ds well as Trom industry.

~In-a couple of instances, I have actually received telephone calls
inquiring whether we could do a certain kind of test. T said, “Yes, we
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coutd, but T. know somebody who can do it a lot cheaper. We_cannot
compete-on price, and in good consciousness, T must tell you about
it.”’ Then I give them the name of the Umvermty Naturally, they
have not had us do their testing.

- This is one area of competition that is unfair: Umverswws aTe tax
exempt -and that seems to me an abuse of the tax-exempt status.

“We also have had problems. with patent protection—I am sure
others here this morning will speak about this also.

- We found that if we come up with an idea for a new product or a
process that is not patentable, it is virtually impossible to get it
funded. The capital risk involved is too large, and that virtually kills it.
We do need stronger patent protection. .

A foew years ago, T was talking to officials at the National Sclence_
Foundatlon about a project.

We proposed to go in with a. la,rge pharmaceutlcal company to
develop some better uses of certain blood products. -

The .National Science Foundation officials pointed out that the
other company had many patents in this area, and therefore, it would
be impossible for the Government to get a controllmg patent They
. said that if the Government cannot get a controlling patent, they
would not be interested, so that idea was dropped. .

What T am trymg to stress is that ideas for new products often get
killed in ‘the idea stage before anything else is pursued. on them,
and there is an unknown and immeasurable loss. Sure, a few ideas get
through; and we hear of examples. But how much more could be done,
that is the important thing, really so much more could be done is the
_chma,te were better; so that the ideas. would not have to get. killed.

T have a prepared statement covering the above remarks in more
deta,ﬂ which I would like to-ask be made a part of the record.”

Senator HuppLesron. Without objection, so ordered. Thank you
very much.

‘[The prepared statement of Dr.- Goodheart followsy]: . .. ... .

SraremeNT oF Crype R. Gdobmesrr, M.D., PrEsipENT,
BIO LABS, Ing., NORTHBROOK, ILL

. INTRODTCTLON

" Mr,  Chairman #nd’ Members of ‘the Committee, my name is: Dr. C'lyde R;
Goodheart. I am. founder and President of BloLa.bs, Ine., located in Northbrook,
Minois, one - of the northern suburbs of .Chicago.

Briefly, my background is as follows. After ﬁmshmg miedical’ school and’ my
internship, I took a three-year fellowship at the California Institute of Technology
In ecancer virology and tissue culturé. My director was.Dr, Renato Dulbeceo,
recently a Nobel Laurcate. Then I did basic research in virology at Childrens

- Hospital of Los Angeles for four years. When the American Medical Association-
Education and Research Foundation opened its Institute for Biomedical' Re-
search at its Chicago headquarters, I starfed and directed ‘the laboratory for
canicer virology: Qur work  was devoted to basic research in understanding the
cancerization process::Five years later, in 1970, the AMA discontinued the In-
stitute, and I founded BioLabs. Now, in addition to being President of BioLabs,

Lhold the rank. of Professor, Department of Microhiology, Rush Medical Collége.

Recently, it-has been-a grea,t pleasure-for me to.-work.-with .M. Milton Stewart,.

for Tnnovation by Small Business.

BioLabs is .a :small, mdependent labora,tory prov1dmg Services in research
pmduct development, quality comtrél and sterility testing, and sterile bottling,
We also make/and distribute’ ‘products for laboratoriés doing tissud enlture, Our
work 1s therefore pnma.rﬂy in mlcroblology a.nd t1ssue culture Tlns ig the first

‘Chitef’ Counsel for Advoeacy, Small' Business- Administration, on the Task: Force._:_‘_‘__
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year since its inception tha,t BioLabs has not had at least one contract to do Te-
search for thefederal gbvernment.. Our prior contracts have been with the National
Cancer Institute; Most of our work involved developing a new, rapid, and rela-
tively inexpensive test in animal cells for determining whether a chemical has
the potentlal to induce cancer. In addition to the governmenﬁ our cllents have
included many-large and small companies. .

Recent years have seen several new developments i in basm eoneepts in: bmlogy
that could be commerecially. developed to benefit the Amerma.n people. " Basic
research is simply an-exercise unless its results can be used to improve people’s
lives. Because of my own background, and the personnel, faeilities, and equipment
available at ‘BioLahs, 'we could pursue these new developments But many ob-
stacles face a small company ‘such as ours. I would like to spend the balance of
my presentation deseribing some of these new areas briefly, and then I would
like to discuss the problems facing us; and other small companles, in further
developing these new-product areas.

Before doing se, however, I would like to pomt out that all the 1tems 1 Wl]l dls—
cuss are new—new roducts that would result in new jobs, rather than increasing
employment at BioLabs at the expense of other companies. The taxation base
would increase, and because of a worldwuie ma.rket wa1‘rlng fo: the products, our
country’s eXports Would also increase. ;

PO'I‘EN'I‘IAL AREAS FOR INNOVATION

1 The fir: st recent development from basm research that T would llke to desm 1be
is-a new way of prepating antibodies. These protein molecules are produce: by
certain- cells in animals and protect the animal against infeetion or .against a
foreign substarice. A new technique has been worked out in a number of labora-
tories for'preparing large amounts of antibodies in test tubes or plastic dishes, that
is; tissue-culture, without the large-seale use of animals. The antibodies obtained
are extremely pure and much more effective than those obtained by.eonventional
methods. Thus, they will greatly improve the many diagnostic tests that are
available, and will permit the development of new tests. The diagnostic tests I am
referring to are used widely in testing for diseases of the liver, thyroid, heart, and
soon, hopefully, for cancer. Blood units in hlood banks sre presently Sereened for
hepatitis-to avoid transmitting the disease by tranfusion. The new source,of anti-
bodies.also likely will soon provide new means of treatment of many diseases,

2. Another item, originally described in 1957, has recently become important in
the scientific world -and has received wide coverage in the public press, This is
interferon, a substance released. by eells. under stimulation by viruses or “certain
chemicals. Interferon:acts on neighboring cells, rendermg them resistant.to virus
infection. During the past ten yeaTs or so, many laboratories havefound interferon

-effective in the treatment .of- experlmenta.l caneers in animals. A very limited num-

ber of experiments in humans indieates that interferon is well worth & closer look to
see whether it may also be effective for treatment of human malignancies. The
American Cancer Society has decided 40 undertake a major clinieal trial of inter-
feroniin humans to resolve the guestion. Because.interferon is in extremely short
supply, however, the Society was foreed to purchase the inteferon from Finland—
no Ametican- company could supply their needs. That first purchase was $2.5
million worth of business lost to the United States and a.negative amount for our
balance of payments. Methods for producing interferon economically on a large
scale-would clearly be advantageious, especially if the clinical trials show that in-
terferon can be used for the treatment of human cancers. -

We have all heard a lot recently about genetic engmeermg The sciende
ﬁetmn aspects of genetic engineering have led to the imposition of sorme extremely
restrictive guidelines by the National Institutes. of health. The rules pertain to
work involving development of new bacterial strains given new genetic instructions
to produce a substance of interest—such as insulin, human  growth hormone;
specific antibodies, interferon; or enzymes that, could he used in irdustry. “Plants
could -be. given the genetic instructions to produce their own fertilizer from the
air—this is being pursued by the Department of Agriculture. It seems possible
that baecteria could be.developed that would turn sewage and garbage into erude
oil- that:could he refined into gasoline. This obviously would not only get rid of
wastes that are-now.a problem for disposal, but the product could be extremely
useful, Animal cells could also be used for genetic engineering to. produee similar
substances, but the technology is not as advanced as it is for bacieria. The use of
animal cells would completely eliminate the possibility of hypothetical acéidents

-such as those that possibly could oceur with bacterla, and that prompted the ex;

tremely cautious governmental restrictions,
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‘4. The last item I would like to mention is a new idea we have for growing cells
in culture, In this new method, we would grow the eells in a lowing stream of nutri-
ents, rather than using individual test tubes, bottles, or flasks. The cutput of cells,
and cell products, would be greatly inereased, and the cost would be much lower
than with the present methods. Machines using this new concept ¢ould readily be
controlled with small computers. The low eost. production .of large quantities of
eells would ‘make the innovations described in. preceding paragraphs much more
feasible. It would also permit the development of new products that now. would
get only a brief consideration because of untenably high costs. - :

- The above examples have been chosen to illustrate some .of the innovative
concepts that could be worked on by 'a small company. It shouid be clear that
not all of them originated at BicLabs; the concept of a new method of cell growth,
however, did originate with BioLabs, and that idea, if it can be brought to com-
mercial realization—thus qualifying it to be called an innovation—will permit the
others to be undertaken at mueh higher probability of success and. at much
lower cost.- C : . . . . .

S - OBSTACLES TO INNOVATION

- Many problems stand in BioLahs’ way in bringing these, and other, products
to the benefit of the people. During the ten years of BiocLahs’ existence, I have
frequently had to cope with these problems. I would like now to discuss some of
them, including those we have encountered while attempting to work on other
potential innovative concepis we have had, but which we have been forced to
abandon. o . ‘ S o

“The bi%'gest problem’'of a company such as ours is obtaining capital with.which
to work, The last-ten years have been particularly lean in this respect, largely due
to the removal of the favorable tax treatment: of long-term capital gains that oe-
curred in the late 1960’s. The tax ‘change that eased that burden has had some
effect in again making capital available, The report of the Small Business:Admin-
istration Office of Advocaey Task Force on Innovation has many recommendations
for creating a more favorable environment for small companies to obtain capital;
and T will not go into more detail here. Suffice it to say that adequate capital
markets are essential to a healthy climate for business in general, and for small
business in particular. The capital needs of small businesses, especially small, in-
novative, high-technology’ businesses such as BioLabs, are very different from
"the needs of giant corporations. This fact needs to be understood and faced in
any legislative proceedings. We hope our report makes this clear. - :

- BioI.abg has submitted a proposal for a Phase I grant for funds under the Small
Business Innovation Research soligitation of the National Seience Foundation.
This would be a study-of the feasibility of growing cells, as described in a preced-
ig paragraph. If the grant is awdrded, the value of that program of the NSF will
be illustrated graphieally. The merits of the program are so great that our task
forge felt"it should be extended to othér agencies of government, as indicated in
our report.. S : :

. Another problem area concerns patents. Qf the éxamples of potenﬁé.ll'jr' innova-

tive products ‘BioLabs could develop, as ‘discussed” above, the only one that 1
believe to be patentable is the new way of growing cells, and apparatus we would
design’ hased on that concept. We have made disclosure of the concept, thus es-
tablishing a date and-pricrity. Because of probable nonpatentability of the other
“iterhs, we may have to drop further development. Acquisition of capital is difficult
- even under the best of conditions; if ' new product is not subject to patent pro-
tection, the risks become impossibly large for investors who might otherwise
" provide eapital. A large company with impressivée marketing strength does not
face ‘this problem. I BioLiabs were to develop a new produet on which there was
not any patent protection, that is successful enough to appesl to a large com-
‘pany, that company could very quickly take the market away from us. Thus,
there would be more concentration of power in the large company and less com-
petition. Contrary to stme popular belief, strotig patent laws help create a healthy
innovative climate and Increase ¢ompetition, as was foreseen by the -writers of .
the Constitution.. ;. % . T T

- “You may be interested.in an incident that odeurred a few years ago concernitg”
patents. I was discussing’ a propdsed project with' a National Science Foundation-
official. BioTLabs proposed to work with Armour Pharmacettical Company to, de-
velop a way to utilize waste blood from packing houses as a new protein source.
We were told that Armour had 8o many patents in this area that the government
would not'be able to obtain a controlling patent; and therefore the NSF -was ot
interested in the project. ‘Yet oniy & few of the government-controlled patents
ever get used for the good of the people. - R S TR
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A major problem, in"miy opinion, is unfair competition. For: BioT.abs, universi-
ties and other tax-exempt, organlzatlons are one of the most iniportant sotirces of
competition. Various agericies-of the. government for-whom we contract (or would
like to contract) have policies against placing contracts with tax-paying firms,
We have had research contracts with the National Cahcer Institute, as noted
above. A recent policy change, however, has:shifted their funding from contracts
to. grants—and BioLabs is not e11glb1e, under prosent policy, to receive an -NCI
grant. Thus, my traifiing and prior experience'in basic research related t& cancer,
and their facilities and equipment of our laboratory, geared toward that: type of
research, cannot be: utilized. Several years ago,'we submitted a grant apphcatmn
to the- NSF—Whose stated policy. permits ‘grants to tax-paying firms—and the
grant was judged worthy of funding. But only if it had come from'a iniveisity!
We were told informally (I could not persuade the one in charge to subject it to
writing) that the proposal would ha.ve been funded if it had been from a non-proﬁt
organization.. - .*: -

One of the reasons for the. problem Wlth NSF wa.s in the presentatlon of the
overhead rate. Umversmes ‘customarily treat fringe’ benefits and certain other
expenses as direct expenses, whereas we treat them as indirect expenses, in adcord
with the Internal Revenue Code and with a directive we received from the Na-
tional Institutes of Health. The presentation does not alter the.actual dollars
involved in ffinge benefits; it does, however; alter the overhead rate, 80 the casual,
ngnaecountant reviewer assumes that the governmeit is, gettmg more for the
dollar with a university. I have been -informed that government reviewers of
proposals have been alerted to thls source of unequel treatment; the results re-:
mainto be seeny ft il g o

A related problem a,rlses Wlth umversmes a.nd other. tax-exempt orgamza.tlons
doing various service work on a fee basis,, a,nd éven selling various products pro-
duced in-house. Cosst for an organization ‘not paying federal, state, and loeal
taxes are substantially reduced bhélow the ‘costs for a tax—payqng firm ‘doing the
same work, Student labor is frequently used, and the per-hour cost is much lower:
than & gompany would have to pay for sumlar help. I have had personal ex-
perience with universities deing various testmg procedures for the government
and for industry, which could have heen done by a small company, and have seen
production contracts that could Mave béen:similatly placed. going to universities.
When we have bought laboratory arimels:from:a university, we-ordered them just
as from a company, with a purchase order, and we. were then invoiced on an
official university invoice. Of course, I have no knowledge’ of how the income and
expenses were shown on the books of the university. -

~It is very difficult to'co Ypete against-the tax-exempt or, gamzations “They dre s
large and favored group. Yet when they do routine testing and produce and gell
produets in competition .with tax-paying firms, it seems. to me this is an ‘abuse
of their tax-exempt status, I do not know of any mechanism to monitor them and
to brmg such abuses to hght Pubhc a.ccountabﬂltv seems to be lackmg :

: - CONCLUSION ; o -

I have tried if”this presentation to show how government policies inhibit
innovation by small businesses. The desiré to prévent a few people from:getting rich
by investment resulted in & high long-term capital gains tax; with the.result that
all ‘people:.are- subjected to. high! unemployment, inflation, and stagna.mon of
economic growth. The desive to protect investors against 10ss has resulted in such
restiictive stock regulations that a small company cannot obtain capital by this’
means. The désire to'avoid granting 4 competitive edge to an inventor by awarding’
a’ipatent -with  strong: protection removes. that incentive for ‘invention: - . Tax-
exempt organizations arg’permitted to compete on;an unequal basns wnth tax—
paying firms. . -

Granted, mnovatmn and 1nvent1on contifiue b some level, giving the appearance
of good condmons Yet many ideas are1dst. Govetnment policies that are hostile
to-innovation and to the:création of new-companies are enotraously costly to the.
American people, but the cost is hidden. All too often, a creative, innovative
person who has an idea for a new product or service, ,qulckly dismisses the idea
as t00 costly, too difficult to get regulatory approval, or too difficult to get’ patent:

_protection. Whe can count the new jobs that could have been, the new and better

products that could have been, the improved technology that .could have been,
the inecreased exports that could have heen, indeed, even the mcleased tax
return to: the government ‘that could haye been.. .. . el
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STATEMENT OF HAROLD GULLER, ESSEX- CRYOGENICS i
- ' INDUSTRIES ST LOUIS MO o

Mr GULLER Thank you.

* I guéss our first opportunity to'be u:movatwe was to begm in a de-
funct funeral parlor, where to progress, did not take mueh . every-’

thmg had. to look up from that.point on. -
-Senator ScumiTt. You started out with a few skeletons

" Mr. Gurier: I had not thought about.that, but: that is absolutely :

true o
Part.of my task in payment of ‘rent was to assist the other organiza-
tion in moving some of the caskets around, some of which did rattle..

‘Our office was parlor A; our engineering depa,rtment was'in parlorB, -

and we kept our.spare parts in a little room in back of the che,pel
~-Senator SCHMITT. Spare parts room‘? L .
“*Mr. GurLLer. Right.

. Tt has been a little Whlle since then, and we are Iow 4 small fam1ly of
companles 5 small compames together which ‘employ about "300.

people.

It was 30 years 20 We sta.rted in the defunct funeral parlor, and in’

between we were blessed to' find as we ‘expanded s defunct bank-in

which t0 grow. Qur machine shop had the only marble floor ‘and mar- -
ble columns in that particular. area of town, and we Were able to use the’

vault for our spare parts.

Our efforts are primarily in the field of aerospace products end each :

. of our companies has a definite direction or discipline. -

For example: Our cryogenics company, deals with many components:
in the low temperature liquid gas field. Qur subsidiary Propellex pro-

duces products in. the pyrotechnic field, items that function in the
ejection systems of’ aircraft, that permit a’pilot and his crew to be

ejected from.the aircraft in a time-delayed sequence to avoid the

rocket blast from. the forward seat.

“We also have the capability and have demonstrated the p0351b111t1es
of delivering erdnanee from aircraflt today. Many of our existing
- military aircraft carrymg ordnance are not like the ones in the World

. War Il movies, where the bomb:bay-doors open and the 500-pound
bombs drop out. Some of these aircraft fly so fast that they have to

gently kick the ordnance away from the aircraft a,zrstrea,m Propeller .

engmeered products assist in that area.

We have a screw machine subsidiary that fabrlca,tes a lot of the de-
tailed machined .work. We Trecently acquired an organization that-
manufactured and designed special valves and controls thal are used. -
in general aviation industry, business 1ndustry as well, and our parent.

company handles most of the designs 'in Gther fields, such as electro-
mechanical items, hydraulic, jet fuel, pneumatic, and so forth.

~An example of our products is "the. pilot’s grip assembly——the erip
stick ‘with whlch the pilot flies his aircraft. Our design is being used on

~MeDonnell’s- B4, and>the McDonnell 's F——15 on. the Rockwe]l B—

.zmd O the F—-]S mrcmf’r

LR B N I TRt

INNOVATION THROUGH APPLIED RESDARCH

There are engineers in our smiall comp&ny r whio” are- capable of good-

ideas, just as well as good engineers from many large organizations.
With borrowed funds, and the earnings of our cotnpanies, we are able
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to develop some-of ‘those ideas.. T think’an exa,mple of the thingsive
can do in‘which innovation and applied research result in new products
comes from our cryogenies subsidiary. In that activity, we design and -
manufacture: theliquid oxygen converters that are used by pilot and
crew of all military-aircraft. I-am sure you all know that contrary to -
the ‘way ‘we. travel these:days in airlines whose.cabin pressures are
held:for -our eomfort, the pilot and crew of most military aircraft
must depend on.a breathmg source of pure oxygen or dlluted oaytren,-
froi an oxygen:storage container. - .- ;

Th'World War I, they discévered they could carry a ]ot. more oxy-.
gen, if they were able to carry the oxygen in a liguid state, because in .~
that” state a volume of: liqguid would generate 800 volumes of the
comparable roxygen: gas,. and so from fthat technology, the mission
profile of these awrcraft could be extended, and an’ aircraft could then -
be able to berefueled-in the air w1th0ut any nece551ty to come- down for
the life supporting oxygen.

‘Ourexample of: innovative: technolo oy contmues An opportumty
léd us to the ‘application of a liquid air.converter, air instead. of liquid
oxygen, to be used in coal mines, the coal mines of large steel com-
panies. The liquid air converter is being-used:by the operator of .a
continuous coaldigger to permit him to breathe fresh clean air. Con-
trary to'existing regulation, the: problem. is not to try and ventilate -
the mine that may be 10 miles:into the hillside and maybe 50 years in .
the making, consuming tremendous usage of ‘energy to exhaust.all .of
the dust, but rather the problem is-to-give the operator a 7 .liter con--
tainer of liguid air, which weighs less: than. 18 pounds, which ke picks
up,” together with hiis: equlpment -which’ he can.carry down into the
shaft ‘to~his point of work, put on:his machine, apply his face mask,
arid ‘have enough: fresh- air to breathe for his entire shift or to the
extent of 10} to 11 hours. Should -he -encounter any - hazardous. situa-
tion, opening a ‘pocket -of mine gas, he is-still breathing fresh air,
Shou]d the be covered ‘by a roof fall and to-the extent that he. is.not

: qer -lously. injuresl, he still has & breathing source of fresh air,

"This device which has been in use how for a couple of years also has; .

* an”attachment whereby, if the-operator chooses to: walk away from

a hazardous situation, he can attach another mask and help someone to
survive, This is;an exa.mple of innovation:made possible by the knowl-
edge we have:gleaned from the military product design, but the
limitations and -the frustrations are that we can only invest a given
amount that is taken from our eammgs 1 do believe in this report
“Small Business and Innovation” at-the request of. our task force,
would make it a lot easier for younger companies-to..come up. and :
dedicate their efforts in: that technology.Modest as they are if we were
able:to  continue in this kind.of work;: more progress ‘might be .
recorded. This technique, ‘with regards. to liquid air, is bemg used-_.
by-:a-large corporation today in home care units where: oxygen 'is
made available for.emphysema and.cardiac patients. _
-Cryogenic technology,: the sciénce of low temperature 11qu1ds, has
another application in the-.use of fuel conversion systems for liquid
natural gas. You may know:that liquid natural gas has been used for-
ears as a fuel, il combustion engines. It's not readily.aviilable because-
iquid natural ‘gas as such comes from & rather limited source. It is
not too well distributed, but dual fueled. vehicles powered by 11qu1d
natural gas and cva,sohne are not uncommon. They have been used.in
Califorma for a lonO' time and were used in an effort to clean up the
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air by controlling emissions. When' the administration sought.to find
other ways to take care of some of the budget.funds, the efforts to.
. clean up the air seems to have taken a back seat, yet in many utilities -
- around the country, where liquid natural gas is used, for storage -of
liquid form of energy, the some 200 utilities who storeliquid natural gas-.
can use that fue] in their fleet of cars, trucks, meter vans, and so-forth. .
In the liquefaction of natural gas, a byproduct is propane, and now

with the gasoline shortage, propane and its conversion systems, is
being used as a fuel, as a dual fuel. You can drive Your carwith gasoline

- and when thatsupply runs low, or the red flags go up at the gas puinps,
if*you had propane -or liquid natural gas, all you would need do is-
‘turn off the gasoline supply and ride on either propane or natural gas. -

"The economy of that type of move is well known. T think propane ;"

rung-approximately 27-40 cents-a gallon. o L :
Liquefaction of liquid natural gas would:cost something-less than -
20 cents a gallon, and each gallon of this fuel is-comparable in its.
efficiency, and in its energy to about 95 percent of gasoline. There are
some exarniples of innovativeideas that can be developed from existing.
technology. = B S S L
“In the past month our small company has been besieged:-by a number
 of requests:for the propane and natural gas conversion - systems.
There is & growing industry in-alternate fuels for:vehicles which would.
take more Tunding, and more financing than our earnings can justify.
The recomimendations of the :small business innovative task force
would go well to help in these respective aréas. .~ - - : ‘
T would just like to add: one thing more about the possibility that-
small business woilld have with regard to exports.-There are a mumber
of “countries ‘todsy supplying oil:to the United States and..these
countries are burning off the natural gas which may be a byproduct.
of -their oil exploration, to the extent that their skies look like.the.
aurora~borealis. It seems some of these countries that may have asked.
for some assistance from the United States to find a market for the
natural gas, andfor the propane, have :not yet met with favorable. .
- response, @nd it may be that perhaps the action of one such:-country

toreduce its support of oil may be a-ploy.on their part.to get attention. -~ -

to the fact that they have all of this energy that is being burned. Our
efforts now with regards to the propoane, and the liquid natural gas:
systems have caught the attention of people in that area;-and perhaps
we as small business will have an opportunity to find an export market
in'that field. -~ e B e
I would like to just close with the comment that in .our applied-
* research, we have been able to accomplish a-rreat deal with our earn-
ings, but T wish that other ‘organizations such’ as ours would have or.
could have the opportunities that may be possible if the: recommen-:
dation in this task force study are aceepted. - - -~ 0 ... -
I think the innovation process which our: administration has noted
- as declining at this time as opposed to that in the fifties and. the.
“sixties, Tiay be aceelerated by the administration: similar-to-the-goal-
" 56tby President Kennedy when he said we will put a:xman-on the Moon.-:
Now that President Carter has said -that we will develop synthetic
fuels, and work on.the energy program,. perhaps we have: here again
an ares whereby our country’s inﬁustrial ellorts can-be galvanized,
and all of the companies, small and lares, can enterinto that.developed
field with regard to research. SRR :
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““In the past the 'Government has been’ inclimed to assist Such large
companies who run into difficulty as Lockheed citles like New York,
and today we hear another big organization in ‘the ‘automotive field is
looking for tax help to the tune of about $1 billion; but I hope the
many, many small businesses across this country will be remembered,
and that they too with regards to their requests as ‘submittediin a
report of an SBA office of advocacy task force entitled “Smell Business
and Tnnovation” will be heard, and dealt: with'first. T would like to
now ‘yield to-Sid Green;, who would like to talk about basic research,
a,nd i apoloouze for hsme‘ taken the opportunlty to speak ﬁrst :

STATEMENT OF SID GREEN, TERRA TEK, INC, SAI..T LAKE CITY
‘ UTAH '

Mr GREEN For the record I am Sld Green, pres1dent of Terre Tek
Inc which is a-high technolowy company in Salt Lake City, and in
eddltlon to the parent company, Terra Tek is nurturing four other

,companles that are providing financial- assistance, manag ement -assist-

ance, scientific help, and the comblned compemes employ ebout 150'
to 175 people., .

‘1 patticipated in the Small Busmess Admiinistration’s advocacy ta,sk
force that presented the report that is the topic of this hearing today,
and T participated on a number of committees, I have been active In
proféssional societies, I have been on the National Sciétice Foundation,
the Department of Energ oy, the Department of Defense committees,
and usually we are attaekmg problems at, least of indirect assistance
to me, but when I became acquainted with the advocacy task force;
I suddenly felt that they were saying, Sid Green, today we will talk
about your groblems, and 1 think that is the sub3ect of -this hedring
today, so today I am pleased that w e are tn,lkmcr about my problems
I am very Happy about that. .

I believe that Government R & D.- spendmg plays a significant
role in the small business development innovation, and we ‘are talking
about high technology, néw companies, innovative’ compéanies; that

- are bringmg . on new products, new techmques et cetera.

T would like to comment on my feelings regirding this role’ that
Government researéh development plays in the small ‘business devel-
opment innovation area.

. I am aware of the studies that have béen- made prlmerlly with
regard to basicresearch; that show that there is not a direct relation-
ship between innovation and basic research, and I do not ‘dispute
these studies, I thirk ‘they are thorough, and dorie by ‘competent
people and competent groups, and I am not disputing that there are
series of information that suggests there is not & one-on-one basis of
correlation of research and innovation, but I think that such studies
can really be misleading, and I do not believe that siich studies and
such information should 1n any way suggest that Government R, & D.
spending doés not play a very significant role in small busmess deve]-
opment in the innovation process.

‘" The basie, the research of basic and epphed Federal technolo
money prov1de== the resources and cohesmn n my opmlon o reaﬁ
ellow the small business innovations in many cages. g

For example, in a very pointed example, a ‘Governmont researeh
contract frequently supports the new venture.
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- One of the sayings I often use, I say you do not have a company
without sales, and, second, I say go get a Government contract in the
- related area for activities that are in the very early stage, where we
have not even found a product yet, that are really high risk. areas,
and it is because of this ability to support the right cohesion, that )
think: Government spénding, it really plays a 51gmﬁeant role in small
business development, in the innovative process.

T do think when this happens, that we accomplish two thmgs we
aeoomphsh performing the research. and advancement.of the state-
- of-the-art,; which is usually the main product of the Government
contract, we also end up in many cases 1n developmg, in nurturmg
small buslness endeavor.

The role of Government K. &D. spendmg has come up over and
over again in our task force deliberations, it is in this Feport, it is one
of the recommendations that the Government takes certain action
regarding spending R. & D. fund:-, and it came up in another report
- as I.mentioned.

I personally. believe thls is a Very hwh prloru;y item.. Tf 1 could
leave one message at this hearing, it would be that [ think'in the early
_stages of mnovemon, the really early stages in forming the company,
the scientists and the engineers have not even yet defined their product
very clearly, that peaple are struggling awfully hard to get these basic
resources, and-the best talent, you are tying up the brlohtest engineers,
sment.lsts, the best, menagers, to try to.get then- early resources to
keep your venture going.
That talent can show you a lot more ‘toward mnovatmg, if they coul(l

* . spend a little less time in seeking out these baxic resources.

- I think this business is in a stacre where a little bit. of Govemment
~ action would have a very big unpaot 10 to 15 years from now, that
may not be the case though.
" It may be that a lot of Government actlon has httle 1mpact but
T believe a small: Government action can have a very Targe. mpect
_.Thank you.
. Mr. Cronin. We wﬂ1 now hear from Mr Alfred Daniels..

STA’.[‘EMENT 0F. ALFRED c.w. DANIELS H. H. AEROSPACE DESIGN’
- €0:, CIVIL AIR TERMINAL, BEDFORD, MASS. '

: Mr. Daniers. Thank you.

The company I come from is a technology 111tense oompany, we like
to think we are an aerospace company,but we found that in the trans-
portation field there is lots more money in railroads and in surface
‘transporiation. end in automobiles, so we spend a good bit of our tlme
in applying the ; aerospace knowledge to new uses.

I think I would like to comment for the record that I also am presi-
dent of other companies, and that I have a board position with the
National Association of Black Manufacturers; T likewise am a mem-
‘ber of the: Pr urement, Task Force for ‘the Small Buqmesc; Whlte
‘House Conference. .
- Ban would frequently tell you T like to' think of myself as betier
- yersed in procurement. than in almost all of the other sub]ects you
have talked about. ..

I have tried to hgure out how to synopsme some thoughts for yuu




It has been stated by Sid, and T agree, that we have to'look at the
Government to fund an awful lot of innovative work. It is clear that .
the Dan Cronins are not going to make much money available to us,
particularly at - the’ stage we need it. Such a ‘company has to have
Government funding, ‘and it must recognize that'the first:threat to it
1s that it will have the likelihood of the loss of its patent rights, that
its debt service will not be conisidered as'a ‘part of itg expenses, that in
fa,ct it hes a very ndrrow field to gét‘into because the basic research
is going primarily to universities, that likewise it has to compete with -
as mientioned by Dr.’ Goodhesrt tax eXempt organizations, as well as
the Federal coritract fesearch centers and the Government laboratories.

‘If'such & company, recognizing all of tlese pitfalls, still decides to' do
business ‘with the Govefnment, 1t might have ‘to as I have done, just
going back 4 days at Larigley’ Field on Monday, where we were operat-
ing under the' NASA procurement regulations, having tried to close:
the contract yesterday with thé DOD; where the old ‘armed: services
proéurément regulations' would have been applicable, but as_you
kriow, they have been’changed, énd; finally, having just today been
by two of the civilian agencies in Washlngton prior to these hearings,
Where I wag opérating under Federal procuremient regulations, that.of
course, is the significant loss to sniall businessmen, trymg to keep track
of the various difficulties’in each of the systems. '

Tt is the case that, as yoii well know, the Office of Féedeéral Procure—
ment Poli¢y, has been -operiting quite vig gorously in trying to do with-
out horizontal ‘integration of all of ‘these" régulations -that  come up-
with a thing called the Federal acquisition’ regulatlons channelized
by 3. 5, the Faderal Acquisition Réform Act, as 1t is now called, never-
theless that hotrizontal mtegratlon could turn out to be:a hlgh cost
to' small business, becduse, in’ fict, What we need-is maybe: now a
vertical look-at those recrulatmns ‘so that those -that- impact more
seriously on those of us in small business might be‘eased for out benefit
in order to lower ‘the access barrier to Government procurement,” -

" You'may ormay not know that' many of our constituent organiza~:
tions shy away from Government 'work jiist beeause of' ‘these- berr1ers~

- to entry.

- Likewise, tmgetmo ‘Somne of the things, I thmk it is ot ]ust the
major dollars to et started but after one has-a’ “contract, there are-
lots of small impacting’ items’ that afféct cashflow. & '

‘One of the contricts I put in for today 1s a fixed price’ contrs,ct
which is limited to 85 percent of cost; as a-return until after the job
is fully completed, and ‘T could do ‘the mathematics: for- you, but
obviously that makes it tougher for-us to keep rolling.” -

There are in’ the' Toreign’ mlhtary sales'ares, there are limhits tha.t oo
to 95 Percent, we think’ ‘that would be an’ 1mport&nt contribution. * -

‘Likewise, there has beeh a proposal for- indepenidént research- and-
development costé, thit they be hindled on'a 3-year averaging mecha-
nism, I am sure you can guess that all'of us to average out the costs
over 3 years, does ot reelly fund any given year's expénses.-

Delay is an important problem to us, and we have’ suggested that'
to look at penalty costs is ahother ates of 1mprovement :

‘T think I would like to stand ready to®answer. questlons in the:
géneral procurement area at & later dlSGllSSlOIl G

Senator HUDDLESTON Thank you.: g
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-Mr. Crovin. We will now hear from Bob Spnngbom pres1dent of
Sprlngbom Labs. . .

STATEMENT OF DR. ROBERT SPRINGBORN PRESIDENT
SPRINGBORN LABS, INC.,, ENFIELD CONN

Dr SPRINGBORN Thank you_very much,

iTo try to save time, ] would like to brleﬂy present our credentlals:
as Tequested by the chalrman - :

I have had 15 years experience in dlrectmg large corporatlon R.& D.
and new venture companjes, 5 years m venture capital act1v1t1es, and
I-have been involved .in helping deyelop 22 companies including
‘start-ups, either as chief éxecutive officer or as.an active director. . -

For the past 6 years I have been developing a company. called
Springborn Laboratories; Inc., an international R. & D. ‘testing and
consulting company which. employs about 150 people. ;
. 'We have. special expertise in safety, health, and in environmental
issues as-. Well as . materials . sclence and technology, testmg and'
marketmg :
- Weddo very Tlittle Grovernment WOI‘k less than 15 percent : ‘

- We- do.almost 20 percent of our WOI‘k with overseas corporations.

I have been very interested in the innovation process in the United
States for a number of years, and my. primary reason for béing in-
volved in this national assessment of innovation is I think at th1s
moment, we have a window which is going to last maybe a year at
~ the.most to help the small innovative business.

For many of you that have been involved with these jssies for mn.ny
years, you may recall that in 1967, Bob Sharpy——premdent of Cabot,

orp.—put together an excellent report on innovation in the United
States and what should be done to encourage mnovation. His report
states many of the same. problems our ad hoc SBA committee report
‘states. Alse, Prof. Richard Morrison published o report on innovition
about. 10 . years ago and recently reported to Congress.on what had
been done. to date. on the recommendations his commlttee made, his

_.answer was “‘nothing!”

When reviewing the recommendations of our ad hoc SBA commlttee,
.one finds -our recommendations are not much different from thosé of
the reports and recommendations of a decade ago. We simply cannot
allow .another; decade. to elapse with no. activity because the small ~
. innovative COMpany Iay not gurvive that long.

My own concern about the lack of Government concem ‘about the-
small innovative company developed during the Department of Com-
merce. Industrial Innovation Advisory Committee hearings. As one-of
the six small innovative company representatives on the committee,
I became. very concerned about the lack of understandmg of the needs'
of the small. innovative company. Frankly, I think that small busmess
was treated with benign neglect. .-

.1 wrote to President Carter’s staff, Mr. Elsenstatt and he. d1d not(
aven have the courtesy of answering’ ‘the: detter. "

I then asked:Members of the Senate tc be involved i in helplng small. -
_business including Senator Weicker from my home State of Connect-
icut with no enthusiasm, The only person that. responded was Milt
Stewart. As a result of Mr. btewart. s efforts we got together our own
~ ad hoc group to make recommendations to the legislative branches of
Government regarding what is needed to rekindle the spirit of the
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small innovative: company What we really need in- the Senate is some-
one that will carry the flag and develop. a bill based on the report tha,t,
we have given. Otherwise this report will die. - .« 8

T hope the léadership will come from this committee. The oomrmtt.ee'
has:done some very good work. They:published: some excellent reports.:
I support most of the findings-that they have reached but we need an’
omnibus small innovative company bill,; and’I hope:it: comes: out of
these discussions.

-'I hope we-have the courage.to really Jook at the small- 1nnovet1ve
community, and what’ we can ‘do for the' country. We are not-asking
for more; we are asking for less! We-want less Government involvement
and  fair share of ‘Government R. & D. procurerhents. ‘The report that’
we put together is-very sincere, and if:I'can-get nothing else across,:
what I would like to-try to get acrossis the:point that-we need leader-
ship.in Government to get.appropriate legislation: to help ‘the- smalli
innovative company. We'll help as you see fit. = = s

I think Milt Stewart in the administrative side, at thlc tune isthe:
only: person-from the executive branch iwho. actlvely supporfﬂ “this'
effort. For example, if you examine the President’s report on science,
he never once mentioned the small: mnovatlve busmess—only large
universtities and large business.-

‘We talk about the needs-of 1nnova,t10n we have 1deas and as: I smdi
before, we do not need more, - we need. less and:Jet us hope from:the
Senate we see leadership developmg, and we come out w1t.h a good'
strong- bill that will aid the: mnovatwe commumty R R

“Thank: you very-much. -

Senator. HUDDLESTON Thet is ouf ob]eotxve to0.- : TR

Mr. Cronin. It is-encouraging to-see’presidents of ]erge companleq'
take a' particularly keen interest in small business:

Certainly ‘Bill Morrison.has made. an-unusual oontnbutlon to the:
concerns. of smal] buginess,:and: today we ‘have: Mr Sherman Abra-
hamson, a specml &ssmtant to Bﬂl Norrls REITEUNE

STATEMENT OF SHERMAN ABRAHAMSON SPECIAL ASSISTANT 70 :
THE (HIEF EXEGUTIVE OF.FIGER, GONTROI. DA’I‘A GORP AR-Z
I.ING-TON VA LT

M. ABRAHAMSON ’lhank yoil,- Mr Ohau man,

A brief word of background-as to what is called the N oITis report

The origins of Bill Norris’ interest in participatitig in a report of
this kind goes back a number of years, and particularly to discussions
with the late Senator’ Humphiréy ofMinnesdts on the1r (leeply felt
concerns about unemployment in: the United States. ' =" :

These concerns were expressed in ‘the Humphrey-Hawkins bill, and
although he liad some reservatioris ‘about it Bill Norris’came to Wash-
ington to support that bill. At that time Control Data had grown mto
a big business, but it did niot exist at all'20 ‘yedrs earlier. -~ :

The entr epreneurlel climate was different then than it s today 1
have heard. Mr. Norris testify before a nuribr of committeas, both -
in the Senate and House, that he could not start Control Data today.
Conditions have chanﬂed substantially since that time, and you have
heard from my colleagues some of the specifics ‘About ‘those changes.”
We want to see o new climate that will favor entrepreneurml busmess
aind thatis why we die here . . _
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- Today ‘Mr, -Notris. is ‘still concerned ‘about :unemployment, but.
add}tmne,lly about the declining-productivity in our country, which:
runs right to the heart of ‘our inflation situation: We know that there-
is technology being developed today, we know it can be'improved and

-we know it can-be stimulated. But.we also know that itis not moving
from the Government laboratoriés, from the universities, into :the
business community at the proper rate, and that tecbnolooy unused Is”
social waste. ‘

We cannot afford the social waste, so-we have to 1mprove the (:11—
mate to-foster its use. You have heard a number: of specific recom-:
mendations here, and the Norris wori group made 12 recommenda-.
tions, many of Which deal with changes in the tax laws and in Federal

" policies. I should like to emphasize the peint that none of those recom-
meridations require an increase in Federal-appropriations. .

- We endorse what Mr. Springborn just said. In many areas we need‘
less Government not more. Therefore, gentlemen, we commend your:

- interest in this i 1ssue and we are pleased to be here. Now, in represent-
ing the Norris work group, I am reay to answer any questrions you
may have. | : -

Senator HuppresTon: Thank you very much i .

I wish to thank all of you gentlemen foria: Very excellent presenta— :
tion that 1ounds-out the material we have in the: prepared: report.
Your .comments- will’ be very. helpiul to us in gammo‘ a better - per- :
spective. ‘ 7

© Tecan certamly understa,nd the CORCETnS: and some lrustre.mons that -
have been expressed, particularly by Mr. Springborn,” because this
aren has been examined before. The problems have been: apperen"t
but you have not seen much activity to correct them. - -

As a matter of fact, this committee held a joint hearing with the:
House 1 .year. ago: this: August. on the: subject of innovation. One of
myformerfellow Kentuckians, Congressman Breckintidge of Ken-

tucky, expressed his frustration in that we .develop facts -about the:
importance of small businesses, the contribution they make to em-
‘ploymient, developmient, and 1nn0vat,10n——they ‘are responsible’ for

- half-of American innovation—but:small businesses do not, receive one-

half of the Federal Government’s research and development funds. -

It is the hope of this committee that we will be able to move more
aggressively now. I believe that there is a better sentiment in the
Congress for addressing such problems as ca,pltal formatlon taxatlon
and certmnly reg,ulatlon .

Thesé are issues still.on, the front bumer and I hope we can keep '
thc interest and the pressure there through this kind of hearing to
implement some corrections that need. to be made, either. through the .
regulatory process, or legislative. process. .. .

You mentioned tax laws. Mr. Cronin. That was Very mterest.mg ;
mformatmn you gave us about capltel formation which came-about.
. as a result of the capital gains reduction enacted last year. . . -
=Tt was-my -judgment At ‘the-time that.there would.be.great. bcneﬁt.
Arom’ such.a. reduction, but  have. not-seen. any -specific figures yeb:
indicating how rapidly. investors have responded to the legislation...
You indicate a very impressive record. whereby much more. cepltnl
has been made available.. |
. Before -we get into specific questlons dea.l r with your proposed‘ :

innovation legislation, I W&nted to ask whether we should try ‘to,
accomplish virtually everythmg in one bill? '




Eiol

27

Mr. Croniv. This was kmd of ‘an; interesting" eomm1ttee and. you
lock around, and you say it is supposed to be 1 committee of 27 and
there were times when,. we thought we had 27 committees of 1. :

Every small businessman suffers from one particular head aehe, even
when. you. talk-about . regulatmns it depends upon’ whet regulatory
ageney . is the big'headache. .. - -

“In:the medical business, you are eoncerned a,bout the EDA; if you""
are in the trucking business, you are concerned about that agency. -

It is very hard:as venturé capitalists. I-think the whole key to the i
problem is tax legislation.

-Senator HupbLEsToN. Tax changes could. probably overcome & lot of )
other problems facing small business..: = 38

Mr. Lockwoop: I might-add to what Dan said. I thlnk 1f you look a.t .
the- mix ‘of -small innovative. business, ‘there is a Wlde diversity of
Government- policy impacting on them, and I think it would. be &
serious mistake to take any one-area-and focus inon‘that:-at the neglect 5
of others. i

If you were:looking for-the -1 month’s important ares; it would be
our opinion that our tax policies that have dried up the flow of capital -
in innovative busmesses probafbly have hed amore ma,] or 1mpact tha,n
the rest of them. - ...

That does not mean the. Whole regulatory envu'onment that has
emerged from Government in the last 10 years has not had s serious
impact'too. It drains enormous amounts of energy and tiine away from
the entrepreneur, procurement can hawve:an enormous lmpa.et on the
mix of innovation which occurs in: Americe, as does our.applied re-=
search and-development,. shifted from the small business sector:to a
large extent to our un1vers1t1es and 11kew1se patents and: other poheles-
have exclusivity: i - -

A very major keystone to stlmulatmv m.novatmn is the nght that an-
individual has to :apply his partlcular innovation. for: a--reascnable
period of time, and yet we have policies that are protecting that patent -
area;’but we also-have policies that are working against that in many
areas of Government, so.what I am saying, sir,-l think:that i our:
work;dn out. pa.rtleular committee, that as wer report inour-report,
that probably the tax-policies are having a-greaterimpact, but, hever:!
theless;. there . areé: w1de r&nge of othere that we hope the Congress :
would attend to. i«

-Setiator HUDDLESTON In & sense, 1t Would not be fan’ or nBCBSS&I‘ﬂY-.‘S‘
productwe to try to. zero in on+just two or three. issues. : “

“Mr.,GreeN.: 1 would not:argue; or not-even talk. agamst tax being
very 1mportanb nor would T try. to pick out a. comment; but I would
state that the spénding.of:Government R. & D. moriey is an ares that .
may not even require legislation in general, not require any. added;
funds, but.ss. a -practical. matter, it mmay be.an area; where:progréss
could more rapidly be inade: desplte that; and that is &4n-important’
area, 1 know, Senator Schmitt, you: have two-laboratoriesrin - your:
State the people: I know there-are h1gh1y qaahﬁed and Workmg very-
hard and: doing many good things::’ ; -

- Unfortunately, there-are some bad side effeets as with almost every--
thlng, they do becoms compétition. for those out in: industry;: and: I
am not speaking against anyone personally,-they are good people and
working: hard; I know it is afact they are spending money to the tune:
of millions of’ dollars, and Senator Hayakawa has 4. laboratory in-his
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State, all very fine people and Workmg very hard but they are’ all
competition.
Dr. SprRINGBORN.: L. do thmk the 1nnovat1ve &ppro&ch should be on;

* the broad front also, I am sure it has been expressed to you by others,

“ the thought that relates to.the regulatory process. I believe our grea,t
country was founded on the prineiple of Tnnocent until proven guilty,:
but in’the regulatory field we are guilty until provern innocent. There
can be s tremendous financial and negative manpower impact to the
small business. just trying to defend ourselves: agamst the regulatory
processes.

“I know George Lockwood deals with.42 agencies, and any one of
_ them could destroy his business, and he is'guilty until proven innocent,
and I wish we could get back to the fundamental concept of innocent
" until proven guilty, and the burden of proof should be on the Govern-.
ment, not-the burden of proof on ‘us, so either: that or provide a tax’
' ?I‘Bdlﬁ for all:costs incurred ‘in defenchng ourselves agalnst the Tegu-
ators ‘
.Senator HuppresTon: T-will not disagree with that.- There are some
efforts being-made to require congressional review of some agency-
regulations. There-is another measure pending that would reimburse a:
. litigant for his legal fees if he prevails when challenging rewulatmns
.Senator StEwARrT. That has just béen passed. - ! ‘
~Senator ScEMITT. It has passed the Senate.- e ~
‘Senator. HuppLesTon: I .think passage.of that measure mdlcates
there is more interest now in equalizing the su;uamon a.nd not puttmg
allof the burden on the business person. - - ™
Many times-we forget tha,t regulatlon is sometlmes more: dlﬂicu}t'
todeal with than law.. -
I would much rather go to court on a matter of la,w than ha.ve to
confront a regulatery:problem. - :
+I.think your chances of prevaﬂmg are better and it is- usually less
expensive.. ..
Senator- STEWART I want to mter]ect one comment Since I have
been here 7’ or.8 months, I-have had a number of visits from some-
large-sized concerns in the country. They are not-urging deregulation:”
Instead they.are talking about regulating certain aspects of & given-
industry. I am not trymg ‘to- point the blame, certainly:not at-this

_group, becsuse you are talking about a very real problem, but it
might be that- the. patent laws;’ procurement policies or other: policies
-are done the way they are, ‘becausé:of business. They have been estab-: .
lished by business. Mﬂton talks about.the large-sized institutions. I

- think we have to recognize that as a practical matter business some-- .

times is as much to blame as the Government; for regulation:: You-
people are.going to have tohelp us. in dealing with that ‘problem.:
~T understand that small: business concerns are independent; that -

- is the reason: they are small businesses; that is:the reason they are inno---
vators. But: I find sometimes when T:sit down with & group of them and-
taik to thém about getting their-act together ind helpmg-to- esta,bhsh
a broad consensus of opinion. that legislators:can ‘deal’ with, that this:
‘intangible problem exists. I think we need to talk about it; to address
1t because it'is a reality, and it is a problem.

&1 have seen lobbyists for large-sized concerns, pwba.bly one or two'

o Aaxwr and thair ara-nartainlurnar . fallr-ina tn ma a]”\n“f ]nsen‘rn'n ﬂnv-
qu LULANL U J.UJ QUL O UL VR ALY Umu;u& UAF RAANY ks wr va A

ernment regulations.. They do mnot seem to want to be regulated:
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themsalves but: ‘they ‘are generally talking in a’ yery ‘fice way “about

regulating one of their competitors. You might all fit in that category” '

so.I think you need:to begin to-deal with the:problen.

T would bet you that many of our patent policies were not’onl
devised by Government, but they were’ dev1sed by some other 1nst1-
tutions in this country..

If I were from a arge—émed concern, a,nd I had some dlfﬁculty‘

innovating with some small-smed ooncerns, I ]ust mlght not want the

‘patent laws changed;

Senator SCHMITT. Would the Senator yle.ld on that? "

I think that may be one area where small busmeSs pa,tent la.wyers,‘

everybody agrees that things are a shambles. --*
“We are in the process inthe Commerce Committee of holding heéar-
ings-on 8..1215, whichi is a bill to establish uniform patent policy with

the presumpuon ‘to license industry ‘or the vniversity rather than the’

Government, and that is certainly. very specific ds a criteria that must

be met; and 1 would eall your attention to that’ bﬂl and ack you to

supply us with comments relative to your interests.

I know it is right on the line of what ‘you afe saying, and it i$ 2’
positive step, Senators Cannon and-Stevens ‘are sponsors, and there’
are people in this Congress who think that anybody the Government

or the taxpayers pay for ought to stayin the Govenment, and so there

will be opposmon ‘and’ what happens is it st&ys there, atid nothmg s

done with it.:

There are- 28 000 patents 51tt1ng in' the Government that: nobody =

uses, and somethmg has to be dong, and ‘the Senator is right, there
ha,ve been forces operating to Iirevent 3 réasonable patent policy, and

aw and how it operates in this Govern-

ment, but unfortunately thereis much more interest from blg mdustry_ ‘

than-from any other part of the privatesector:

Senator STEwart. My only concern‘is that when we malke these

changes, that we- make them 80 they a,ctually beneﬁt smaﬂ mnova.tlve :

oompames

Who gets: the. portlon of the procurement Fou are talkmg about‘? :

I want_to see asufficient portion of that go to sinall-business..

‘Mr: LOCKWOOD Somethmg now llke 200 ﬁrms n Amemca. i gettmg'

80 percent.

So we ask, What are those ﬁrms? e e
Are they the large size firms, the’ sma,ll size ﬁrms‘?

Let us 1dentify part -of the- problem We wa,nt to’ know W ho gets

the benefit 'of the patent law.: =
Senator ScumrtT. Right now it is the Government
Mr: Green. Could 1 comment on the procurement part?

I think that is fact, although I do'not have the numbers in front'

of me; the small busmess portion of Government R. & D.; after you

take out thé in-house spending, which is the biggest amount anyway,

it is 77 percent. As far as who gets the technology money that:the
Congress allocates every ‘yeir, the umvermtws suld the natmnal la,bs
probably get the-largpest part. .

The Department of Energy. la.bora.tory I thmk s+ like *120,000

people, and those 12(} 000 people are gettmg the b1ggest chunk of the

money:

Mr. LOCKWOOD On page 18 of the document, it says of addltlona.l'

concern to us is four agencies, Defense, Space HEW and one other
which funds 88 percent of Federal R, & D
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Similarly there is a concentration - of 1.S. mdustrlal R & D
into a few industries and into a few .companies.: -

“According to the numbers in a Government pubhcatmn, n 1976\.-,
six-industries account for 85 percent of total U.S. industrial R. & D

.Ten companies.do 36, percent and 31 do over 60 percent; e

Greater than 80 percent admlnlstratwe R. & D is. carned out by
only 200. firms.

.Senator Seamrrr. Is that large size ﬁrms or small size ﬁrms‘?

Mr. Cronin. Those are lerge McDonnell Douglas-

Senator Scamrrr, Do you see the beneﬁt of subcontracts are they
generally exchanged? : . L

Mz, Cronin. No T see no beneﬁt

Dr.; GoopaEarT. The majority of- that does. 2o to ]arge ﬁrms We o

are not in the aerospace business, so I am not: aware of that from a:
personal ::.Le.ndpolnt however, we used.to be-eligible for contracts

. through the NCI.: Teehnlcally, I suppose we still are; however, the -

NCI has recently changed. policy, so that it speclﬁeally does - not,
award as many contracts anymore. They have shifted to a-grant
‘mechanism; the great. majority. of the work for basic research through
the National Ce,ncer Institute is to- be awarded by grant rather than:
contrace.. - . :

The 1mphcat10n is. that compames such as-ours are not ehglble to .
work. in the, cancer program.because we are not- eligible . to receive..
grants, so that cuts out work that we have been doing over the last
8.or-9 years. No longer is it fundable by the contract mechanism.

" We droppled more than 50 percent in size when that happened. We.:.
had 26 employees. before the termination. of the contract, and We now i
have 10 people :
Dr. SPRINGEORN. The Federel baslc research funds, by performa.nce,
the latest data I have, and.this goes to 1960 to 1977, the source is:
National Pasterns of R. & D. Resources, National Sclenee Foundation,
I can leave a copy of. this if you would like. In: 1977, $3.5 billion was:
spent, the Federal Government laboratories received $750 milkion, or-
21 percent, industry received $175 million or. 5 percent, and the large
- universities and colleges received 55 percent. The associated Govern- |
ment. laboratories received 10 percent,.and nonprofits 8, and some:of
the industry, that includes large industry, only 5 percent and some -
small Innovative businesses received-a small percentage of 5: percent,
that may be a little more precise, answer to. your question:. - .
This 1s from .the National Science Foundation.  That is basic re-
search. T also have the data for epphed research ‘but these data: are .
all available.
Senator HUDDLESTON. In reward to development of your iresh alr
‘mechanism, how extensive.is that In use now? o
“Mr. GULLER Senator,. it is. being., used -in, Gery, W Va i qurte -
eqxterfswely in several of the mines the,t are. Tun by Umted States :
sStee S = .
Lt has, been .1 in‘use NOw. for 4. couple of years, ST

Senator HUDDLESTON Did your eompeny develop th.ls"
Mr..GULLER. Yes, sir. ,
-Senstor HUDDLESTON ‘Were you under eontraet‘?
‘Mr. Gurner. No. We took it—the devehpment coe’re—out of our o
earnings. . . .
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Senator HUDDLESTON Wh&t about your Air Force contract in the :
oxygen area? : - :
Mr. Guries. That is competltlve sir. Those contracta are: awa.rded

after competitive bidding. IS

Senator HuppLESTON. Is that with the ‘Air, Force'f‘ :

‘Mr. GuiiLER.. Yes, or:the Navy in some cases. In some: mata,nces,
as an example, General: Dynamlcs with its F-111, was opposed to the:
Government’s: desigh using -10 liter converters. Instead- of réquiring -
two 10 liter converters, General Dynamics specified ‘one 15 hter whmh
fit into the well prevmusly assigned to the 10 liter unit.

:Some -aireraft because-of - their: ‘mission -profile were unable to use -
existing size converters and: had permlssmn to hmre a company prc)]ect
for their specific.needs. ;- . - :

* . Senator HUDDLESTON: Were you the prlme contra.ct.or‘?

‘Mz, GuLrer. We were-prime...

We were 3 prime.contractor, to the alrcraft company e

Their request for quotes came.out. Our design proposal and out :
price was evaluated, and the .order was placed. - :

.Senator SCHMITT. "Mr. ‘Chairman, could I follow up on. that a littlo -
bit? Mr, Guller is doing things. that are tremendously exclting in the .
patent-area.. The reason I.got interested in.patents,. is- that, Lnowmg :
there wiis .a resource of technology, including. cryogenic technologies, .
cominunications, automated control, materlals substltutmns .et cetera, .
that could be. a,pphed to underground ¢oal mining in order to increase
the efficiencies and the safety of such mining, by. Factors of 10 or more, .
I went with hat. in hand, to the Department of Interior, which had a .
prime Tesponsibility in_the .Government for those kmds of activities.
I said let us get together, let:us work .out.a program which NASA
wouldtake, thelr knowledve of the. aerospace technologies, and -we
could begin to. figure. out how we could apply them to this kind of
problem. on the ground.

We got everybody a,vreed we had 8 beau‘miul progr&m Iald out and
the . lawyers-got a, hold of the patent policy, and:the program was
never implementéd because two. _agencies. of Government, -could not
agree on what the patent policy was going. o be; and on what back-.i
ground rights were going to be given up. by 1ndustry if they bid en .
those contracts. That is when I _got started.on paterit law. . .

It ic ridiculous to have a major opportunity go. through. the. cra,cks'
because two agencies could not agree.on patent .pelicy. So now we. .
are-really moving on- this issue and I. hope you all will look at S. 1215,
because I think,this bill takesinto account these CONCerns.

Mr. Gurrer. May; I just respond, Mr.. Chairman? .- -

Had you been: successful with the patent, at least have: ‘achieved
compatibility, you might have run up against another bit of bureaue- |
racy where perhaps the Bureau of Mines may not have wanted. to
consider - this fresh.air supplyas .the right application, they would
rather have the entire mine ventilated, and that is a different problem.

Senator Scumrrr. We had that, the Bureau of Mines and NASA -
agreed .that the:basic inherent safety of the. mine will. be. greater if -
you.let it fill up with. gas, if you can have those controlled supplies
for the individua! miners than if you had ventilation. When You .ven- .
tilate, you supply.oxygen.to those explosions. We had them convinced,
but we spent 1 year t&Ikmg about it, and.- -they finally agreed tha,t if. 113
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could-be implemented, it was' the right. philosephy.. I .am: very,: very

-excited to hear you are making some progress in the industry:
Mr. GuiLeg. This is the industry, not the Bureau of Mmes
Senator Scamitr. I understand.
Senator STEWART. It-took you I year to solve th&t one problem‘?
Benator Scamirr. It is one of the reasons why we have to do what

these gentlemen are requesting us to do: Innovation is in & crisis;, and
for:small business; it is Innovation that-says the independent: explormg :

companies and prorlueers are-to discover energy supplies: - oo

You all have the same kind of mentality about risk taking, the: nee(l

to turn-over capital so it further stimulates innovation. I: think that

we have to do something, ‘and-1 do not think we are nearly doing
enough. It is my hope that, this committee will become ‘the: champmn‘f'

on the good news side. The 95th Congress:did take some steps-as you
described in tax policy and there is an effort under way now yith
8. 1597 which provides- R. & D 1ncent1ves depreclatlon 1ncent1ves
and also savings, investor savings incentives.

We would also call your attention to the progress that the cha,lrman :

has already mentloned is being made; in trying to get legislative control

‘over the ‘major rulemaking ect1v1ty* of - the Federal ‘Government.

"The suggestion now isto' dee1de how do we pull these things together;
so -this list of redommendations thdat has been made- can be: 1mp1e- o

mented. H we do not do it these opportunities may pass. -

All'you have to do is look atthe record of small basmess iormatlon .

versus smiall business formations: of years ago, ‘and obviously there are

o lot of things wrong because things are not happening as they should.

‘Mr. ‘ABRAHAMSON. May I-sort ‘of  simmarize - this by explmnmg

that whereas riong of our recommeridations - Tequires incresse in gny -

© Federal’ appropriations—not & nickel—one of them- would require’

some ‘adjustment ‘in the portion of ‘R. & D. funds. going:'to" small*-
businesses. At present only 3 pereent of the R. & D. fundmg is gomg .

to small business. - -

What we are’calling for 'is: that each Federal egeney TECEIving
R. & D. funds be required to diréct some percentage of those funds
let us say:I percent for the first year, and inereasing by 1 percent
increments annually, so-that at the-end of 10 years, 10 percent of that ‘

‘agency’s R. & D. funding goes to small business.

T do not'think there’is an agency in town thﬂ.t cou] (! make a eredlble _

argument that thatiis impossible.

T do not thifikk 1 percent per Yyear over ‘a IO-yea,r peuod i5 going’ to )

be a hardship on any agency receiving R. & D. moneys, so [ woul(l -

urge you to consider very seriously that recomendation.

I think-it is extremely well fOunde(] it hias been earefuﬂy resear che(l _

and’ discussed Wldely
Thankyou.

Senator HuppLESTON: 1 want t.o express my personal &pprecl&tl()n B
to-all of you for appearing before us today. Senator Nelson hoped to-
ableto get here, but unfortunately was unable: to:do~so.-T know-he-

~is*very ‘interssted in ‘this subject and’ the whole range ‘of Tecornmends

tions you have made. He will’ glve h1s energy end consuierable talent‘r :,

to this‘cause.

You are makmg ) vely geod record I a,pprecmte the frankness wﬂ;h

1-:‘7-1—1‘"1]1 11-nn are nreceni"ﬂ g vour 1aws, Tha,‘nl( VOL
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T regret that'T now: ha,ve to leavé for another: hearmg which is in
progress. Senator Stewart will chalr the ba,lance of this’ sesslon ; :
Senator Stewart.; Thank you.: E

Senator ScEMITT: Could: I glve L% foilowup 1. that T ran into" a,'
problem: whenT- was ‘in NASA. We' needed o Junar’surface camers, -
and it was'one of those procurements that was on the market. There
was & question-as ‘to ‘whether it;should go to:small business or mot.
With.the existing:regulations it was ruled it would go to small business.

It turned out it was just too much of &.job for the company that -
got it; it was not” quite what they:could do, and we eventually never
got the :camera. Had:we gone ‘o the: other side;’ 1t. was pretty clear
the large company would have built the camers;.- ' 3

They had- a.lready bmlt one’ for a very specla,l purpose in'a penod
of 6 months.: i '

‘How do we handle that pa:rtlcular kind of. probiem‘?

Mr. ABraHAMsON. We are recommendlng annual 1ncreases m 1 per— -
cent increments to a level of: 10 percent: :

The residual is 90 percent plus of the R & D money, and there- )
should be:ample funding from: that. .~ >

Senator:Scamrrt. There was & doll&r cutuff It had nothmg to’ do":'
with the quality, or the capability of the individual company.. - -

‘There are some companies; verysmall companies that will do ‘any-
thing in a particular focused area that a large company can, and there:
are others where a total integrated resource, in this:case; the small -
company that.got it was an_excellent optics company, but they never
pit anything together-in the form -«of “a camera, and that is Where
they fef 1 down.

‘Thiey.are great-optics, but they could not mtegmte 1t. in t.he camera
in the timeframe; and at the cost we were asking:- :

Mr. ABRAEAMSON. It seems to mie the problem 38 not Wlth the'a'
principle I have been trying to advocate. I think this is an. individual- -
problem, and whoever was running the program in bhe partmular 2
agency might have been alittle short on foresight.- - :

Senator Scemirr. Do you advocate then a spemﬁc dollar cutoff for By

certain kinds of procuremerts?. . 1.

Mr. ABrsaBaMSON:: - am advocatmfr that HEW for e‘iample, -

“whiich receives I do not know how many billions of: dollm-s, indeed: be ;

required to_increase ‘the allocation to small business firms. -
Senator ScaviTre. I agree with you. I do not have too much problem ‘

- with -that, but.when ;you come down to specific demsmns, on speclﬁc

plocurements ‘how «do you make that decision?. . :.

Mr. Apranamson. I think that has to be done by each a(rency

Mr. GurLER: Senator, with regards.-to-that amount,-and T am sure
that-every company meets its match once in & while, but it would seern :
to me that if there are so many ways that that decision may have been "
researched better by a preaward survey. As an example, in ourpartic-
ular field, anyone that just says they. can make a-cryogenic container,
unlesshe has. exhibited some experience in the field, could be hard put
to pass a preaward survey. There are o number. of. techniques that
only three or four companies, -to my knowledge, in this . country are
doing that results in a qualified LOX’* container assembly:: -

Another company that has good intentions and capablhtles Would
have the facility and: says tha.t he could clo it; should ha,ve 10 prove
that statement. R
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I used to.always eriticize our Government people for coming: out

with a 17-man: preaward team to a company F tke ours -which had. 4

people to talk to. It is kind of difficult to:talk about the:bid requirement

" 1f we do not have experience:in that particular field; we might never
convince them.. There sre many Governmerit: checkpomts : there. is ..
the preliminary award, -postaward, -and- with everything else- being ..
monitored,-contractors heving roblems should be recognized. I think
the mechanisms are- there,: atndp unfortunately. you have an mstence* :
where the surveillance- system did not. woerk...

Senator ScumrrT, There was one more: meehamsm it was a common::;
decision that awards go to small business. I had o problem w1th it a,t:-:i;
the fime, but there were concerns. = =

Senator STEWART; 1 think Yyou can- pomt out many events in le.rge
sized projects that turned out to be just as much a problem. -

Senator ScumiTr. 1 agree. 1 think I will leave it at thig pomt bubif
you have any further:thoughts'on this problem, of deciding on:this 10
percent. It is a problem, but it is one thet dan’ cret you or: the. Governw :
ment in trouble.::

- Mr, DanigLs. As I mdlce.ted some 3 percent goes to smeli busmess :
"We really have two reeommendetwns -one that th1s 3.4 percent begln
to grow at-1 percent a year in -the R. & D. area.

-~ We have’s second recommendation, -where we have an agency tha,t
has $100 million in R.. & D. budget, that. they be te,bbed to put: 1
percent of this into small business. =i - o

The procedure for:small business set-aside would permlt o small
business set-aside to proceed with at least two: quehﬁed sources 1f
found available.

Somewhere in NASA you may interject that you had tWo quallﬁed ’
sources, and you were wrong, but you-are going to be wrong-some-
times, and if you are.going to go down this route, obviously you will
have s1tua,t10ns where you wﬂ] be. sorry. you: made the small busmess 3

" set-aside.

Senator SCHMIT’I‘ But you thmk on ba,lance tha,t is stlll 8 good type: &
of procedure? .-

Mr. DantELs. The reason I feel thet way, beea,use of the sub]eet you-
really have to talk about mainly. eompetltmn end I thmk one of the
reasons why the Government—— -

Sepator STEWART.. ] was trying to- talk about thet a mmute ago :

I think there is:some.competition from public policy.

I think research money sets that policy, and vou. gentlemen are not =
getting enough of the reseerch money to prowde competltlon in-some

©oareas.

Itis my understendmg all business and industrial firms recoive some ‘
46 perceént of the: basm and apphed reseerch moneys expended by the
Government. -

Is that a correct ﬁgure‘-’ E '

Dr. SpringeorN. 1 believe I gave you ba.Slc research s
oMz, Danters, But if you. take that a,nd g0 to the: whole ﬁeld 11;'
.quickly- drops back ‘into 3% percent. . )

Senator STEwART. That would sound ebout rlght o B

1 also wanted to ask you-about procurement How much of thei::'
procurement dollars are involved? - = . RRE

Mr. Danigrs. Roughly 20 percent of the proeurement dolla,rs

Senator Stewart. Goes to small business? o h

Mr. Daniens. Yes.
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-We are talking about the. Government procurement dolle.rs
Let me expand on that.
It turns' out- that- given a  cértain ﬁgule——well “we - wou}d hke
to look beyond and behind the numbers, because if you look closely,
you-will find that 80 percent of the contracts competed, and 20 percent -
of the dollars are there, and so if you try to put this in context of 8.5,
you have a very small area of competing contracts; maybe 80 percént,
and you then have a very, very large area, almost. the rest of thet
field is what. is called: competitive negotlatmn e,nd then ﬁnaﬂy, you
have the sole source procurément. -
It is.important to note the sole source is an area w here you have
no competition as to either price or the technology, but. mterestmgly
enough this wide area of competitive negotiation is an area;in which -
you often will spend 31 million even-before the RFP is on the street,"

- and so in this ares-of competitive negotiation; what you have is the -

pocket companies, that is companies that can: afford to pay the price,
who end up with these procurements a,nd Worse tha,n thet there is™
no competition as to price. .

Once - the contractor -is selected then you are stuck W1th that '
contractor both for that procurement a,nd for subeequent--
procurements:

Mr: Lockwoon. There is. not only the questlon of procurement
but. something important that Senator- Schmitt brought out: and

- something that you did earlier, that is ‘we have in the Congress a-

number .of bills that are going to impact on the small business com-
munity, whether it is paténts or tax policy, one of the problems ‘we -
see in the legislative process, as well as rulemaking process 1s of tefitimes
impossible for a-small innovative firm to be adequately’ represented
by virtue of limitations on those firms in the'process. '
:This is:certainly true in the rulema,klng pI ocess in my pa,rtlculzul
company. s
‘We- have 42 identifiable agencies in Government tha,t dlrectly
interact with our-business.:I- spent over 50-percent of my time deahng‘
with. Government, :yet we: have no-. Government contracts and we
have not ever sought one. :
I might ask now that there are three cop1es of the Federal Reg1ster '
outlining:three significant rulemaking processes; that T have to one‘
way or another be involved in. “
Now; this s, all time ‘that is-being taken awsy from me, and as
chief executlve chief engineer,-'and chief. scientist: in my- particular
business, this:is an-enormous drain, and in many, many cases- the -
small businessman cannot -get plugged into -this process.

On. the other: hand, -as you:so ably mentioned, the president’ of
Exxon has a lobbyist hele -Lockheed  Aireraft has & lobbyist.: ~ -
-Benator StEwart. 1 have seen not- only the presmlents of both of
those companies, but in addition their lobbyists.’ : :

Mr: Lockwoob. :And’ they must represent thelr mterest and they
do-it-very well: . - - :
‘Onthe; other ha,nd very often because there is no eﬁ"ectwe mech—-'-
anism, and. because: the time burdens are such that small innovative

‘businessmen -cantiot” get. plugged into the:process, our needs are so*’

often overlooked, but yet the end result is' an impact ‘that is un> -

- reagonably hee,vy and discriminatory against the small buclnessman_s

end of the epectrum where thJS has not been cons1dered at all il
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Senator STEWART. l-appreciate your cornments, beca,use that is the
concern I was addressing.

To give:you some examples of what I mean by rese&rch and: develop—
ment, we have had some hearings on saving the small farmer in the

Acrlculture Oommlttec It is a very nnportant and v1to.1 Issue in thls
country

~During the- entu'e time we. had those: hearmgs, Wwe d1d not he&r once T

a,bout agrlcultural innovation. '
‘Many;of the people who came:and testified were connected in one-
way or another with large-sized concerns. They did not talk about the
technology thatiis available, such as the new kinds of tillage équipment
and other things available. "All of this type of information came from
- small companies. -Some' of those smaller firms obtained ‘their first
‘research money from:the Government. They had begun to develop

some innovative kinds of things, but ifi they had had what you are &

talking about—my: ear and the ear of Government poheymakers——-"-‘,
imagine what could have been done. - .-

Solar technologies is another exampie Nobody sald & Word about
the developmcnt of small-scale systems. But yet smal]er companles
are marketing energy-efficient products. '-

That tells the tale to me of what research and development money .

- can:do fur these smaller companies and the country. I think you have
something here that you probably shou]d sha,re with the Senators '
concerned with energy legislation. .

Mr. GergN. ‘Senator, %know others Would be 1nterested too Wc
are.doing a. demonstration in Utah and New Mexico on growing plants
that. grow oil, and this indeed.is crude oil.that:comes:from the milk-
Weed species in-Utah, and- we :are: monltorlncr ‘how many ba.rrcls per
acre per year we can grow..

At 18 not.really a-new area, in fact thls has been talked up around
the world, and we are actually doing it.

Here, is a tube of crude. oil, the first. we extracted.from mﬂkWeed
in.Utah, and our goalis to momtor how many barrels. : R

‘Senator STEWART. I deeply- appreciate..your coming hea,r today I
want to say to you all that this is a beginning of a series of hearing,
and: hopefully, the development-of a consensus’'in ‘the Senate and m
the House. You all have a.lot of answers to & Iot of the problems of
this country of ours.

Somebody: told me, the other day that not since: Harry Truma.n,
have we had folks in Washington thathave been. concerned with small -
business people and- the -small busmess commumty I Would dlsagree
with that.

‘There are a lot of people I serve, ‘with:in the Senate that are: very

" much concerned about’ the small ‘business sector. A lot of us' are:new
to this business, but we plan :to. stay with the. program and thc issue.
until we get some meaningful results. :.

Before -closing, I want to mention that we e will mclude in: t.he heanng
record a copy of the innovation report prepared by the Chief Counsel

-for-Advoecacy; -Milton- Stewart:Excerpts- ?om 'various subeommittee-
reports prepared forthe Advisory Committeeon Industrial-Innovation;+
which . was_established. as part of - the Pre31dent’ Domestlc Pohcy

‘Review, will.be 1ncluded as well. - = .
" Thanks to all of you.. '

“We stand adjourned. . ; et e

[Whereupon, the comnnttce was ad;oumed at 12 noon. ]

.y
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Mr.

96TE CONGRESS -
: ls'r SEBSION S 1 860

éstablish & Federal program’ to assist'inhovative emall busiiesses by streng‘tii- ‘
. ening the role of such businesses in federally funded research and develop-
“'ment and by’ fostermg the formation and growth of siich bisiness.

. IN-THE SENATE OF THE UNITED STATES
_OcTOBER 4 (legislative day, Jung 21), 1978

NELEON (for h:mself Mr. WEIOICEE, Mr. BAYH, Mr. Dom, Mr. Noww, Mr,
-OULvER; Mr. Huopresror, Mr, BuMpERS, :Mr. SassEr, Mr. STEWART,:
Mr, Bavous, Mr. Levin, Mr. HarcH, Mr. H.AYAKAWA, Mr. Durkin, Mr.

. JOHNSTON, Mr. LEAny, Mr, PRESSLER, Mr. CHAFER, and Mr. PACKEWOOD)

introduced the following bill; which was read twice and referred, by wnani-

.. mous.consent, to.the Select Committee on Small Business: solely to eonsider

titles I, II, and IV, end if and when reported, the bill be referred to the

. . Committee on the Judiciary solely to- consider titles IT and IV;-and if and:

when reported, the blll be referred to the Comm.ltbae on Fma.nce solely to
consider title ITT . o By s

_ ABILL . .

To..;estabhsh & Federsl - program. fo assist mnovatwe small busi- -

1

2

nesses by strengthening the role of such busmesses in feder- .
ally funded research and development a.nd by fostermg the
formatlon and growth of siich businiess.”

Be at enacted by the Senate cmd House of Representa,.‘“.
tives of the Umted’ States of Amemca in Congress asse mbled

'8 That this Act may be cited as the “Small Business Innova-
4 tion Act of 1979". -
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2 :
STATEMENT OF FINDINGS
SE0. 2. The Congress finds and deelares that—
(1) technological innovation creates jobs, increases

productivity, competition, and economic growth and 1

T"111ﬂat1011 and to the Umf:ed

.. States balance-of—payments deficit;: - .. -

1

2

3

4

5. . .a valuable counterforce
6

7 (2) small busmess is.a, prmclpa,l source. of the Na,-
8 tion’s major innovations; '

- 9 (3) small busmesses Teceive less than 4 per
10 “céntum of Federal funds for research and” development

11_; ' o (4) pnvate technology expendltures m the Umted

ta,tes are h1ghly coneentrated in’ certa,m fields a.nd in-

clustnes as’ only s:x mdustnes a,ccou.nt for over 85 per

ircentum of all mdustna,l resea.reh and development

15 ¥ - -r'-sf ‘ndmg and only thlrty-one compames, _ma,ny of them
16 %moltlnanonaal companies, account for 60 per: eentum of
17 ‘total United States research and development;
18 (5) the tax structure of the Internal Revenue
19 ' Code of 1954 prowdes msufﬁclent support for the for-

' ';'55'?zrmat1on growth and long-term mdependent opera,tlon'i'

busmesses nd”

@itis mth ?l‘;&ﬁ?‘lﬁlai}#er,‘?ﬁ? B MR

_ Desses fo be innovative; . . . .
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8.
2 (B)-to ineréase-private sector commercializa-
t‘ion“-‘of:‘éinnoi?atibns'“d‘e"rive(i‘frﬁm Federal:research . '
and development; 57 s T d
. % {0) to’increase the ‘proportion‘of Federal re-

v gesiroh snd development expenditires ‘which go to

¢ -smigll busiiiesses;

v L (DY to ‘assure: small businesses -of the oppor:

. timity to- compete-for Federal fesearch-and devel:
“‘opmént contracts; and o

(E) to stimulate technological ‘innovation by

vl possible migans, <k v
4 'TITLE I-~-RESEARCH AND DEVELOPMENT -
| CONTRACTS b sy

2 SMALL BUSTNERS SRT-ASIDE; SMALL BUSINESS -

" INNOVATION RESFARCH PROGRAM "7

* 8EG:101:The Small Business’ Aet (15°UIS.C. 631 et
“86q.)is amiénded by inserting immediafely’ aftek séetion 9 the
following fiew Bbotionz s T i s
© 81 9A: (o) The Administration'shall— '
i fe1) ddvise and assist Federal agéncies-in meeting'”
e small businsss roseatoh i developmeiit set-asides’
required under subsection (b), and monitor ‘the activi- ¢

“ties of Féderal agencies'in mietting stich set isides;
e (9) Jevelop and ‘matntain a soutee file and an’in-

“ " foritiation ‘program o ‘assure each qualified and iiter-"



W o -3 o W W B

B I T S g ST o

40"

4

{1, ested, small business. concern the: opportunity to partici-

+sn:-pate. in Federal agency small; business:.innovation re-

search (SBIR) programs; ... vo 1o
1. *(8) coordinate: the development of a schedule for

. release of SBIR, solicitations :with participating agen-

cies, and prepare a master release schedule to preclude

... several. Federal-agencies. from relessing such solicita-

. :tions at-one fime and thereby-limiting the: opportunities

of small business jconcerns. -to -respond to some

© eniz solicitations;: f- o

“(4) independently survey.and monitor the oper- ;

--ationof ‘SBIR: programs: within' participating: Federal .

agencies; and .1 v X
-+ (D) report annually :to the: Select. Committee on -
Small - Business -of the Senate-and the Committee on

business research and developm_entﬂ spt;q.g;dgs; .;:qqm:ed;

under subsection: . (b); -the: SBIR.: programs- of the

i.4. Federal . agencies, and the information and monitoring, :

+...efforts of the Administration related to the SBIR pro- -

S “(b)&For fiseal yea.r 1980, ea,ch ;Federal agency -ghall-....-

24 set—asule for award to sma.ll busmess concems a peroentage,-_}w

- 25,of the:total dollar amount of ite budget for. prime, research and
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5

»* development ‘contracts- equal to' the: pereentage of the total

dollar amount -of:such_'dr)ntra.cts awarded to such coneerns m’

- fiseal year.1979 plus.1 percentage point. In fiscal year 1981

and in-each Sucdeedingzﬁscal'year, each Federal agency shall

increase the percentage of the.total dollar :a,mmix_t_;-}of‘ such’

contracts set-aside for: small business coneerns pursuant to

this subsection by 1 percentage point, until such perceniage.

get-agide for award to such concerns equals 10 per centum of:

‘the total dollar amount of such contracts.-The set-asides re--

quired by this subsection apply to contracts for basic research.

-_and_fdevélopment and applied research and development.

“(c) Fach Federal agency which has a research or re-':

search -and-develépment budget in:excess-of -$100,000,000 -

{for any fiscal year beginning with fiscal year 1980 shall es- -

tablish an' SBIR: program which meets: the:requirements of

.this seci;ion_, and section 102 of the Small Business Innovation:: -
.. Act of 1979 and shall expend not less than:1 per centum of
such budget for fiscal year 1980 and for each: succeeding

:Aiseal year ‘with small, business -concerns. gpecifically in con- -

nection with such Act. Contract awards undér:this subsection

- shall be considered. ag-meeting.the set-aside requirement of:
subsection (b).. Contract awards’to -small ‘business’ concerns -
-for gﬁesea';mh or research and development which-result from -

- competitive or: single . source; selections: other than under an .
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6
1.-SBIR program shall not be counted :as meeting any: portion
2 of the percentage requirements of this' section.::.: =
3 . “Yd) Each Federal agency required-by subsection (c} to
4 -establish an SBIR program shall; in'accordance with this Act
5. and regulations issued under this:Act— :

8. oo Y1) determine- eategories: of projects to-be intits:

.- SBIR-program; . -~ o P

o 8 i e o f(2) issue:SBIR solicitations in accordance with a:
9:-  .-schedule. determined ccop.erativelysr:with'* the -Adminis<'

©10° s rationg T e

11 Laan o *(3)-receive and-evaluate proposals r’eSu‘ltihg‘-from :

12... .= .SBIR proposals; - '

18202000 00 YY) gelect:awardees forits-SBIR do];t;;;cts;--"-f‘: .

14 o ooale 4(5) administer its own SBIR . contracts '(br dele-: -

15 uisugate such: administration to another agency); - i

165 il ““(6) make-payments ‘to- SBIR contractors oii the*-

17 . +basis:of progress toward: or; completion  of the contract:

18.1;1"":r=::-f..--;requirements'; and Dol e laeed
19-. - o o¥(T)-make quatterly: reports ‘on’the: SBIR program
20 . w7 to the' Administration. - R A S

21i. u%(e) Bach Federal 'ag'ency :sub'ject- to the =rez'1uireméﬁté" of

-k..

% the Admmlstratlon the number: of- research and: devalopment? e

'24' contract awa,rds to sma,ll busmess concems undar th1s section "

25 (for contracts over $10,000 in amount) and_the dollar value
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of-all_such-contract .awards, identifying- SBIR -awards and

s»,comparing the number and amount of all research and devel-

opment contract awards. with: awa,rds to conceins: wlnch are

. :not small: busmess ¢coneerns.

. 445) For purposes: of this section— - .ot L
“(1) the . termfcontrast’ m_ea‘ns_. any.-‘contract,

~ grant, or cooperative agreement-entered.into betweer

e ---fiaﬁy-_Federa.I-a,gencyg_:and_‘a,uy organization or. person for

%/ the.performance of ex'per_iments,;ﬁ,develbpxpé‘ntal; or re-
= ‘gearch -work and: includes the asSignﬁent, of any such : .
'-cgntréct,s;<j;he_:'sﬁbs_titution ag; parties- to. any,-such .con- :
. i traet;.and  the .letting 'bf:-«a,n}_.r Subcontract: to any such
. contraé,t;,,. Cimertnoand i swel e ed o
sz “2).the- term-‘small: business innoyation -research:
5 '..prog_'ram’ii<=0r,""-‘SB]1{f means ,a-..;prqgram;-mder whicll ar
* portion of a Federa,l.,a',gehcy;!s;,;_resegx_tth;pr'{-research‘~ a,nd
- development effort is ‘reserved for. award to small busis :
” ' Ness coNCEIns. through-a’ simplified; standardized acqui- :
gition process having a phage for detel:min_in.g,g insofar; :
.. 88 possible, the' practicability:of -ideas proposed under::
- the ‘program, snd a phage for-the pﬁncipal;-research g
- effort to develop the proposed idea ‘to the produet pro-: '
duetion level, in order fo-promote greater. utilization of
s:7small--science. and- techmology. firms -in United States

Grovernment research and development and .conversion ¢
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. i
"~ of ‘that‘tesearch to- technological intiovstion:in ‘the pri-
L Zvate 'sector or fortechnological innovation: in ‘products

7+:intended for Grovernment usejiand © »:o Jiov swmIe O

opment’ have the:mearings given:to such' terms by the
i Cost-Accounting Standards Board.”. '

' 3} REGULATIONS FOR-THE SBIR'PROGRAM '

o 8EQ. 102 (a): The Administrator for Federal: Procure-
v:ment*Poliey;dn"conjunction-with the:Small Business: Admin.-:

“(8) the terms ‘research’-snd ‘research’'and devel~

»istrition:and the National Science’ Foundation,.is authorized:
~and directéd to promulgate and issue appropriate regulations; -,

<in secordance with the provisions of thisi’Act and -within one :

hundred and twenty days of its enactment, for conduct by.:

grams established pursuant-to section A-of the:Small Busi-.
“ness' Aot. Sitchi regulations shall—+5. " . b i
(1 provie” for - simplfied *standardied and ¢
1 .
19w
. 903
AR

Processes; & o B

-+ Administration; and %"

S intent of this Ach <0 o o e

ights 10 dats  that  ore comumensurate with the’

"Pederal agencies of ‘small business innovation research pro- :

‘timely - SBIR: ~solicitations, " proposals;: and:.evaluation. :

" (2). reqiireFederal -agencies ‘to” coordinate SBIR:

solicitation release schiedules -with. the :Small-Business. .

2-(8) inelude uniform requirements for patent rights.
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- (b). The' National Science’ Foundation and the Small
‘Blisiness Administration shall provide the:Administrator of:
“the " Office “of Federal' Procurement' Policy with advice and
assistance "in“the ' promulgation of-regulationsrinder this

seci_;ién. .
= -ﬁESE’K’R‘Gﬂ AND DEVELOPMENT CONTRACT REGULATIONS
v 8o 103.:(a) The+Administrator for: Fedéral : Procure-
* ment Policy,'in cooperation with the Small-Business’ Admin-

istration, shall establish simplifiedregulations: for ‘all Federal

“agencies'for the award of research and-developtient contracts -

“to-small business concerns and procedures: for:insuring com- !

“planéeswith siéh regulations by all Federal agencies. Tn os: .
tablishing such regulations, the Administrator shall consider
“ineéns Whicﬁi‘vs}ﬂl facilitate the participation of small business-:

““concernid ™ in ~the research ‘and developméntcontracts of -

“TFederal agencies. . 1

v (b) ‘T Adiinistrator shall insure ‘that regilations es:

*tablished Pursuant to subsection (a) shall— & oo

BERR ) .provide: for ‘the " elimination -of ;1’)rc\wisic')r‘13 of

“o: qudre - businesses to- absorb. expenses of ‘perforhance of -
- the ‘cotitract; and Tequire that & Federal agency, whefi
“gwarding any such ‘contract ‘. a small business oo
cern, negotiate fees for-all sérvices<and expenses pro-~

vided to the agency under such contract;
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10:
vzt o0 i(2) prohibit. each; Federal -agency and esach office:

wiwor component thereof from exeluding any small busi--

- =+'ness coneern:from competition for any research and:de-.

SR :.#elopment;icontrath on'the same ferms and conditions.
as any other business concern;

o i —<7...(3‘). require:each -Féde,ral; ageney $o consider :;uhso—‘,..

-o:. Ticited; research and - development proposals from small:

<./ business - concerns  and to promptly and fairly .review.

® 0 N1 e TR W

> siich proposals: basedl.ipon their merits;’ 7 . .-
- 1tes
12..
18
e

i::-{4)-require’ each:Federdl agency to consider small:-

./businéss conceins: on-an equal: basis..with ‘any . other -
. .business concern in the:award of.sole .source research::

and .developmerit. ¢ontracts; .. < - o o

“~2(5) -require that, for purposes ‘of determining ex- :
- 15 ::--penses of a;research and development. contract, the in- .
| 16 dependent research and development-costs and thg-;ﬁbit:l_
17:= ::-'and-proposal -costs. incurred by small business -concerns ;
18 shall be attributable to.expenses. of the. contract in the -
19 .-+ fiscal year-in which such expenses are incurred; :
"20 .-+ o - (B). require: each -Federal agency. to evaluate the .
21: - - feasibility of dividing: all proposed. large scale research .

22 i~ .-and- development contracts into. smaller segments in:.

s0der. to-facilitate ;the. partioipation. of  small business. . . -

coticersis in such contraets; L

/
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1 |
* - (7) toquiré ‘each’ Federal agency ‘which lets re-

““gearch’ and "dev'eldpfrheﬁféoﬁtraiéfézi"‘tb 'déveleﬁ, in co-

operation with the Small Business Administration, pro-
grams to— R T e :
(A ‘inform the staff and consultants of the
“ “agency of the needto’ provide fairand equal op-
portunity to sthall business ¢oncerns owned by
women and minorities for ‘participation‘in the re-
* gearch and developiment’ contracts of the agency;
i '(]?;)'ii'et‘;tiife"'such' gtaff and consultants to pro:
*vide guidance and” counseling to- small “business
" cbnéerns'to strengzthien the' ahility of ‘such firms to
: ‘compete for and receive Teséarch and development
" conifracts of the agency,

(8) require each Federal agency toinclude in the

“evaluation of peisonnel involved ‘with the awarding of

‘research and developmént coritracts ari appraisal of the

achievements and attitudes of such personnél in carry-
ing ‘ot the' prowsmns of pa.ragraph (1) and

o esta.bhsh the’ responsfblhty of “each’- Federal

agency to identify and study the ares of agency proces™

‘Qures for the award of tesearch ‘and develépinent con:

“iracts which “discriminate ‘against”siiall busiriess cons™
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12.

cerns and to take such action as may be necessary to

.~ change or eliminate such diseriminatory procedures.

. DEFINITIONS

SEC. 104. For purposes of this title— . .

(1) the term “Federal agency” means an execu-

;.. tive agency as defined in section 105 of title 5, United
<. States Code, or, a. military department. as defined in
- section 102 of such title; . .

i (@) the, term  “contract” means any contract,

g'rant, or cooperative agreement entered into between:

... any Federal agency and any organization or person for .

.+, the. performance. of experiments, . developmental or re-

-+ contract, the, substitution of parties to any such con-

tract, and the letting of .any subcontract to any such -

. .eonfract; ... . S ; :
" ., . (8) the term: “small business concern” has the
© -  Seme meaning as in section 3 of the Small Business.

& A(}t, Tt

@) the term “small business. innovation research -

- program’’ or#SBIR’’ means & program under which a -
.. .portion;of a Federal agency's research or research and -

... development effort is re_g_e_rggd,_-%f_‘g}: award. to small busi-....

., . mess congeins through a simplified, standardized soqui: ~

. sition process having a phase for determining, insofar
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18 \
as possible; the-practicahility -of ideas proposed. tinder

 the program; ‘and “a “phase fot"the principal’ research

effort to develop the proposed ides to the product pro-

duction level, in order to promote” greater utlhza,tlon of

-'~sﬁaau"--sa;3iwe :ai—aa "fé'enﬁa15gay ﬁrms m Uni‘t;a Stabéé
7 of that resesrch to' technologlcal innovation i the pri-
* 'vaté seetor or for technologma.l innovation in produets
mtended for Govemment usé: and

FEHBY the t‘erms‘ research" and ¢ res.'ea'rél:ité,nd' dével-

e 6pment ha,ve the 1 meamngs glven o such terms by the

s Cost Accountmg Standsrds Board. -

Y TTTLE II—PATENTS
¥ Subtltle 'ALPa.tent ?rocedure for Small Business ~

:“AMENDMENT OF TITLE 35, “UNITED STATHS CODE,

PATENTS '

“ "Bro! 1-‘201“i?"(a)'-""'1~;ﬂe '35 of 'the -tfﬁ‘iiea-“stats's Code is'

arhended by addm3 aftel' Gh&Pter 17,”a new chaPter asf-
follows: ¥ = e

" «CHAPTER 18..PATENT RIGHTS IN INVENTIONS

'MADE WITH FEDERAL ASSISTANCE '~

“Sec.

=900, Policy and objectwe B TP T

g1 Definitions.”

. 4202, Disposition of rights. e ‘ ‘o
» L THB08. . Matehdin rights.’ Tl ATV ptmiTean Ry v o P

“304. Return of Government mvest.ment

7905, Preference for Unitéd States: ‘industry.

“206. Confidentiality.

“907. Uniform ¢lauses.?, 7ol s 3 -
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- §%208; - Domestic and foreign protection of federally owned mventmns

“208. Regulations governing Federal licensing.

. - 210, Restrictions, on lgensing: of federally gwned mvantnons
“911." Precedence of chapter.

T v
qc;‘;m;-.-.pwwr—noco

[
[# o]

- 19

(o ik

212 Relationship to antitrust laws. s s
,“§ 200 Pohcy and objectlve e e e .
Lo idb s the pohcy and obleetwe of the Gongress to use the

,,from federally supported research or development- to encour-

..age maximum participation of small busmess firms in fed-

erally supported research and development ef.Eorts, to pro-

mote :‘eellla,bqra,tmn_hetween _epmmerel,a_,lu_eoneems and non-,

proflt orgamzatmns, mcludmg umversmes, to ensure that i in-

ventions made by nonprofit, orgamz&tmns end sma]l business.
firms are used in;a.-manner to.promote. free competition and.

enterprise; to promote  the commercjalization and public.

availabiity of  inventions .made in the United States by,
ﬁnited States industry.__eqd,leber; to ensure that the Govem,-;..
me_n__t obtains- sufficient. rights in . federa}ly k.rsuppqrj;._ed nven-,
tions to meet the needs of the Government &nd protect; the.

public against nonuse or uureaseneble use of mventlons, and

.fo minimize the costs, of admmmﬂﬂg policies in, this area..

“8201. Definitions. .

“As u_sed.irl this chapter-— _
--4(a) The- term. ‘Federal. agelicy’ means sny

.twe agency as defined in seetlon 10 of tltle 5 ,”Umted"
States Code, and the rmhtary depar:tments as deﬁned
by section 102 of title 5, Umte& States Code; '
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feiiier “(b)'The 'term ‘funding agreement’ means any

contract, grant; ‘or:cooperative: agreement entered into

o between any Federal” agency and ‘any: person for the

. performance . of ~experimental,:: developmental, or re-

search work funded-in whole or in part by the Federal

= Gtovernment. Such term inéludes any assignment, sub-

- stitution’ of -parties, or-subcontract of any type entered
““into for the:performance of expériments),” developmen:'

~-tal, oriresearch work under:a funding agreement as’

herein deﬁned.

+ “(¢) The: term ‘contractor’ means any pei'son that -

--ig'a party fo funding agreement;

*(d) The term ‘invention’ means any invention or -

“discovery which is.or may be patentable’ or ‘otherwise -

= protectable under this title.

' *(e) The: term ‘subject: ifivention’- means. any in<::

vention of the contractor conceived or firat sctually re-

“duced to practice in the performancé’ of work under a'-

= funding-agreement: « i s o il 0

stiie *4f)- The term” ‘practical . application’ means. to:

- manufacture in ‘the:case of a composition or’produet, to -

practice in the case of a process or method, or-to oper-

i gte in-the -casé ‘of'a machine. or system; and, in:each -

.~case, under such conditions-as to:establish’that:the in-

wvention is being utilized and that its benefits are to the. -
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16 ;
+- extent - permitted -by: law or Government regulations

+ l.-available to-the. public: on reasonable terms, ...

ot o wes Y(g) The term *made’ when used.in-relation to

"o any-invention means the conception -or: first-actual re-

i ‘duction to practice of such invention,:

o -busi_gess concern: as defined at: section 2-of Public Law

w0 85-536.(15-1U.8:C. 632). and implementing regulations
of - the. ‘Administrator --of: the - :Small Business:

subject invention: Provided, however;. That a-funding agree-

“(h) The term ‘small business firm’ means: a small

10 Administration.

1L oo () The: term. ‘nonprofit. organization’ means uni-
12 versities and other: institutions: :of- highér;-education or
18 - . an - organization of the. type.:described in section :
14 -':"50A1-(c}(3)i‘of.‘.the. Internal -Revenue: Code-of -1954 (26 -
15 U.5.C. 501(c)) and exempt from 'taxation under seection: :
.‘16'*.:1 »+-501(a)~ of - the - Internal -Revenue.: Code” (26_ U.L.C. -
1760 0 :50@)i o e REE

18 “§ 202. Disposition of rights :: -~ o ¢ -

19 “(a) Fach nonprofit organization or small business firm'’
20 'may, within a reasonable: time: after disclosure as required by

-paragraph (c)1) .-of:';*this se’ctioh,welectsto;z:reta.in'r.title to any :

' '::':."-ment may prowde othemse (1) when the sub]ect mventlon g
".-:ma.de under-a’ contract for: the operatwn of T% G'overnment-v‘if

“-owned reséarch or production facility, or’ (ii).in:exceptional
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17

"‘cmcumstances when it is.detefmined by the ‘agency that re
stnctmn ‘or elimination of the right:to retam t1tle fo-any. sub-.
“ ject-invention will better promote’the:policy-and objectives. of
‘this- chapter. The:rights of the:honprofit organization or small.
y :bﬁsiﬁes§.=-ﬁrmf shall ‘e subject to:the “ﬁrqvisions of pafagra‘ph:f

() -of this-section-and the: other provisions of this:chapter.:

“(b)(1) Any determination-under (i} of ;pa,m‘grg,p_h {a). of

~this section shall be in writing and: accompanied by a written.

-~ statement:of facts justifying. the . determination:. A:copy. of:

each such determination and justiﬁdationﬁshall be..,sentg.to the

Cloriptroller Greneral. of-the United States within thirty days .
after: the award of the applicable: funding-agreement. In the - -

: "céasé'fof; deterniiniations. applicable to funding agreements with

-,:l-:'s‘mall.:‘businéss firms. 'coji\ies shall also be sent to the Chief -

Counsel for Advocacy -of the Small Business -Administration;; -
“:44(2) If - the: Corptroller . General believes that any pafé.s v

‘tern of determinations by o Federal agency. is contrary to the -
‘policy and objectives-of this chapter or that an agency’s poli- . -
ies of practices are otlierwise not in conformance ‘with this -

* ‘chapter,-the: Comptroller General shall so advise the head of -

the agency. Thehead of the agency shall advise-the Comp- -

“troller Greneral:in writing within one hundred twenty days of -

what .action, if -,ar‘iy,f--the;.,,agenéy;-hasf;takgnao_r pla,;_:;s_ to take .

: with - respect: to: :the. ‘matters ;raised by the Comptroller-

cGeneral, cr BT gls D endin s st



54

1877

it #(8) At least once each year; the Comptroller General

: ghall‘transmit a;report:to the Committees on'the Judiciary of.
- the Senate and House: of Representatives- on.the manner in

:which this’ chapter is'being:implemented by the agencies and

1

2

3

4

5 on"siich other aspects ‘of -Government 'lp&tent “policies -and.
| 6 practicés with respect to federally funded inventions. as the
7 Comptroller General believes appropriate. . .

8  “(¢) Each funding agreement with & small business firm’

9  or nonprofit organization shall contain appropriate provisions'
10 1o affectuate thefollowing: | ¢~ o <fal Do oo
11050 < 441)~ Avrequirement - that: the coﬁtll'a,ctor: disclose ©
120 % gach Subject:iiii:trention:-to.: the Federal agency within &

{02 wiseasoniable-time: ‘after it is-made-and ‘that the: Federal.

* “Groverniment may: receive title-to-any subject invention -

551 ot réported to-it within ‘such:time:svi . % fo T
16/ w400 949) A ireqiirement -that - the _contractor make an ©
1707 “glection fo retain title’ to’ any subject invention within a -
187 - “redsonshle time- after disclosure and that ‘the Federal :
19" ' Govérnment: may receive" title to-any. subject inverition :
20 - “ in which ‘the contractor does not elect to ‘retain rights
21 =" ‘or fail§ to elect rights within such time. <o
99 L8y A requirement that a contractorelecting’

- :rights file patent applications within reasonable -times”

25 any subject inventions in the United States-or.other:

50d that the Federal Government may receive title to "
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L cotintries iniwhich-the contractor; lias not filed patent

applications on the subject invention Wwithin such times.

S s ff(4)-With-respect to- any invention in which the
* . contractor elects. rights; the Federal agency shall have
-~g. nonexclusive, nontransferable, irrevocable; paid-up Li-:

- .cense to practiceé or have practiced for. or on behalf of

the United States any subject invention throughout the

quld,- -and may, -—ifsprovide@- in theffuﬁding agreement,‘ .
. . have additional rights: toksublice}nse any foreign.govern-
" ment, jpursuant to :any- existing or -future treaty or::
-::agreement. . . ] S
e Y(5)-The right-of the Federal agency to: require -
: .- periodic reporting on-the utilization or efforts:at obtain- :
.+ ing-utilization that are being made by the contractor or .
- -his licensees -or ‘assignees: -Provided, That any such in-
- formation: may be. treated ,:by:.;-thef-,_]?‘-_ede;'ali agency as -
.+ commercial ;and financial information obtained. from &
© 7 person’ and- priirﬂegedé and confidentisl and _u.ot‘ subject:
", v, to diselosure under the Freedom of Information:Act.
<+ *(6):An. obligation-on- the part of the. -contractor, .
..+ in the.event a United States patent application is filed -
. by, or ‘on its behalf or. by any assignee of-the contrac-
“:tor, to-include. within the: specification -of  such applica- -

; tion-and any patent issuing thereon, & statement speci-

fying that the- invention -was’ made:. with Government
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zi¢s support: and that- the: Government has eertain rights in
“* the invention. - - . °

vty (7Y In the case-of ‘a nonprofit organization, (a) a
i iprohibition upon the assignment of rights to a subject
-~ -invention in*the United States without the approval of
-the Federal ‘agency;: except: where s{lch: assignment is:
= 7+ made -to--an: organization which ‘has as-‘one of its pri-
~mary. - functions the -management ~of inventions and
- 'which is not, itself, engaged in or does not hold a sub-:

+'stantial- interest -in: other organizations engaged in the'”

manufacture or sale of products or the use of processes. ’

-:that might utilize ‘the invention or be in competition
.t vith embodiments of the invention (provided: that such':
'.assignee shall be subject to:the same’ provisions as the !
ri-contractor) (b)- e prohibition against the granting of ex- 1
-1 clusive: licenses -under -United States patents ‘of patent
- applieations in‘a subject invention by:the: contractor to
<+ persons: other than small Business firms for a period in’®
7% excess of the earlier-of five' years from first commercial -
“ “"sale ‘or use of.the: invention :or- eight years from the

date of the exclusive license ‘excepting that time before *

.. regulatory —agencies- necessary. to *obtain" premarket
“clearance -unless, ‘o s’ case-hy-case: basis, the Federal *
“ fé;gé'ﬁdy‘é.appfdﬁéé‘-?'éf IIb:nﬁéel.'. “exclusive lidense: Tf exelu<?

‘ -*siﬂ_i,fi‘ﬁéldw'of?—‘ilsef licenses-are -granted, commereial sale™
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v of use it otié field”of use ‘shall not be:deeméd commer-:

=

“-oial: $ale” Of use” a8 ‘toother-fields of use; ‘and a:first’
~ commercial sale\o_r use with respect:to: & produet:of the'
* wzinvention shall 'not: ‘be ::deemed: to - end - the: exclusive -
o "peﬁﬁd*-‘ﬁb""differéﬁt; stibsequient: produc;sa:ebi?ered by:the’
s oy invéﬁﬁién;-i‘-(c)j ‘a- requirement:that the: .contraéton; tshare:

" sravoyalties with the: inventor; and {(d) Ea;‘;reqlﬁrements‘tha.ﬁ!

- »’the"balance of ‘any -royalties ‘or: itcome earned by the*

WoW e S e R W

""" contractor with- -resii‘e'ci;- to subject inventions; after pay-:

[
<

< ‘ment of expenses (including ‘payments -to' inventors){in- -

—t

. i:rcidental tothe administration of :subject inventions, -be: |

k.

[y
w

o - edueation, s 5

et wno48)The requirements of 'seetions :203;:204; and:-

(R

205 of this chapter.

ot

2 *(d) I a-contractor ‘does not elect -to retain’title to a

“subject invention in cases subjét:t to.this.section, the Federal -

et
-3

- agency may-consider and:after consultation with the contrac-

-t
w

“tor: grant Tequests for refention’ of rights:by. the inventor. sub-"-

b =
(=T =

*ject to- the provisions of this‘Act and:régulations promulgated -

w'hereunder: | o Do L e

o]
ol

t10 2. *e) In any:case whena Federal employee-is a coinven-:+

by, b
[T G

~tor ‘of any invention made under.a funding-sgreement :with a:

:nonprofit ‘organization:-or..small .business- ﬁrm, the Federal:

[CRY
ot

agency employing such coinventor is authorized to transfer or
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~assign whatever:rights it may acquiré in the subject invention;
“from its:employee to the:contractor. subject. tothe’ conditions:
:iget;forth.in this-chapter.-

S (6)1) No funding: a,greement with: 2. :small business firm. -

;..-\EOr-,;nonproﬁt.prgamzamonushp,ll;-ccl_ltam ‘a.:plTOVI_SlQI}:‘ allowing a:
»:Federak:agency. fo require-the: licensing -to third- parties of.
l::,;i'nvenﬁons -owned :by the contraetor; that: are:not: subject in<
«» ventiong-unless such provision has been: approved by the head:
- of-the: ageney: and ‘a ‘written: justification’has: been:. signed by:
::the-head-of the ageney. Any such;provision:shall clearly state:
= 'whether: licensing -may be: required in- connection with the :

~praetice:-of a subject invention and/or: specifically:identified: :

work objects. The head of the agency may not:delegate the: -

-authority to- approve ;provisions: of:8ign justifications required: -

by this subparagraph. _ s sl o EOE ,
i =*(2):A Federal:agency shall not.require:the licensing of::

‘third parties under:any. such ‘provision: unless the head :of the :
.- agency.determines ‘that the use.of .the;inventior‘.;--hytgtheljs, i
:necessary for the:practice of a subject invention ot for the-use. .

“of a-work -object:of - the-funding - agreement and that. such

action is necessary to achieve the practical application of the: -

“subjeet invention ‘or ‘work :object: -Any. such determination:*
*shall be on®

getion commienced for:the ]uthclal review:of :such -determina-:

the-record: after an opportumty fora? hea,nng “Any- .
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:tmn shall be: brought within: sixty days after Hotification of
1 such declsmn

“§203; March-in.rights-. ©: o1 oot i

“With respect:to-any:subject invention in which: a small

.‘business firm- or.-nonprofit- organization. has “sequired title:
“under:this chapter, the: Federal-agency under:whose funding:

.agreement the:subject invention ‘was made shall have the.

tight,in: accordance with such procedures as are provided in

~regulations promulgated hereunder to require the ‘subject in~-

ventor, an assignee or exclusive licensee of :a subject inven-. -
tion to grant a nonexclusive,partially exclusive, or exclusive. -
license ‘in. any field of use to.a-Tesponsible applieant or appli--

cants, upon terms that:are reasonable. under the eireum- *

stances; and if the cohtractor, assignee, or ‘exclusive licensee: .

fref.use's such fequest, to grant such-a license-itself, if the Fed-:

16 eral agency'determines either—~: .

17 2 -*“(a) “that such -action-is: necessary because : the ":
18 1< contractor:-or -assignee:hds “not taken, - or.is -not < éx-i:
19 .« pected to take within & reasonable time, effective steps’
20 - to-achieve:practical application:of the subject inﬁéntibnz"’-f
91w such'ﬁeldfoffeu‘se; OF 56t 0ih e

22 “(b) that such actibn-’eis:-"necessanjt6f3‘—allleyiate,-"‘
23 : v« health or safety needs which are not reasonably satis-
94" fied by-the contractor, sssignee;-or their licensees; or = '

TR Il R o L i
5
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11 “f(c)- that such action is:necessary.to-meet require<
ments for public use specified by Federal:regulations
and such requirements are not reasonably satisfied by

- - the -contractor, assignee, or licensees;or-
-*4(d)-that- such: action: is-necessary:-becguse- the’
. “‘agreément . required.-by. -section. 205: has not:been:cb-
. tained or waived or because a licensee: of the exclusive
w:zoright-to usesor sell any ‘subjeet invention in the United:
-+ States is in breach-of-its:agreement- obtained pursuant: -

cet toseetion’ 208, i o et e

:+ “§204. Return of Government investment. . -

#4(a) If after the .-firét ‘United States patent. application is -

«filed on_a subject invention; a nonprofit organization, a small’-
»-business firm, or an organization to whom such invention was" ’

+assigned for:licensing -purposes: receives: $70,000 in. gross’

income for any one calendar. year from. the:licensing: -of a:’

. subject-invention or-several:related subject inventions, the::
+United States shall:be-entitled. to-15 per-centum- of\.all addi-«
<-tional: such- income: for:that: year:other .than any. such addi- -

- tional-income:-received- under nonexclusive: licenses:{except

where the nonexelusive licensee. previcusly-held an exelusive : i:

RN pa;rtlally exclusive license). -

f“(b) T ‘affer the. ﬁrst Umted States Patetit ap“ 1y

+ifiled on-a subject invention, a nonprofit- orga,mzatmn a small o

 business firm, or an assignee of a subject invention of such an
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organization. or:firm:receives gross:ihcome of $1,000,000 on

-sales of its products embodying or manufactured by a process

employing.one: or more: subject inventions, the United States

~shall be entitled to a share, to-be negotiated but not to exceed
-5 per centum, of all: additional gross income: for that year

-aceruing from such sales: Provided, however, that in'no event

shall the United States be entitled to an amount greater than

- that portion of the Federal funding under the funding agree-

: ment ‘or agreements undér which the subject invention or in-

ventions was or were made that was expended on activities:

:related to-the making of the invention or inventions less any:

-amounts received by the United States in accordance with

paragraph (b) of -this section 204. In cases"when more than’

one-subject invéntion is involved, no expenditure funded by

the United States shall be counted more than once in-deter-
mining the mazimum amount to which the ﬁMted States is
entitled.

. “(c)-The Director of the Office of Federal Procuremeqt :
Policy is authorized and directed to revise the dollar amounts '
in .pa,i'a,gmphs: (b) and {c) of this section 204 at least every’
three yeai's in. light of changes to the Consumer Price Index

“‘or other indices which the ‘Director considers reasonable to

use.

- #4¢d) This section applies only to subject inventions upon

‘which United States patents are granted and in effect,’
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48 205. Preference for United States-industry .+~ 7.

.. .“Notwithstanding any-other provision ‘of this :chapter,

..o small ‘business firm or nbnjroﬁi;-,organizaticn';which Te-
. ceives title. to:any subject invention and no assigneé of any
- such nonprofit organization shall: gra’i_it‘_to any. person the ex-
- clusive right to use-or sell-any subjeet mventionin the--iT nited
- States unless such person: agrees that any.products émbody-
~ing the subject invention. or.produced through:the use-of the
X subject invention will” be: manufactured: "-substa_,ntially" in’ the
- for such an agreement_ may be waived by the Federal agency:
.. under .whose funding: 'agreément-. the invention was made-

: ._upoﬁ & showing by the small business firm, nonprofit organi-

zation, or assignee either that reasonable ‘but. unsuccessful

- efforts have been made to grant licenses on'similar. terms to '

- potential licensees: ‘that -would be - likely- to - manufacture

substantially in the United States, or that under the ecireum--

. stances -domestic- manufacture is- not -commereially feasible, :

:..“§ 206. Confidentiality.

“Federal agencics are authorized to withhold from: dis- .

- ‘closure to the public information disclosing any:invention in
 which the Federal Government .owns or may .own:a right;
-'-'-‘tltle, or- mterest (mcludmg 8- nonexcluswe hcense) for BT @R

- sonable tlme in-‘order for:a P&tent aPPhcatlon t0- be fxled S

Furthermore, Federal agencies:shall not:be -required: to-re=:

lease copies of any. document which is part of an application
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_ fp_; p:ipgapt _fil_ed with the United States Patent and Trademark
Office or with any foreign patent office. |

. “§207. Umform clauses and regulations.

“The . 0ff1ce of Federal Proeurement Pohcy after. re-

ceiving ; recoxmfnendatmns of the Office of Science and Tech-

‘nology Policy, may 1sgye-regu1a_t;ons which may be made, ap-

plicable to Federal agencies. implementing. the provisions of

sections 202 through 205 of this_chapter and.the Office of

.Fe_d,ex_'g,l Procurement. Policy shall establish standard funding
-agreement provisions required under this chapter. -

~ “§208. Domestic and foreign  protection of .federally

N . owned inventions ; .
L “Each Federal agency is authorized to—..- - - - -.
“(1) apply for, obtain, and maintain patents. or
.. other forms of protec:tionén the United States and. in
. foreign. countries. on inventions in, which the Federal
: _‘Goitermﬁt_fanj_ owns a right, title, or interest;
“(2) grant nonexclusive, exclusive, or partially ex-

- clusive licenses under federally owned patent. applica-

- . tions, patents, or other forms of proiection.obtained,

- royalty-free or for royalties or other consideration, and
- on such terms.and .conditions, including the. grant- to
_the licensee of ,t_he'right_"_gf ‘enforcement pursuant to the
_-provisions of chapter 28 of this title as dét;ermjned ap-

.. propriate in the public interest;
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- 28
s s(gy undertake all other" suitable ‘and "neceséa.ry
steps to protect nd administer rights ‘to ? "f.rért-lerélly
owned inventions‘on behalf of the Federal Government
- exther directly or through contract; and
w4 transfer ‘custody and ‘administration; in ‘whole

402 or in part, 't another 'Federal® agency, ‘of “thie nght

tltle or‘interest in any federally owned invention.

& ?“§'209.‘ ' Regulatlons i go_vermng' Federal Ilcensmg

| The Administrator of Geheral Sefvices is atithorized to

promulgate” regulations- specifying the’ terms" and "conditions

~“upon which any federally owned invention may be licensed

on a nonexclusive, partially"’cxclus:ifré*,' or exclusive basis.
“§210, Restiictions on licenising of federally owned inven-
Vi tioms' o H ‘ ‘ |

“:(3) No Federal agency shall grant-any licenise under a

 patent of patent application on a federslly owned invention

unless ‘the’ ‘person ‘tequekting  the "]icéﬁ'sé“ha."s”x‘ii‘ippﬁed the

aency with  plan for development and/or marketing of the
invention: Provided, That 'shy plan may be treated by the

“FPédersl agency as comimercial and financial information ob-

tained from“a person and privileged and confidential and not

: ’suhgect to disclosure ‘under the Fréedom of Information Act:

"use or-sell any federally owned invention in the United States

only to a licensee thait ‘agrgeg; that any-products embodying

,“(b) A‘ Federal *agenby sha,ll ’normally gram the nght“tov_"j""""_‘""
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“the invention or produced through:the use ‘of the invention

will be manufactured substantially in the United States.

2 (o)(1): Each Federal' agency ‘may grant exclusive or

~'partially exclusive licenses in any invention: covered by a fed-
- erally owned domestic patent or patent:application’ only if,
~after public notice and ‘opportunity for' filing ‘written objec-

‘tions, it is determined that—— == - - s

0 “(A) the interests of the Federal Goverriment and
“++ the public will best be served by the proposed license,
in view of the applicant’s intentions, plans, and ability
" ’to‘bring the invention to practical application or other-
= ‘yise promote the invention’s utilization by the imblié;’
- *YB) the desired practical application has not been
- ‘achieved, or is not likely expeditiou‘sly‘ to be achieved,
" under any  nonexclusive  license’ which ‘has been
- granted; or which may be granted, on the. invention;
“{(0) exclusive or partially exclusive licensing is a
~‘reasonable and necessary incentive to call forth the in-
" vestment of risk' eapital and expenditures to bring the
“invention to practical application ‘or otherwise promote
' the invention’s utilization by the public; and
~“(D) the proposed terms and scope of exclusivity
‘are not greater than reasonably necessary to provide

“the incentive for bringing the invention to' practical ap-
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;. plication or: otherwise promote the. invention’sutiliza-
~ntionhy the public. i i s copne L
iz ¥2)-A Federal agency shall not grant such. exclusive:or

* partially exclusive license under.paragraph (1) of this subsec-
- tionif it: determines:that the: grant-of such.license will tend

substantially to lessen competition:or result in undue concen-
tration in any section of the country:in any line of commerce

to which the technology: to-be: licensed relates, or to create or

-maintain - other: situations. inconsistent with: the antitrust

laws. oole oo e

- “Y3) First preference in the: exclusive or partially exclu-

;-sive licensing: of federally. owned inventions-shall-go to small

‘business firms: ‘submitting. plans -that are .determined by the

--agency to be within. the capshilities of the firms and as likely,

< if executed, to bring the invention to practical application as

- any. plans-submitted by applicants that are not. small business

. firms.

-Yd) After consideration of whether the interests of the
Federal Government or United States industry.in foreign
commerce will be-enhanced, any Federal agency may grant

exclusive or partislly exclusive licenses in any invention cov-

--ered by a foreign patent application or patent, after public

“notice--and - opportunity forﬁlmg written - objections i except'ﬂr :

;_that-a--Federal;-agency.shaJlnot grant such- exclugive of par-

tially exclusive license if it determines that the grant of such
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‘license will tend*substa,ntially} to lessen competition or result

~inundue concentration in-dny section of the country in any

line of commerce to: which the technology to be licensed re-

- lates, ‘or to create or maintain other situations inconsistent

with:the antitrust laws,

= +Ye):The Federal agency shall maintain a record of de-

terminations to grant exclusive or partially exclusive licenses.

o *(f) Any grant of a license shall contain such terms and

“conditions ‘ag thé Federal agency determines appropriate for
the protection of: the interests-of the Federal Government and

* the publie, including provisions for the following:

© o+ 5(1) periodie reporting on-the utilization or efforts
at obtainingutilization that are being made by the li-
censee with particular reference to the plan-submitted:
" Provided,-That any such information ‘may be treated
by the Federal agency as commercial and financial in-
formation : obtained :from & person and privileged and
-confidential ‘and -not subject to disclosure -under. -the

. Freedom-of Information Act; - - .- ‘
i 1'(2) the right of the Federal agency to terminate
" . such’ license in: whole or in part if it determines that
the licensee is niot executing the -_pl.a,n;_submitted' with
its request for a license” and the licensee cannot other-

wise demcnstrate to the “satisfaction: of ‘the Federal
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- ‘Agency"that it has:taken or can be expected to take
" within - a reasoha;ble time, effective: steps ‘to -achieve
~"“practical ‘application-of the invention;.. - -~ . o

" 493) the right of the Federal agency to terminate

such license in whole or in part if.the licénsee:is. in
~7“breach of an agreement obtained pursuant to paragraph
aui (b)Y of this'isection;"a,nd":-V_':.-ra P | '
- i eY4) the right of the Federal agency to terminate -

N A

i the license in ‘whole or. in’ part if the agency:determines

<

:~ " that such ‘aetion is necessary.to' meet: requirements for

fay
[y

public- usé specified by Federal regulations issued after

the date of the license and-such: requirements are not

B
W o

** reasonsbly satisfied by the licensee. . - . -

248211, Precedence of chapter - -

-
i~

“.*Ya) This chapter shall take. precedence over any other

R
& o

~-Act -which would require a disposition of rights in subject

e
-]

inventions “of -small business firms :or:nonprofit organization

iy
pes

“‘¢ontractors in'a manner that is inconsistent with this chapter,

[y
e

including but not necessarily limited to the following:

20+  4(1) section 10(a) of the Act. of June 29, 1985, as
21 " added by title 1-of the ‘Act of :August 14, 1946 (7

92 78,0, 42Ti(a); 60 Stat. 1085); S

7287 (2) seotion 205(a) of the Act o

[\
-
ﬂ:q\
‘d.
pz
=
s
[=r]
[ 53
=
&
[=3
[ 2]
2
ot
[
[X=]
2
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~ “(8) section "501(c) of the Federal Coal Mine
Health and Safety Act of 1969 (30 U.S.C. 951(c); 83
Stat. 742); o ‘
-+ *Y4) section 106(c) of the National Traffic and
Motor Vehicle Safety Act of 1966 (15 U.8.C. 1935(c);

80 Stat. 721); -

- *(b) section.-12 of the Na,t:ona,l Science: Founda-
tion Aet of 1950 (42 U.8.C. 1871(a); 82 Stat. 360);
. *(6). section 152 of the Atomic Emergy Act of

1954 (42 U.S.C. 2182; 68 Stat. 943);

“(7) section 305 of the National Aeronautics and

- Space Act of 1958 (42 U.8.C. 2457);

“(8) section 6 of the Coal Research Development.

- Act of 1960 (30 U.8.C. 666; 74 Stat. 837);

“(9) section 4 of the Helium Aqt Amendments of

1960 (50 U.S.C. 167b; 74 Stat. 920);

“(10) section 82 of the Arms Control and Dis-

. armament Act of 1961 (22 U.8.C. 2572; 75 Stat..
~634);.

11) subsectmn (e) of section 302 of the:'
Appalachian Regional Development Act of 1965 (40

--U.8.C. App. 302(e); 79 Stat. 5);

(12) subsection (a}2) of section 216 of title 38,
United States Code;
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© *(18)'section 9 of the Federal Nonnuclear Energy

' Research and Development “Act of 1974 (42 U.S.C.

5901; 88 Stat. 1878);
“(14) section 3 of the Act of June 22, 1976 (42

- ULS:0: 19594, note; 90-Stat. 694);

“(15) subsection (d) of section 6- of the Saline

- Water Oonversmn Act of 1971 (42 TU.8.C. 1959(d); 85
Stat. 161); '

i (18)" section ©303 of ‘the Water Resources Re-
search Act of 1964 (42 U.8.C. 19610-3; ‘78 Stat.

'332);"

“(17) section 5(d) of the Consumer Product Safety

o "f-*’Aéi&{l’B'US'C 2054(d); 88 Stat: 1211);

4(18) section 3 of ‘the ‘Act of Apnl 5; 1944 (30'

TU.8.0. 328; 58 Stat. 191);

“(19) “section 8001 of the Solid"Wﬁété Disposal-

© Act (42 U.S.C.'6981; 90 Stat. 2829);

“14(20) section 306(d) of the Surface ‘Mining and

" Reclamation Act of 1977 (30 U.8.C. 1226(&), 91 Stat.
- 455); IR '

“(21) section 91(d) of the Federal Fire Prevention
and Control Aect of 1974 (15 U S.0. 2218(&), 88 Stat. -

s U i P S T i e B i o e A e o5 5t e A
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“(22) sectron G(b) of the -Solar Photovoltme
Energy Research Development and Demonstratmn
Act of 1978 (42 US 0 5585('b) 92 Stat 2516) and

: “(23) seotlon 12 of the Natlve La,tex Commerclal—
-wetlon a.nd Eoonomlo Development Aet of 1978 {1
6 _Uso 178(); 92 Stat 2583). |
7 The Act creatmg thrs chapter shn]l be construed to te.ke pree-

8 edenee over any future Aot un]ess that Aet speolﬁcally cites

: 9 t}ns Aet and provrdes that 1t shall ta.ke precedence over this
_;10 Aet 7 o y I e

11 "(b) Not]nng in thls oha.pter is mtended to, alter the

12 effeet of the la.ws olted in para.graph (a) of thrs seotlon or any

__13 other lews w1th respect to the drsposmon of nghts in- inven-

14 tlons mede in the perform&nce of fundmg egreements with
15 persons other than nonprofit orga,mza.tlons or small busmess
16 firms, : . : :

1_7 _ | "(c) Nothmg in thlS chapter is mtended to hmrt the a-

18 thonty of agencies to agree to the drstrihutron of nghts 1n

19 mventlons made i n the performa.noe of Work under fundmg

20 agreements with persons other than nonprofit orgenrzatrons

21 or small busmess firms m acoor&ance vnth the Statement of

' _22 Govemment Patent Pohcy 1ssued by the Pres1dent on August

23 23, 1971 (36 Fed Reg 16887) agency reguletlons, or other

24 applicable regulatlons or to other\mse limit the e.uthonty of

-~
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'agencles to agree to aIlow such persons to reta.m ownerc:hxp
':ofsuchmventwns R o

' “§ 212 Relatlonshlp to Antltrust Laws -

i “Nothmg in t}ns ehapter sha.lI be deemed t0 convey to

*-'any person 1mmumty from eml or enmmel ha,bﬂlty, or to .

create any defenses to ectlens, under eny antltrust la,w

' - AMENDMENTS TO O'I‘HER acts

SEG, 202 The fo]lomng ‘Acts are a.mended as follows
(a) Section 156 of the Atomnic Energy Act of 1954 (42 |
U.S.C. 2186; 68 Stat 947) is e,mended by deletmg the words

(b) The Natwnel Aeronautms and Spaee Aet of 1958 is

'amended by repealmg paragmph (g) of secnon 305 (42
1’-Usc 2457(); 72 ‘Stat. 436) DR

(e) "The Federal Nonnuclear Energy Research a.n(i De-
velopment Aet of 1974 is amended by repealmg paragre.phs

"(g) (h) and (1) of seetlon 9 (42 U S 0 5908 (g) (h) end (1)
3“83 Stat 1889 1891) ‘ He :

‘EFFEOTIVE DATE

*'SE"'c"112'03“'"'.1*his"tit1e shall take sffect o'iie hundred snd

' "exghty days after the dete of its enaetment except’ that the
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- Subtitle -B'—Re_exa,nl_ingt_ion_ of lf'a.tent_s: RE
"PRIOR ART CITATIONS AND. REEX__;}MN‘}T_IQN -
Sec. 210. (a) Title 35 of the United ._S_ta._tegr‘nge is
amended by adding after chapter 29 the following chapter:
“CHAPTER 30—PRIOR.ART CITATIONS TO i{;\TENT
OFEICE AND REEXAMINATION OF_,PATENTS

- “Bee.

“301. Rules esﬁabhshed by Commnssloner of Patents K

- 1302, -Citation of art.

“303. Request for examination.

. 304, Determination of issue by Commissioner of Patents.

* 05, Reexamination ordered by Commissioner of Patents; -

“308. Fesponse or amendment by patent owmer.

"t us07) Appedls - -

*“308. Certificate of patentability; unpatentabﬂxty ami clmm ca.nce]la.tmn

74309, Reliance-on art in court.

~ %310, Stay of court proceedings to perm1t Ofﬁce review,

-1 331 Dismissel of complaint.

10
1

12

14

16
17
18
19

“§301. Ruies established by Commissioner of Patents .

_“The Commissioner. shall establish rules and regulations

~for the citation to the Office of prior art patents or publica-

tions, pertinent to. the validity of patents, and for the reexam-
ination of patents in the light of such prior art. .
“§302.-Citation of art. .

“Any person may, at any time within the period of en- .
forceability of -a patent, cite to the Office prior patents -or

publications which may have a bearing on the patentability of

-any claimof the patent:  Provided, That the person, citing '
-such prior. art identifies in writing .the part(s) of the same

-considered pertinent and the manner of applying the same to

at least one claim of the patent. Th_e writing identifying and
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a8
applying the’same shall become  part of the official file of
the patent. The identity of the person’ eiting the prior art will

‘bs escluded from such file upon his request £0 remain

‘Sonyriohs. ©

5302, Request for éxamination

*““Any person may, at sny time ‘within the-petiod of en-
forceability of a patent, request reexannnatlon of the patent
as to the patentability of any claim thereof m the hght of any
prior art cited. under the prowsmns of secnon 302 of this
cha,pter, by ﬁlmg in the OEﬁce é, written request for such |
reexamination accompamed by 3 reexammatmn fee pre-
scribed accordmg o this title and by a-statement of the rela-

tion “of such - prior art to the patentability-of ‘the claim or

 claims nvolved. Unless the requesting person is the patentee,
 the Commissioner shall‘promptly send a:copy of such request

“and statement to the owner of the patent appearing from the

records of the Office at the time of the filiig of the: reques.
“§304. Determination of issue ~by Commissioner ‘of
Patents

“4{a) 'Within ninety days following the filing of a Tequest

‘for ‘réexamination under section:'303 of “this chapter, the
‘Commissioner shall hake a détermination as to. whether a
suhsta,ntia,l new questmn of patentabﬂlty affectmg any clalmr
“'of the patent concerned,” not previously considered fn exami-

" nation or reéxamination of such claim, is raised by -the con-
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sxdera.tmn with or Wlthout any other pnor a.rt of the pnor
art Whlch has been clted in relatmn to the patent accordmg to
sectlon 302 of this chapter The Comnussmner on hrs own
1n1t1at1ve ma,y make such 2 deterrmna.tlon at any tlme

“(b) A record of the COmImssmner 8 determmatmn
under paragraph () of this sectlon shall he made in the file of
the patent, and & copy of 1t sent promptly to the owner of the
patent.

“(c) A determmatmn by the Comrmssroner pursua,nt to

“p&ragraph (a) of thlS sectlon that such 8 new. questlon of pat-
_ entalnhty is, not 80, rarsed shall be fmel end nonappea,lable

. “§305.. 7Re_exa_m1~_lf_l:atlo_n ordered I_)y Commlssmner of

. Pﬂtents S . L e
_ “If ina determmatlon ma.de pursua,nt to pamgraph (a)
of sectmn 304 the Gommrssmner fmds that a substantlai new
question of patentability a,ffeetlng a claun or clauns of the
patent is raised by consideration of the patents a,nd puhhea,-
t1ons that ha,ve been cited relation to the patent accordmg
to sectmn 302 of thrs chapter, he shall order 8 reexammatlon
of the patent for the resolutlon ef the questmn and shall
proceed to resolve it as though the clalm or clznms mvolved
were present in a pendmg apphcatlon The patent owner_r

shall be given a reasona‘nle penod not Iess than two months,

after the filing of the reexammatmn order Wlthm which he

may fi.le a statement on such questlon for conmderatxon in the
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"reex'aﬁaﬁrﬁi'i‘iion :The pé,tenteé shall serve a éopy of subﬂ'state-

"ment on any person who has requested exammat:on a,ccord-

mg to sectlon 303 of this chapter and such person shall ha.ve
the nght within & perlod of two months from such semce, to

'submlt a reply. o the patentees statement.. Any reexamma-
tion ] proceedmg ‘under t]us sectmn shall be' conducte& Wlth
‘ spemal dlspatch w1thm the Office.” . S

“§ 306. Response or amendment by patent owner

o “The patent owner sha,ll be prowded an opportumty in

any reexammatlon proceedmg under this ch&pter to a.mend

"any cla,un of s patent in order to distinguish the claim from

pnor art cifed accordmg to section 302 of this chapter or in
response to & decision adverse to the patentablhty of the

cla.lm, but no amendment enlargmg ‘the scope of a clann shall

be penmtted 111 9 reexammatlon proceedmg under tlns
' chapter : - T
“§ 307. Appeals

“The ¢ owner of a patent mvolved in a reexa.mmatmn

'{'proceedmg under tlus chapter may appea,l from a final decl—
'smn in such proceedmg a,dverse to the patentablhty of a,ny'

clalm, or amended clmm of the patent

"‘§308 Certlficate of patentablllty, unpatentabnl:ty and

"“When in & reexamination proceedmg under thls chap—

ter the time for appeal has exp1red or any appea,l proceedmg'
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i has termmated the Oomnussmner shiall i issue and pubhsh a

'certlfxcatc cancelmg any clalm cf thc patent fmally deter-

mmcd in" such’ prccccdmg or on appeal therem to be'

unpatentable, confirming any c1a1m of the patent so deter-

“mined to be patcutable, and” mccrporatmg in the patent any
lamended claim thereof so determmcd to be patentahlc

“ug309. Reliance on art in court

“-(a):No'patcnt or E(printed) publication may be relied

tipon a8 evidence of nonpatentability in a civil action involv-

ing an issue of validity or infringement of & patent tinless (a)

" the patent o publication was cited by o to the Office during
" I;roscmitidn' of the application fo'i"‘t'hc";:1‘35’4.3"’51't of was submitted

“for ccnmderatlon by ‘the Office in accordance w1th sections

302 aind 303 of tlus chapter and Was actual]y considered in
accordance with section 304 or (h) the court upon motlon,
concIudes such submission and rcconmderatlon to be unncces-" |
sary for its ad_]udmatmn cf the ‘issue of vahdlty or. E.
mfrmgcment ' N R .
* “(b) The Emitation -paﬁaea t} this section shall apply
in a.ny civil action in which a pleading presents 2 clalm for i

infringement or for” adJudJcatmn of the valldlty of a patent, :

'upon the basis’ of the conténts of the patcnt fﬂe a8 it emsted
‘::‘on the date of thc ﬁlmg of such pIeadmg, exccptmg that a,..
party 1ay rely upon a patent or pubhcatmn clted later and:

upon the final determination had on a request for reexamina-
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tion in the light of such patent or pub]ication if sueh patent or

pubhca,tlon was clted and such rcquest Was. f]led in the Offrce
( Wlthm the penod of & Stay ordered by the court in accordance
‘w1th sectlon 310 of thlS chapter

A “§ 310 Stay of court proceedmgs to perm:t Office revrew

“(a) Any party to a ch actron agamst whom a pleadmg:

presents a claim for mfrmgement or, for adjudlcatlon of the.

_vahdlty of a patent she,ll have the nght by motron hrought:_

before any resPonswe_,_pleedmgs. to secure 2 stay of all ,pro?_ '
cee(hngsm the ectioh hy order of the court for 8 period | hot_ :
less than fOur months su.fﬁment o enahle such Jarty to

Vsearch for end clte patents or puhhcatlons cons1dered pertl-,:

nent to the patent and to request reexarmnatlon of the Datent

-in view of Vsu_ch_ prior art according to sections 3_(?:2 a_,gd 303 of |
.this chapt_cr. If_ such party files a request_for such reexam_ina- :

__tlon in the thce and serves and flles a copy of it n the .

) actron Wxthm the permd of the stay prowded by sueh order .

the stay shall be extended by further order of the court untﬂ._:.

at least twenty. days after  the final determination of the re- :

_,quest for reexammatmn

“(b) The court on motron and upon such terms as are. .

ius.t., may at any time St.ayt_the; proceedings in a civil ac_tm.n .
23 whmh the vahd1ty of 2 pa.tent 1s m ISSI.IB for 3. penod suff1e1e11tw.. :

to enahle the movmg party to clte to the Offlee newly dlscov-_": o

ered. additional prior art in the nature of patents or (rinted)
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publications and to secure final determination of a regiest for

reexamination of the patént in the Tight of such additional
prior art, provided the eourt finds that such additional prior

art, in fact, constitutes newly discovered evidence which by

die dﬂlgenee could niot have been discovered in“time to be

“cited ' to ‘ahd"cox’i'sidere'd'bj" the ‘Office ‘within the period of a

stay of such proceedings that-was or could have been secured
according to subsection (a) of this section.
“§311. Dismissal of complaint = =~

L\ party or parties whose complaint ‘commenecing a

" civil aetion pi‘ésents 8 claim for infringement or for ‘adjudica-
"tion of the validity of a patent shall have the right, by notice

‘served upon the other party or parties and filed in'the sction

at any time within the period of a stay ordered by the: court’

pursuant to section 310 of this- chapter, to'dismiss such com-

plamt without prejudice and without costs to any pa,rty
’I‘ITLE T AMENDMENTS TO THE INTERNAL
“REVENUE CODE OF 1954 -
SHORT TITLE: AMENDMENTS TO 1954 CODE

SEC. 301. {a) This title may be cited as the “Small

" Business Reseaich and Development Tax Incentive Act of

C1gTen.

* (b) Except as otherwise expressly provided, whenever in

‘this Act an amendment or repeal is expressed in terms of an

amendment to, or repeal of, a section or other provision, ‘the
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- reference shall-be considered to be made to a section or other

. provision of the Internal Revén};e Code of 1954.

'RECOGNITION OF GAIN-ON SALE OF SMALL BUSINESS
. BTOCK

.- 8SEC. 302. (a.)(l) Part ]I[ of subchapter 0 of chapter 1

(relating. to nontaxable.exchanges) is -amendpé,;by adding at

.the end thereof the following new sect:on

“SEC. 1041. BALES OF SMALL BUSINESS STOCK. _

“(a) NONRECOGNITION..OF . GAIN ——If small busmess

stock is sold, gain (if any) from such sale shall, __at-;t_he election
-..of the taxpayer, -h_,e_;recognized only to the extent that the
‘taxpayer’s sale price exeeeds the cost of small business. stock

-purchased by the taxpayer within 18 months after the date of

such sale. -

. *(b) DEFINITIONS; SPECIAL RULES.—For purposes. of

-:this sectlon—— )

" (1) :BMALL. BUSINESS STOCK. —-The term small
business . stock” . means -common - or preferred stock
.issued by 2 sma.ﬂ business concern.

“(2) SMALL BUSINESS CONCERN.— .
“(A) In @ENERAL.—The term ‘small busi-

ness concern’ means a domestic corporation or

T I
D

_nu.l.ﬂll busmess mvestment company (nther than, an

: -electmg small business corpors,tmn a3 deﬁned m'

-section 1371(b)—
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Gy which does not, for the taiable year
“in which Suchstock i issued, have passive :
" investment " incorhe “(as ‘defived i section
1372(e)BNC)) in excess of the limitation set
forth in section 1372(e)(5)(A); and * ”
© ) the  equity’ ‘eapital (within the

“meaning of “the ‘lést “senténce” of
1944(0)2); a3 in “effect on' Noveriher 5,

1978) of which does mnot “excesd
{7 4By CONTEOLLED CORPOEATIONS.— I ‘the’
“eaige of ‘s corporation which 1§ 4 membér of a cons”
" trolled grotp of corporations (as ‘défined i section
- 1563(2)(1)); the equity “capital ‘of all ‘miembers of
" this"cofitrolled group ‘shall bé ‘treated; for pirposes *
" “of “paragraph “(1)(A) "of thisSubsection, “as’ the
quity capital of the issuing corporation. < -

8) STOCK ACQUIRED ‘BY UNDERWRITER::-No-

" gequisition of stock by an “tindérwriter in the ordinary

" course ~of his trade ‘or business ‘as-an ‘imdérwriter,"

whether or not guaranteed, shall be tredted’ as a pur-"

"% ghase for purposes of subsection (2). "
1 %4y DEFINITION ‘OF SMALL  BUSINESS ‘INVEST-'
“MENT COMPANY.~—The térm “small ‘business invest:

ment company’ has the same meaning as when such’



] -god =._-.:| OO e e The

B b= b e b e e e e e
DO W o -1 O O e 0 hD e D

82

46
- term is used in title TIT of the Small Business Invest-
.. ment Company Act of 1958 (15 U.S.C 681 et seq.),
:_. except . that such term: shall not include an electing
.- small business corpora.tmn (as - defined In section
1371(b)). . |
-He) LIMITATION —Subsectmn {a) shall only apply to‘

-gain attributable to sale of small busmess stock with respect

to -which..the ta.xpayers holdmg penod is more than 12

. _months

“(d) Basis oF SMALL BUSINESB STOCK —The basis of .

-small business stock purchased by -the taxpayer during the,
. 18-month period shall;be reduced by.the smount of gain not
-Tecognized solely by reason of the application.of subsection
. (a). ‘If more, than (o'r‘i_‘é‘.}shsljg.:of small business. stock is pur--
-chased, such reduction. in basis shall be applied to each such

share in ch;snologicsl order of purchase. The amount of the

reduction. applicable. to. each: share shall be determined by-

;- multiplying the maximum gain not to be recognized pursuant
- to subsection (a) by a-fraction the numerator of which is the.

..cost -of such share and the denominator of which is the total

21. .cost of all such shares. o _

22 “(e) STATUTE OF LIMITATIONS —If during . taxable

. n-‘,..;year 2. taxpayer. sells small husmess stock a8 ga,m thenw
24 “(1) the statutory penod for the assessment of;” S
25 .. ..any: def.ic;ency; - attributable to any part of such gain.
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““'shall riot"expire before the -expiration of 8- years from

~ ‘the ‘date the Secretary is* notified by ‘the taxpayer (in

such manner-as-the Seeretary may by regulations pre-

- seribe) of - o e

“(A) the -'taxpaye"rr’s"‘cdst of :purchasing smiall
business stock which the taxpayer claims results
in nenrecognition of any part of such gain,

* “(B)-the taxpayer’s ifitention not:to purchase
- property - withinthe period specified:in paragraph
@), or s et e e i
~‘{0) & failure to make such purchase witiii'n
“'such périod; and '

. 4(9)"such deficiency may be assessed before the

- “expiration ‘of ‘such 3-year ‘period” notwithstanding the

provisions of any other law or rulé of law which would

otherwise prevent such assessmerit.”.

" (2) Section 1228 ‘of such Code is amended by redesig-
na.tiﬁg paragraph (12) as p'a,rafgraph (18) ‘and by inserting a
new p’a,rag'raph‘(m) as follows:

- 4(12) Tn determining the period for which the tax-
“payer has held small business stock the acquisition of

“which" resulted under ‘section 1041 in the nonrecogni-

tion”of any ‘partof the gain realized on the sale’of
small business stock, thére shall be included the period

for which small husiness stock with respect to which



84

48

1. .. gain was not recognized had been held, and:the period

2 .. .. .such replacement small business stock was held as. of
. 8 .. the date of such sale or exchange.”. . ..

4 (8) The table of sections for part IIT of subchapter O of
-9 chapter -1 of such Code is amended by adding at the end
-8 ;‘there,qf. the following new item: - .

' MJ . “Sed. 1041. Sales of small business stock.”. .

-, {b).SBection 1202 (relating to deduction for capital gains)

oo W

is-amended - by- redesignating . subsection (¢} as (d) and by
adding after subsection (b) the following: . -

[N=)

A0 - e} SMALL Busmmss_. DeDpUCTION.,—
11 ~ “(1) In ¢ENERAL.—If {or any taxable year a tax-
12 -+ payer other than a cqrporation ‘has a-net small business
-18 - -capital gain, .80 percent of the amount ;pf- such gain
i14 .. - ghall be a deduction -from_.gro,s_s;_income.
15 *(2) NET SMALL BUSINESS CAPITAL GAIN.—
- 16 - - con 2 MA) ,IN:GENERAL.‘—;Thé term- ‘net small
AT+ . business ca.pi,tai gain’ means the excess of —
18 “() an amount equal to the ex‘_cessnf;([)
19 7 i . the.gain from. the sale or exchange';rof any
200500 o small ::husiness.._stock ‘held for @ope than -5

2. - .. years, over (I} any loss from the sale or ex-

2@t ochange:of any -small-business: stock-held more -

23 . toieo than 1oyear, over.. .. .-
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" 1% the net short-term capital loss from

the sale or excharige of small business stock.

@.—If 5 taxpayer-has nét small husiness capital
. -gain for- any taxable year, any gain or loss taken
. .into- account in’ computing :such ‘gain shall not be
-+ taken -into .account for. purposes’ of coﬁlputing-nét
- capital gain under subsection (a). =~ i
- “(3) SMALL BUSINESS STOCK.—The term “‘small
business stock’ - means- éommdn‘i-‘or - preferred” stock -
- issued by a qualified small business concern (within the
+ meaning of section 172§)”. - |
() The amendments made by this section shall apply
- with respect to stock acquired after December 81, 1979,
.. " NET OPERATING:TOSS CARRYQOVERS &
SEC:308. (a) Subsection (b)(1) of section 172 (relating -
to net operating loss deduction) is amended by adding at the
end thereof the following new subparagraph: < - ;
“(J) In the case of & qualified small business
concern (a3 defined in subsection‘(j)), a net operat-
“ing loss for any taxable year beginning after De- -
cember 31;1979,. shall not be a net operating loss
carryback to any taxable year preceding the year -

of such loss, but shall be a net operating loss car-

“ .+ “BY - COORDINATION * WITH <SUBSECTION
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_.xyover.to-each of the 10 taxable years following
;- the year of such loss.””. .-

 {b) Section- 172 is amended by a,ddmg at the end thereof

-.the foﬂowmg new: subsectmn e

o .2tG) QuALIFIED SMALL-BusiNess ConcErN.—For

purposes of this section; the:term:“qualified small business

- congern’.means. a small:business coneern (within the meaning

of sectioﬁ 1041(b}(2)): which: during the; 3:taxable years pré-

.ceding the ‘taxable-year,- or if- the concern has not been in

- existence for 3-taxable years, during all taxable-years of the:

11..concern (including. the. taxable: year),-had reséarch and ex-:
12 perimental expenditures (within -the :iueanjngzi--of: section
13 -174)—-
14 “(1) the average. of which was 3 percent or more -
15 of gross revenues during such taxable years, or
16 . =7 *Y2) which exceeded 6-pefcent or:inore of gross:
17: .. revenues during any one of such taxable years.’”’.:" -
18 (e)(1) Subparagraph (A)-of section-172(b}(1) is amended -
19. by striking out “and (H)" and inserting *“(FT) and (J)"".
20, . - (2) Subparagraph (B) of seetion 172(b)(1) is amended by
91 striking out “and (F)” and inserting *, (F), and (1)".

+;. (d) The:amendments made by. this ‘section shall apply to -

22

ible years bginning after Decorber 31, 1979.
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1 " " RESEARCH AND EXPRRIMENTATION DEDUOTION
2 BEo 304 (a} ‘SBection 174 (velating to research and ex-
3 :apenmental expen(htures) is amended by redemgnatmg subsec-
_ 4 51;10]1 (e) as (O aind by msertmg after subseetlon {d) the follow-
5 .mg new subsection: o R
6 o) QuaLimiEp SMaTL BusiNmes' OONCERN ~ Not-
" 'Wlthstandmg the prommns of subsection (h)(1)(C) or {¢), 2
8 quahfied small business concern (w1thm the meamng “of ‘see-
=9_-'.1'.1011 172(1)) may loct— R
10 | “(1) fo’r'purpo‘se"s “of 'stﬂ)eeeﬁoif:i(a)’,*"iio"‘:'tréat re-
1 .::-:;'searcii and 'eiperirﬁeﬁt'al ';expeﬁaiﬁireé ‘for the acquisi-
18 .v "'"é’idﬁ"’a?'ih;pfbvéﬁeht’ of property which is subject to an
18 allowance under section 167" or 611° and which consti-
14 'tutes research eqmpment ag expenses Hiot ehargeable to |
5 :eapltal sectuint, and R
16 “(2)" for purposes “of 'subsection (b), to treat re-
T "'.':seareh ?.,ﬁ&":égpei-imeﬁtal expenditures for any property
18 "sub]eot to an sllowance uder Section 167 or 611 as
::1'9. - '..:.deferred expenses, except that in the case’of a building
.‘:‘20"' "‘or its struotural components the term’ ‘120 months'
91 shall be substituted for ‘60 months’ if paragraph (1) of
22 such subsection.” ,
93 {b) The amendmentsﬁedé by this section shall apply to

94 taxable years beginning after’ December 31, 1979, for ex-

25 penditures made after such date.
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EXOLUSION FOR AMOUNTS DEPOSITED IN RESERVE FOR
fhsdyis. . BESEARCH AND, DEVELOPMENT .

SEG 305 (a) Subpart B of part. II of subcha,pter E of
__chapter 1.of the Internal Revenue Code of 1954 (reletmg to

1
2
3.
4
5 taxzable year in which 1tems of gross mcome meluded) Is
| 6 - amended by adding at the end thereof the followmg new sec-
1. jom: R o

8. “SEC. 459. RESERVE FOR RESEARCH AN'D DEVELOPMENT
9 “(2) Excrusion oF CERTAIN DEPOSITS IN’I‘O RE-

10 SERVE FOR RESEARCH AND DEVELOPM:ENT —

1L e A1) In ‘GENERAL, —In the case of 2 smaﬂ bum—-
12, .. ness concern enga,ged ina traﬂe or busmess other than
13 ... . real estate, the gross. mcome of the taxpeyer shall net
14 .__:.,,V.mclude the, amount of any. income reeewed by the tax-

15 . payer during the taxable year w]nch is &eposﬂ:ed mto a

16 ... reserve for research and development

ST “2) LMITATION ON, EXCLUSION. —Paregraph (1)

| 18- -~ ;:sha,ll not apply to the- emount of i income Whlch is de-
19 posited in a reserve for research a,nd development
20, . .during the faxable year to, the ‘extent that the amount -
21 of .such. income exceeds the., least of the followmg
22 amounts: . .

<28 e “(A) 10 percent of the gross revenues of the

24 - oo ;. " taxpayer for _:thefta;x‘eblef_yee_r'-zf_rom such trade or

: 23 . business,
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- *(B) $100,000; or.
-“YC) the amount .of resk_ea,r‘gh and experimerll_-
. +*tal expenditures. which. may. be taken into account
o by the taxpayer for such year ;und_e_r‘secti:on 174,

“(b) BxcrusioN For AMOUNTS USED FOR -REsEARCH

. AND DEVELOPMENT.—In. the;case; of ‘any amount which is

paid. from a reserve for research-and development and which

.is used by the taxpayer for research and experimental ex-

penditures: which may be-taken.into account by the taxpayer

for such.year undersection 174, no deduction shall be allow-

able for such expenditures... = . ..

ey Iﬁoﬂrsxon AN Gross. INCOME - . FOR AMGUﬁTs-
FroM RESERVE-NoOT UsED ¥OR RESEARCH AND DEVEL-
OPMIENT.;,—'-II‘I the case of any- amount.which is paid from a
reserve for.research and: development for.any purpose mnot
described in subsection (b), the gross income of the taxpayer.
ghall :include, for the taxable year in which such amount is;
paid or: otherwise made available-to the -taxpayer or any
other person, an a.rhoun‘t -equal to 150 percent-of the amount
s0-paid- or otherwise made available during the taxable year,

“(d) Seecran RuLes.— .- -
2 7" #(1) ;- CONTRIBUTIONS ..TO.- RESERVE ONLY IN
~ GASH,—A. contribution- to a reserve for research and
- development. may: be:made .only in cash, and any re-

serve for research and development to which a contri-
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bution other than cash is. made shall not be taken into
" gecount under this:séction.
R PR TREATMENT ' OF ' RESERVE WHERE TAX-
- PAYER 'CEASES 'TO BE A °SMALL BUSINESS CON-
i (A TN ‘GENERAL.—In 'the case of a'small
* business conicern which ceases‘to be a small husi-

" ness -concern1 (other-than' by Teason of ‘the sequisi-

© ® A1 G o B W M -

< tiomof  stock or assets: of ‘such- concern by ..

- -"'Other“péi's'on):‘,! the reserve for:research and devel-

—
=

)

=+
[y

opment of such coricern:shall’ continue -to* be:

-Vtreated ag suchi a reserve for a small business con--

Pt
L

© : dern,-exeept that no further.contributions may be.

=
w

= :made to stuch re‘serve"‘beginning with the -taxable

3

1 ‘year'in which such concern ceases’to be a small

[y
e

" busines§’coneern. - ¢ s mn

su 1 44(B) INCLUSION ‘IN INCOME WHERE | SMALL

= b
© &

“/5. BUSINESS' CONCERN ACQUIRED:BY OTHER BUSI-

"' nBesi—In the case of ‘a-small business concern

—
w

* " which cedses ‘tobe ‘a small business: congern by

o) 3]
O

reason. of the scquisition ‘of the stock or assets of

22

““such éonée'rn by -any other person, 150 percent of

- this.atigunt .of. the Teserve.for. reseatch.and devels ..

i .opment of such-concern-as of the date of such ac-
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1 v quisition shall” be immediately included in gross
2 "income as of such date.
3 “(e) SMaLL Busmvess CoNcERN DEFINED:—For pur-
4 posesof this section, the term ‘small business concern’ means
5 any small business:‘conicern within the meaning. of section
871041 ()(2): - '
_ - (D) REcorDs; REPORTS; REGb‘LA’TIONS.—‘"
8- . " *(1y REcorps AND REPORTS.—Each. taxpayer
9 who maintains a reserve for research and development
10i+ - ~.shall keep stch records and make such reports as the
11 Sécretary shall by regulation preseribe.
12 . “(2) REGULATIONS.—The Secretary shall pre-
13 seribe-such regulations as: may be appropriate to carry
14 - ot the purposes of this section.”. - - -
. 15: {b) The table of sections for such subpart B is amended
16:. by inserting after the item relating to section 458-the follow-

+ ing mew-item:

“Sec. 450. Reserve for research and development.”. *
18 - (¢} The amendments made by this section shall apply to
19 taxable years beginning after December 31, 1979. .. =
20 ' RESTORATION OF PRIOR.LAW FORE QUALIFIED 8TOCK -
91 e Teroow -6PT10NS e

22 SEC. 308. (2)(1) So much of section 422(b): (relating to

23 qua,lified stock option) as precedes paragraph (1) thereof is

24 amended to read as follows:
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e ‘_‘:(b)‘:QU.'ALIF]ED ‘Stock : OpTIONS.—For purposes of
this part, the term ‘qualified . stock .°0ption’ means an
-option granted to an individual— oo oo

oo e S(A) after December 31; 1963 (other than-a re-
» stricted-stock ‘'option: granted: pursuant to a _contract de-
‘scribed in section 424(c)(3)XA)), and before’ May: 21,
.‘1976 (or, if it!me'e‘tszs the requirements ‘of subsection
e '(p)(?); granted to ;a,n individual-a.f!;er May 20, 1976, and

-+ hefore January 1, 1980), or : ) | '
“(B).after December 81, 1979 (other than such g

restricted stock option), - -

=t
_Ba

..for-any reason connected with his employment by a corpora-
- tion; if granted. by the employer corporation or-its-parent or
subsidiary corporation, to purchase stock .of any of such cor-
porations, but only if—"". - .

. .(2) Paragraph (7) of section 422(c) (relating.to special
rules) is amended by inserting “and before January 1, 1980”
after “May 20, 1976 each place it appears. 1

- (b) Paragraph (3) of such:section 422(b) is amended hy

3]
(=2

striking -out ‘5"’ ‘and inserting “10".
. (c) The amendments made by this section shall apply to
options granted after December 31, 1979, in taxable years

~ending aftel‘suchdate
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. SUBCHAPTER' §' CORPORATIONS MAY IN;CLU]):E 100
SHAREHQOLDERS AND SUBCHAPTER C CORPORATIQONS
- BEe. ‘307_'. (2) Paragraph (1} of section 1371(a) of the
Internal Revenue Code of'1954 (defining small business cof—
“poration) is amended by striking: out *‘15:shareholders’ and.

“msertmg in lieu thereof ““100:shareholders’™.

(b) Paragraph-(2) of section.1871(a) of such Code is

amended—

(1) by striking - out “and‘ other than” after’

s -Yestate”-and inserting in lien thereof a. comma, and

(2)' by inserting «**,-or ‘& corporation: which is a .

venture capital corporation described in subsection (f)”

> ~pfter “‘subsection (e)’:

-{e) Seetion- 1371 -of such Code is amended by addmg at -

the end thereof the following: -

:‘-‘-‘(f)"-VENT?URE U APITAL - CORPORATION.—The 'terr_n' :

‘yenture capital corporation’ means any corporation— . .

(1) ‘which is engaged or proposes to’ ehgage pri- ¢

marily in the business of furnishing capital (other than’

. short-term -paper) to industry, findncing promotional -

enterprises, purchasing securities of - issuers- for -which -
no ready market is in existence, or reorgaﬁzﬁg com-’
panies or smula,r activities; -and

: “(2) at least 60 percent of the net assets of which

“(exchisive -of ‘Gtovernment securities, short-term paper -
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- and cash  ifems) - at. ‘cost: consist- of securities. which
L Weress T i

o _;;-;‘_“(A)'- acquired i directly“from the -is'su'ar_-: thereofl.f

-.in'‘a- transaction or- transactions. not involving- the:

st registration of the..:l.securi_ties:_,;under. the: Securities-

Act of-1983: or_pursuant to the exercise - of. op-:

<% Zofions, -warrants;:. or ‘rights. acquired :in suchy

' transactions; - _ - SEN

. *i(B) received in 2 reorganization or in an ex--

i .- change -offer: in-‘exchange. for -securities- acquired -

‘4w pursuant-to subparagraph..(A) ofé‘ this pa.ragrgph;. :

DRTOE Lt s el o

“(C) distributed on or with respect.to any se-; :

fiaocurities .rreferred;t_o in subparagraph (A):or subpar-: .

graph (B} of this para,gra,ph R
{dy The amendments made by this.section shall apply to:
ta,xable years beginning after December 31, 1979.
= TITLE: IV-—REGULATORY FLEXIBILITY
-SHORT TITLE.-

~8ro, 401, T}ns title may be cited as. the. “Regulatory_.:_';_

Flembi]:lty.-Act'f. Lo perile mer e i

= FINDINGS-AND PUBRPQOSES .

SEC 402 (a) Thae. Ccmgress fmds that—..

-eral - regulatory-and-reporiing. requirements .imposes in--

(1) in: numercus. mstances complmnﬂe Wlth Fedo -
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equitable demands and burdens .on individuals, small

-businesses, small organizations, and small governmen-

~ tal jurisdictions;

- (2) regulatory eﬁorts to protect the health safety,

. and.econonuc welfare of the Nation have i in many in-
- . stances imposed .unnecessary and burdensome legal,

.accounting, -and..consulting costs upon individuals,

small businesses, small organizations, .and .small gov-

-ernmental jurisdictions ‘and - are adversely affecting

~..competition-in the marketplace;

o (3), the .scope and. volume of rules. or regulations

have created high entry barriers in.many industries

. and have discouraged. potential .entrepreneurs from in-

troducing beneficial products and processes;.

.- (4) the practice. of treating all regulated mdmd-

~uals, businesses, organizations, and.governmental juris-

;- idictlons as eqqivalenp'has.lqd 1o 'inefﬁcient use of regu-
.. latory -agency . resources, enorrno.u_s.gnf}orcemént;: prob-
e lqms,:&a,nd,‘ in some cases, actions. inconsistent. with the

legislative intent of health, safety, environmental, and

..2(B) in many mst&nces..rea,spnable alternative rules

- er regulatlons could be. adopted . to rmmmlze a.dverse

economic effects on individuals, businesses, _ organiza-
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wovn{B) amr exemption from coverage of the pro-
“o . ‘posed rule, or:@ny part:thereof, for such individ-
uals, businesses, organizations, and governmental
-t “sjurisdictions- whose: - activities vare  of a nature
which makes the inclusion »of “such - individuals,
b b bu‘sin'esses';rorganizations-,: and governmental juris-
 dictions of minimal valueto the réalization of the

Ty -:_'goal_s and purposes. of :the*«propos_ed"rulé R

I - RS B~ S B R O

“4C) the clarification, consolidation,: or sim:

>

2+ -plification: of -requirements..of the proposed rule; of

-
bt

wonent ‘YD) - other suitable: ‘means;: including per-:

ot
bt

i*. . formance sta;lﬂaidg and :differing timetables for"

[y
UL

compliance :. for such - :individuals,: :businesses, :

ot
Lo

i organizations; and governmental jurisdictions; and -

L
-

e 4(7): with regard -to: any-Teporting or recordkeep- -

[y
[=~]

“. i ing requirement:which the: agency anticipates requiring .

[y
-1

& 'of'iten:rb'r*more‘iinemhbrs. of :the-public pursuant to the:

[y
n

= proposed Tale—:c -

w0 “(A) astatement ofthe. purpose: of the re- . -

Lo
S

quirement;if:%ité i:form, its length, - and -the: type of
Py w1 professional skills ‘necessary for its completion;

92 ¢ = oo %B)oan estimate..of the number of persens:

GuiisWho -vwmil'd-.-b'e----required---to.-V%Submit-afor,---maintain-'-w_l'-eﬁ-'.i; :

L7570 porta, o reeordsy i i
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. AGENCY: BULEM.AHNG: REQUIREMENTS

* 8E0. 408, (a)Section 553(b) of ‘title-5, United States

.Code; is amended— - ==

* (1) by stiiking out the word “and”:at the end of

.+ paragraph (2); ..

~(2) by, striking out:the period at the end of pars-

- - graph (3) and inserting & semicolon; and

- 8)by addmg lmmedmtely after para.gr&ph (8) the

. following:

o) the ‘goals-and purpose-of the proposed rule;
ot 4(B) the estimated number: 6f individuals, busi--

-~nesses, organizations, and-governmental jurisdictions to
! ]

- which ‘the proposed rule would apply;. .-

+14(6) & statement-that the a;genc.yse'eks and shall:

- consider .’alternative .proposals: to* the ‘proposed rule:
. which -would ‘sccomplish the: goals and purposes of the -
-proposed: rule while substa,-ntia.]ly reducing. the. adverse

economic impact of the rule on individuals; small busi-:

*- nesses, small organizations; and small governmental ju-:

. risictions affected by the rule'through—

~*(A) -the. establishment. of fd_iff_ering compli-+

.ance: .or ‘reporting -requirements that take into..

i+, account the amount of ‘resources : available to-

individuals, businesses; .- organizations, and:

governmental jurisdictions;
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“1- ‘Whin rules are required by statute to be made on the record
2 after opportumty for an’ agency hearing, ‘Sections 556 and
8 55T of this title apply instead of this subsection.” :
4 © (¢) Section 553 of such title is: amended by a.ddmg at the
5 end thereof the following new ibseotion - 17 :
6 '+ *“) For the purposes of this section, the term—
7 “1) ‘ndividual’ does not‘includé any individual
8 51 whio: is” affectéd by & Tule’ primarily in his capaecity as
97 & an officer or‘employée “of ‘a business, organization, or
10 governmental jurisdiction; '
11 #0559y small busitiess” has thie sami: mesning as thé
12 term ‘small business concern’ in section 8 of-thie Small
1347 BusinesitAct(151:8:0::632), s1d inclides’ such addit
14 5 “tiotial hiisinesses as'the agency shall-establish by rule;
157 ks
16 7

“(3) “small organization’ includes imihcorporated

"i~bu§iﬁe§3'és‘;?‘ ?"shélteréd. i-Works‘hops;'*’i_ not=for-profit‘enter-

174 ' prises which sré‘not domminant in their ‘fields; and such
18
20 7 (4) ‘small'governmental jurisdiction’ includes—

‘other groups’ or eniterprises ‘as"the agency: shall- estab-

gLins el S4(AY povernments of  cities, counties; towns;

29 ‘w7 ¢ yillages,. school distriets; water distriets, ‘or special

“ *than one Hiindred thousand; and« - o s

“"gssessmentdistriits; with-a" population” of less -
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i ) 8 Statement of each proposed use-of the

+ - Information required to be r_ecofd_ed; ot T
‘:“.(D_)‘_ a‘sfat_ement of the.:method to be used to

S -__stqreg:_.such; information, the .-lgﬁgth__ of time such m—
formation would be maintained, and the identity

. .of the persons who -would have: access to such in-

i formanon,a.nd PEL T
© “(B).an estimate of the.average amount -of
“i.p 7.+ time. necessary for each person to c_tiinply with the
requirement.”. o ithoil e .
S s g_;(l.i);;-:_S,eetion.:553.(0)_.-;_off:s_uch_ti.t.l'e!iris‘ amended to read as
followss: 7ol o e send e
L dest(e)-After fﬁotiqe'fxequixgd'?‘by;,;tjhis_ s_equidn,-" f_he agency
-+shall :igim;intefi:ffs.teﬂ “Persons. an.opportunity to. participate in

‘ rulemakmg thmﬁglx subriission of -a,l.tﬂmaltivejapropasals, wnt-

a._;f;ten.-:dat_af,_...views;- or-argimments with or-without opportunity for

- -oral presentation. After consideration. of all relevant matter

presenited, the agency shall-incorporate.in. the rule.adopted.a
concise general statement of its basis and purpose: In addi-
- tion, the agency.shall publish-a deseription. of any alternative

+ proposals-to the proposed.rule .wﬁigh were considered and-a

- statement,-of - the -reasons.for. adopting: the. final rule rather
‘ than any alternative proposals which would have had a lesser
adverse economic impact :on individuals, small businesses;

small  organizations, or small governmental jurisdictions.
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"7 tion without signifieant 108s of regulatory efficiency;
(6) Government information - collection  has not
" “adequately “weighed the' privacy rights of individuals
and enterprises against the heed of the Government for
* “information because the-design-of the regulatory proc-
" “ess hiis encouraged regulators to' treat'information as‘a

-~ “free good; and -

© m @ o o w ke W

© (7) deep public ‘dissatisfaction with the regulatory

process has stemmed in large part: from & public per--

-t
O

* “ception” that “burdensome  rulés>or ‘regulations fail fo

b=
(]

" "correct key national problems.

“ 4 (b) Tt is ‘the ‘pirpose of this title to ‘establish as a prinei-

|—r
o,

ple of regulatory issuance that regulatory ‘snd’informational

-y
W

‘requiréments fit ‘the seale’of the individuals, Businesses, orga-

[y
L~

- nizations, and ‘governmental jurisdictions  subject ‘to a rule

“and that fewer and ‘simpler‘feqiirements be made of individ:

-
w1

“uals; small'organizations, small businesses; and small govern-

 mieAtal jurisdictions. To ackieve such principle, agencies are

-t
0.

20" empowered ‘and - encouraged to “issiie rules ‘or .regulations

b
=)

which apply differently to-different segrents: of the regulated

Do
puvd

go populatlon ‘and ‘afe réiitired to solicit-and consider alternative

. :-,r,i---vrproposals from the puhhc pnor toﬂthe adoptmn of
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By 6théféo%fniﬁefntal jiirisdietions which
the agency shiall establish by rule to be-of limited
means or :i‘é‘S(;ui'ces.ba;éed'bn factors such as loca-
*tion in rural or sparsely populated areas or limited
" Tevenues due to  the * ‘population” of such
jurisdietion. Y | :
' ':bEFIﬁITlﬁﬁS:" o

" §m0. 404. Section 551(4) of title 5, United States Cods,

i amended by inserting “recordkeeping or reporting require-

ments estimated to apply to ten or more persons in any cal-

- endar year, and” immediately ‘affer “includes”.

'BEVIEW OF BEGULATIONS
SEC. 405. () Within one hundred and eighty days after

ensctment of this Act, each sgency: shall publish & plan for

" thie eview of the fulés"oi' fe‘gulhﬁémé of ‘that agency. The

_ purpose of such review ‘shall be to determine ‘whether the

rules or regulations of the agency a;re achieving, in an effi-

' clent' and eqmtable marner, the goals of the legistation under

which such rules or regulations were promulgated; Each plan
for the Teview of agency rules or egulations shall include a

statement “of the ‘Criteria the "a,gén:iiy “will employ to select

" which rules or Tegulations shall be reviewed in accordance
“with the provisions of this section. Bach agency shall periodi:
cally review its rules and regulations in' accordance with the

* schediile and critéria set forth fif its published plan; -+
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..(b) In seleeting and evaluating rules or regulations, the
.-agency.shall consider factors such as—
,(2) the: type and number: ef oomplamts or sugges-
_ tions reeewed coneermng the rule or Tegulation;
(8) the burdens unposed on persons d1rectly or in-
directly affected by. the rule or reg'ula,tmn, especially

.. the burdens placed on.individuals, small businesses,

® T A e Yo e e fft;s |-L

- small organizations, .and small governmental jurisdic-
10 . tmns B L . }
11 | (4). the need to sunphfy or ele,nfy la.nguage of the '
12 rule or regulation; .. . o
13, . (5) the need to ehmmete overlappmg and duphea—
.1_4__ i+ tive Tules or. reg'ulatmns, . C
15 . ... . (6)the need to. resolve conflicts between the rules
16: . . or regulations of ‘the ageney and the. rules, reglﬂeuoeg,
17. . or laws administered by other agencies; and
18 ..o (D). the length of. tlme smce the ru.le or reg'ula,tmn
19 . ;-hes beeu evaluated.or the Adegree to ‘which technology,
20 .-... economic eend;tlons, .or. other factors have changed i in
21.. .. thearea affeoted by the:rule. or regulation.

22 i .(e) Kach year, each agency sha]l pubhsh in. the Federal

list - of rules or regulatwns Whlchm

24 1ssue during the follovwng twelve months and a hst of rules orl -

25 regulafions :to. be reviewed. during . the following twelve
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-.'1 months. Such-;::pubﬁcation-.sha}ll bea,ecompamed by},-_g,-bri#ef_,déi_*_ ‘_,::_;.,;

% .2 scription ‘of the rule or regulation, the need for such ‘rule or

-3 regulation, and the legal basis for sucﬁj rule or regulation.
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SMALI, BUSINESS'
AND
- INNOVATION =

"

“‘the¥e isa lot. that can- be done to channel
research and development funds- to ‘the small business -
entities of America. We've’done an analysis that .
shows. the ‘Govérnment gets a muich better return on'its -
investment with a small business with eagemmess-and’ -°
growth as a major commitffent; a tiny bureaucracy where
the superb leadership is very close to the actual working
conditions, thin-we do with an equal amount of ‘research
and development moneéy put ihto very large corporations
which mipht consider research and develecpment projects

as one of the tiny portions of its totdl éommitment:':

=Presi dent Jlmmy fCa:v:t(a-::'_

"Anything that won't sell I don t want to invent.
.-Its sale. is proof of ut:l.lity. a.nd utlll.ty is success.

-Themas Alva Ec_h..gson

Preparé.d by:

Office of the Chief Counsel
for Advocacy
U.5. Small Business Administration
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FOREWORD: . ..o

P.L. 94-305 charges: the -Chief Counsel fox
Advocacy with the responsibllltles to: examine the
role of small business in the American economy snd the
contribution which small business can make in . .
stimulating innovation (Section 202(1)); develop. pro-—
posals: for:changes:in.policies. and activities of any
agency of the Féderal. Government which wil
fulfill:the purposes.of.the Small Business
commmicate such proposals to the. appropria
agencles  (Sec.203(3)); and, recomme speclflc
measures for. creatlng an environment ‘whlch all.

The, Chief .Counsel is- authorlzed to hold hear-
ings w1th the approval of the SBA Administrator., From
time to time, he may prepare and publish such reports as
he deems appropr:.ate to carry out the functlons of hls

office

of the Administrator, .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
Innovatidn and Small Business. This report and the draft
copy of the "Small Business Innovation Act” are the products
of those hearings.

—ii-
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“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 similar, but sllghtly
different purposes.

i . First, the Commerce‘Department,named;fourteen{
leading citizens te a "work group” on "Job Creation
through the Success of Small, Innovative Businesses.'
(JC—WG hereafter)

- Second as part of a Domestic Policy Rev:l.ew of
industrial inmovation the Commerce Department -included :
six small business pecple on advisory subgroups. They
filed joint views on small business in industrial: innova-
tion, in effect becoming an add:.tlonal s'ubgroup of the
Review (INN-SBTF, hereafter). R DY

And finally, we.named twenty:executives -of small
science—based.firms and sever’ .venture capital managers to
serve as a ''task.force" on how to strengthen 1nnovat1ve
small ‘businesses themselves. S L

What is remarkable is that these forty-seven
citizen leaders whose backgrounds, skills and outlooks::
are richly diverse arrived at roughly the same set of
conclusions . Whether their purpose:was: creatlng jobs,
shoring-up -cursagging "industridl -
expanding:small scleneé-~ based bu51ness--wher they éealt

‘"Consensus' here does not mean that the views

of the:three groups-are.identical ox. that - they cover
exactly :thé /sameiground. Nox d0és- cofisénsusmdan that

any individuil:member of any :of the groups wéuld necessarlly
. put-his own-.views in precisely the terms used in the group's
report. ‘Every member. of each group :does notinecessarily
subscribe to every recommendation, although, of course, by
his signature each member comcurs generally im the group 8
consensus.

R B




that:

eritreprensu
environment far more favorable to” mnovation and rigks"
taking than we have had for the past ten years, e

2.?' Primary reliance for 1nnovati
should be placed on. the. private secto

) 3. The unsatisfactory env:.ronment for’ mno'vat:.on::
and, risk-taking results from the ctmulative impact of at
- number’ of Federal lelClEE,, : ”

4, 11" busin s “is the most underut:n.l:l,ze&
participant in the Nation _s 1nno1retion process,

50 There is a ‘compelling national §take in o
closing the gap between small business' potential- contri-"
bution to i.nnovaticm a.nd 1ts _present utll:.zation,

T ; 6 General Federal polioy changes,’ important Bs
they are, will not “help small biginess encug
needed must ‘be specifically’ targeted o it

. .. Two typlcal yet central deficienc:.es o:.ted
among many Aare: gpinadequate Federal targeting’ of
Federal R&D~ procurement ‘to small business, and’ (b}
inadequate incentive for convert:l.ng Federdl R&D results
to market sector civil technology. Innovation.’ .

i B meet those deficiencids a gradual b!.u.ld
up o a 10% get~aside for small business régearch and’ .
development’ procurement is recommended. “That would almost °
triple gmall business' share in a few years.: Transfer to ’
the private sector would be further stimulated by using 1% .-
to follow a model program developed by the Nat:.ona]. Sc:.ence‘_
Foundation, ; . L

.9, Those Fedexal polioy cha.nges nccessary for
creating a favirable environment are’ practleable and
achievable in ‘the near term S L

The SBA Advocacy Task Force met for four days
It was the judgment of the group that documentation and
argumentation in support of itcs A

"ewpoint was generally
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SECTION 1. PURPUSE: TO ESTABLISH a Federal program to
bolster innovative 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 Inmovation
Act of 1979."

SECTION '2: FINDINGS: THE CONGRESS hereby finds that

1. Technological innovation is a most important
contributor to job creation, increased pro-
ductivity, competition and economiec growth
in the United States as well as a valuable
counterforece to inflation and our balance
of payments defiecit;

2. Small business is a principal source of major
immovations in the Mation when compared with
large business, universities and government
laboratories;

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

unds ;

4. While private U.S. 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.S. 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 businegses;

- THEREFORE

6. It is in the natilonal interest to strengthea the
ability of small businesses te be innovative, to
increase private sector commercialization of

- inncvations derived from Federal research and
development, to increase the proportion of
Federal research and development expenditures
which go to small firms, to assure small firms
of the opportunity to compete for Federal research
and development contracts and to stimulate tech-
‘nological innovation by all possible means,
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available. (It had befoxe it the Report. of the Commerce

Work Group on’Job' Creation’ {Appendix IT) and kiew that the

second report (Appendix I} was in preparation.} It

therefore concluded that it could best spend 1ts _time
: g SOF aas

in the Congressianally approved form. “1ts purpose’ is to
reflect recommendationg rather than actual statutory language.
(Versia . patt; it have already been introduced in |
the U.5." Sena “"3.” 35496 pending before the Senate J'udlc:l.ary_ "
Committee and S. 1074 before the Senate Small Business s
Committee.) - It.is followed by a schematic comparisen of

the recommendations of all three groups, ' The full texts of
the reports of the’ Commerce Work Group of Job Creation and

the Commerce Imnovation Small Bus:.neas Task Force are

attached as appendices .

: To students of the innovation process ma.ny of the B
recommendations will have a familiar ring. g have figured
in other citizen group studies ‘extending from 'the Charpie
Commieres Department re pOT almnst twelve years, ago, to th‘

. SBA Casey report of two years ‘dgo. )

These for
of their time- ‘and taler
that they can' communi ]
of urgerizy ‘which” they about this subiec - B
‘that a single general cr:.ption——enhancing the “environment
for small business technology innovation--appears te. contribute
to so mary high. pri rity Federal goals: stabillz:mg inflation
through new products.and new processes; speeding the replace
: iewable energy and material tesource ‘, -
ening ‘domestic producers’. competa.t:. - abi "'ty and the balance
of payments;’ enldrging. the mist job produdtive part of our
ecotomy; and enhancing our ability to control undesirable
: consequences of our industryy.

et “and’ women: have’ ‘given genero
They: have “done so in ‘the. hope
to theix country' ; '

‘ re right-—

. ‘believe they “are--gur country will gain mach or. log
"~ depending on how quickly it accepts ‘the adv:l.ce t.hey have
given it. . el :

If these forty seven citizen

‘Chief Coumsel for "Advocacy
May 23, 1979
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SECTION 3:- RESEARCH AND” DEVELOPMENT CUREMENT SET—

ASTDES FOR SMALIL, BUSINESS: EACH® FEDERAL™ ‘Departmeit or

Agency shall. target an incréase by set-aside for small

business of prime. reséarch’ and" development contricts of L
at least one percent (1%) pet year of its total research _?'
and development budget, beginning inh fiscal@year 1980,
from fiscal yeat 1979 lévels, until small business is
receiving a prime contract dollar volume eﬁual to at
least ten percént (L0%) of. that Department g or Agency s
total research and development budget.

SECTION %: SMALL BUSINESS INNOVATION RESEARCH PROGRAMS:
FACH DEPARTMENT &r Agency with' s research and, develop- .
ment budget of $100 million or more will initiate a .
small bu31ness innovation research competitive solicita- .
tion program modeled after the National Scieficé Foundation's
Small Businéss Innovation research program, but intrdéducing
their own topics, ‘making their own solicitation, evalua- -
tions and awards, the latter froit their own budget

Funding of this program will be at a 1evel equal to.at-

least one pergent (1%) of each agency s regeéarch and
development’ budget, startlng "tn £fisdal’ year 1980. ..Each
agency program shall bé designed to, be 'a direct attempt

to stimulate technological’ ‘infhovaticn in the private.

sector from- Federally funded research Cand’ development

in agency program, ObJectheB T . -

SECTION 5% PATENTS "AND  INVENTTONS (a) SMALL BUSINESSES
should be allowed to retain patent”rights on inventions
made under Federally- supported research according to the
'following prov15i0 . : :

1. “Each small bu31ness shall ‘have s" reasonable -
amount of timé” to ‘eleét to retaln tltle to subject inven-
‘tions, Thé Fedaral ' agency may fetain title if thé inven-. .
tion is made under‘a contract for, Operatlon of a’ -government
owned research or production facility, or in excéptichal
circumstances when it is. determined that restriction or
elimination of the rlght ‘of the comtractor to:retain title
to a subfeéct fnvention would better promote - -the ‘policy.
and obJectives of this bill:

. Whenever the«f'ndlng age cy determi that 1t
should rétain title to’a subject invention a copy of -,

this decision shall be sent to.the Comptroller Getierdl.

The Comptxoller Genexal will then weviéw this decision and
inform thé ‘heéad of the ;agency of his determindtion as' to’, ...
whether or not - this .retention of title is Justlfled The |
Comptrolle¥ ‘General will also submitr an '&dnnual report to

the House and Senate Committees on the Judlcxary on agency
1mplementat10n ‘of 7 b11 i ST
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3. Each funding agreement shall contain. provisions ...
to: (1) insure the tight of the Federal Government to..
receive title to any subject 1nvention not, reported to it
within a reasonable time; (2) insure the’ government s

. right to Teceive title to inventions when the inventor
does not intend to file' for patent rights; (3) guarantee o
that the agéncy shall have a nonexclusive, nontransferable
paid-up license to'use the’ ‘invention; and {4) insure the’ o
right of the funding agency’ to require. pericdic’ reports
on the utilization of efforts at obtaining ueilization of
the subject invention.

4. The Federal agen 4 has the right to. require the
subJect inventor of his ‘assignee to grant additional”
licenses if. the: ‘agency feels that sufficient steps are’
not being taken' to’ achieve ‘commereialization, Additional
‘licensing may also be- required to alleviate. health ‘and -
safety 'needs, or under provisioms for’ public use as . ."
specified by Federal regulations

5. 1If the patent holder receives $250 000 in after-
tax profits from: licensing aty subject invention during.
a ten-year-period; ox . receivés in excess of $2,000,000 N
on the sale of products embodying or manufacturad by a ..
process employing the, subject invention ‘within the tenm-_ .
year period, then the governmment®shall"be’entitled te & ... ...
collect up to 50 percent (50%) of all mét income above =~ =
these figures until.such.time as. the amount . .of government
research money has been repaid . .. .

6. “Any title’holdér to a subJect invention or his "7 T
assignee shall not grant to any person the extlusive right o
to use or sell any. subject invention in the United States
unless that person agrees thdt any products embodying the -
subject “inventign or produced through its ise shall bé
manufactured substantially within the U.S, unléss this
provision is waived by the” funding agency. L

7.
owned patents ‘o achieve'oommercializationiZ:.

. After public notification of the.government patents
... available ‘for ‘Ticensing the agency will then’ tequire that . .. ...
potential licensees submit plans outlining hHow the inventionr
3 1f the agency ‘determines
| exclu ive or partially exclusive

9. 5 no s ‘proposal | ..,
will continue to operate under the existing agency programs.
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{b) The Patent Office shall develop a practical,
effective -and low-cost per use computer-based seaxrch. and
retrieval system for its own use and public access with
particular concern for its usefulness to small business
firms. The system shall include appropriate classifica-
tions for and require the submission . of supplemental
information to make accessing easler, more complete and
to provide more information concerning a patent s. use
and potentlal application. .

(c) The Patent Office dand the.Smazll Business
Administration shall jointly .and urgently conduct a
study of the feasibility of devising a modified version
of ‘the patent law and regulations for use by small
buginegses, and individual inventors. The gral of such
a modified version shall be to .reduce the time and cost
of securing and defending the patent 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.

(d) The Patent Office'shall donduet a study fegafdiﬁg""
the feasibility of initiating.a compulsory licensing require-~
ment for patents which are not being adequately exploited -
and shall report back its flndings to the Congress within |
one year. . . ) :

SECTION 6: REGULATIDNS POLICIES AND PROCEDURES (a)
Procurement: The Offlce of Federal Procurement Policy.
in cooperation with the Small Business Administration
shall develop and issue a simplified set of regulations
for research and development awards to small bu51ne5s
designed from the users’' point of view. . i

1. Cost-sharing requirements for research and’
development awards to small business shall be eliminated’

and negotlated fees shall be allowed on all such contracts,

2. No Federal agency or organizational unit w1thin
an agency shall exclude small business from a fair.and

- equitable opportunity to compete on a merit basis on

the same terms .as :other partlcipants,

3. Every Federal agency shall seek unsoliclted .
proposals from small business and shall give ‘such

. proposals a fair and prompt review based upon their
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to receive sole SOUICQ awards

merit, and: small bu31ness Should have equal opportun1tyj**-“

&, Independent research and development (IR&D)
and bid and proposal (B&P) costs ‘of small busineéss -~
firms shall bé considered 2s expenses for the fiscal
vyear in which 'they occur instead of belng averaged-' S
back over the past two yeats; -

5. The Departments ‘of ‘Defensa and Energy and
the National Aeronautics and Space Administration shall
take additional steps to conduct régular break-ott -
reviews of all propesed large -scale systems contrdets
for Tesearch and development, -and to seek means of
making more of thlS effort available to small bu31ness

6. All Federal agenc1es 1nvolved WLth research
and development -funding will develop, with the Small "
Business Administration, specific programs ‘te inform:
their staffs and consultants of the need to provide
a fair and equal opportunity to emall women-owned and
minority ‘business firms to be considered for Federally L

funded research 'and ‘developmént; and of the ‘requirement’:
to guide,” counsel ‘and ‘agsist small firms tostrengthen™ "

their capability to Compete and insure that théy -
receive a fair share of all Federal research and
development contracts as described in the Small
Business Act. Evaluations of procurement ‘personnel’
performance. shall include ‘dppraisals of achievement

and attitude in expandlng small and mrnorlty bu91ness f_'“"'

part1c1pat10n,"

7. All Federal agencies have a respon31b111ty
to identify and study those problems of their procure-,
ment system that, in éfféet,” discriminate against " '
small business” and a respon51b111ty to make ‘changas”
or elimindte these- practicés to the extent ‘possit 1e
' through adminlstratlve actlon

(b) Regulatory Flexlblllty

1. All Federal agencies Whlch issue regulatlons
affecting small business shall, insofar as practicable,
issue them so .as to relate regulatory burdens to the
relative size of:the frrms regulated :
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-2 cases whare | government regulations prov1de NI
_for an agency to make a’ decigion. involv1ng a matter initiated . .
by a small business within a cértdin.time. period. and.that
decision’ is not forthcoming by said deadline, it.shall be
assumed with legal force thdtthe decision _is affirmative, .
i.e., that permission, if not’ denled within a specified period,,
is granted an extension, .if not denied within a specified .
period is approved e S i R wn

o

3. Offerings of less than $2 million involving one
hundred or less investors shall be exempt. from SEC. registra-
tion requirements . o v

SECTION 7 GAPITAL FORMATION_AND INVESTMENT (a).‘
recognition “of the risks of small-scale research ‘and development
the potential economic benefit of tesearch and development and
the potential 1mportance of small seience and technology. based
firms“to the Nation;. fo¥-any small business which maintains an
average investmerit ‘over thrée-years of three percent or, id a
single year spends six percent of giéss revenue in, research and .
development as deflned by GAAP over the ‘levan period .

S L Investors in such flrms may "defer paying the tax
on gains on equity investments provided they are reinvested in
aniother small business. (which maintains the. same three or six

percent R&D investmentxrate w1thin two’ years) s

27 Gathd from capital investment i such firms 1fuuu"‘=
held for a minimum of five years, 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 carried
forward for ten years instead of five years: due.to the length of
time often required for.' research and development to regult in
profitable new products nrocesses ‘or serv1ces,

5. .3taxt-up-losses. from -8ug
wise be barred may ‘flow through to irdividual funding investors
for tax purposes under Section 1244 of ‘the Internal Revenue Code

6 CTHe Qualified Stock Option Pian for key employe s
is restored ‘for these firms ;

P
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7. Ihe Department of Labor and the Imternal Reyenue
Service should“devise répularicni ‘jointly: that”encourage,
stimulate-and- otherw1se ovide ineentlve for,_andﬁel;mlnat

regulatlons
y of “small Busi

”pressures

SR Y ep 3
1nstrumentat10n for research, development or testing may be"
~written off at any time and speciallzed regegrch, .development...
-or testing facilities may be depréclated over'a, :
years by s ¢h “small bi L

profltable 'yedrs
level of ten“percent of gr y

extent that contributions ‘to the reserve are equalled by at” v
least that amount of expendit .that year for research and

TS
Reserve" ghall be considered as ‘income when ‘removed “from the -
_Treserve unless use

utilize® any existing’ reserve “forthe ' same purpoée bt “may not
replen hic;. . - 4 .

‘ 8 acquired by large flf o
be ‘considered taxable ineome,

any ex1sting régerve shuf

.(d)- Subchapter S companies should be allowed to

include up to 100 investors ‘and-. corporatlons should be allowed m

to ‘be ‘Stockholders of Subchapter S companies. " R

SECTTON ‘8 IMPROVING’SMALLZB SINES§'EXPORT PERFORMANCE; THE
CREATION of Small Business Export Trade' Corporatlons ‘should be_
encottaged by a double deducticn for ‘these corporations of up’
to $100,000 of ammual. expenses assoc1ated .with the exporting
activities of each elient, with a loss carryforward of ten years.
In addition, small businesses should be allowed & double deduction
of special expenses of serving expoxt markets up to $100,000
anmeally. Also, export procedures for technical products should
be simplified.
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SECTION 9: GOVERNMENT COMPETITION WITH AND DUPLICATION QF
SMALL BUSINESS ENTREPRENEURIAL ACTIVITY: FEDERAI, AGENCIES
should be prohibited from engaging In and supporting
research and development projects that are competitive with
or duplicatory of private sector technological developments,

- or in other ways might prevent the establishment by small
business of exclusive technological or intellectual
properties in a new area of non-defense techrioclogical advance-
ment .,

SECTION 10: DEFINITIONS: Ae used in this Aet -
(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 . into between any Federal
agency or any organization of pérson fo¥ the performance of
experiments, developmental or redearch wWork 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 experlmental developmental,
or research work under the contract’.

{¢) The term "invention! means any invention or
dlscovery and jncludes .any ‘art, method; process, machine,
manufacture, design or compositlon 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 concern
as defined by Sectiom 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 activity defined as
"research and development™ according to Generally Accepted
‘Accounting Principles.

(f) The term "research and development' when
considered for Federal budget purposes, i.e., ''research and
development expenditures", means any actlvity defined as
"research and development" according to the National Science
Foundation.
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| COMPARISON TABLE ~ '° =~ 7 R

" SBA' ADVOCACY
TAS?K F CE' -ﬁILL

"comm: JUE CREATION:
© T WORK GROU’P (JC WG)

: " COMMERCE INNOVATION 7 7%
: ,SMALL BUSINESS “TASK’ FORCE‘ (INN-SBTF
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- TAX; RECOMMENDATTONS

JC-WG AﬁD/OR INN-SBTF RECdbﬂ'IENDATIbNSf

Section 7(ay(2)

‘i held for a -minimum 'df five years,

"We recommend that' the capital gams tax .

‘rate be reduced to 25 percent (the pre-1969 -

rate) on thé capital gains realized from the
sales of stock. of small businesses (less thenm .
500 employees at daté of puzchase) whenever such

“stocks have been held for moré than three years,

with a rate of 10 percent for the capital gaing

.of invegstors in :the smallest businesses (less
“than 100 employees at date of purchase). The
| rediced rates would not apply- to capital gains
,reallzed from the sale of real estate (IC-WG)

" Reduce the federal tax on ga:l.ns from ca:'p.i_tal'

“investments ‘in small’science and technology fiims'

to-a level of fifty percent -of the otherwise
applicable ‘capital gains rate, if the investment
(INN-SBTF)

Section 7(a}(2)

. % Werecammend deferral of capital gains taxes
on thesales of - stock if the proceeds are rein-

|-vésted within one year in‘-small businesses, except
‘those whose princl‘pal activities are real estate

transactions. - (JC-WG) - 1.

- Allow. investors. in ‘§mall science and

‘technology based firms tordefer ipaying capital
| ‘gaing taxes on equity investments, prov:.ded the

gains -are reinvested in-other small science and -
technology based, firms within two years, (INN- SB‘IF)

Section 7(a)(3)

Cadditional $50,000.

* "'We_ recomménd that, th threshold for’

application of the full .corpoiate tax rate of 46

be' raised for small businesses from $100,000 to
$200,000 of annual net income; and for annual net

...| income below.$200,000 a progressive rate.schedule. )
"] béginning &t '10% on the first $50,000, and-

increasing it 10% :anrements .to $200 000 on gach’
In,, a.dd].t:.on we recommend
that the carry- ' Forward provisions for start-up
losses of small businesses be extended from five
to ten years, (JC-WG)
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- JC-We AND/OR INN-SBTF RECOMMENDATIONS. "

Section 7(a) (3)
( ont" )

Allow small science and technology firms.
‘Lo, Carry forward 1csses for a period of ten -
years instead of five years (INN-SBTF)

Section, 7_(:3)-(5) ;'

‘We' recommend. restorat:.un ‘of the Qualified

Sl:ock Option Plan: f«;r Key’ Employees of small

(JC-

‘Restore the Qual:.f:.ed Stock Option Plan for
" Key Employees in ‘small &cienceé and technology
f:.rma, and establish. the penod for exercising
stock options ‘at ten years ~(INN-SBTF)

busmesges i

Section’ 8

We: recomend I:hat the creatlon of Small

iSus:Lness Export Trade -Corporations be encouraged

by-a-double deduction for.:these' corporations of
-up to $100,000 of:amnusl experises associated
‘with the exporting activities of-each client,.
-with.a loss carry-forward of ten years. -In
.addition, -we recommend:that small businesses be
:#llowed a-double deduction-of special expenses
.of iserving.export market.s up to §100,000
annually. = (JC-WGY . . :

+Permit .small.businesses to. take double
deductluns -of expenses.directly related to
export market, development (INN-SBTIF}

No par’éliell sectioh o

in AdVocacy Task
Force Bill

: We recommend"that small businesses be
allswed to déduct twice theiy payments for | .

"regulatorj advisory gservices related to compEi-
é a.nce with fede

al, state. a.nd lacal regulation,

No parallet SEct:LUn_“‘;' N

-in Advocacy Task

ve percent tax
; e opment related
ures by small businesses (as currerltly
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TAX RECOMMENDATIONS -

: ADVOCACY
TASK FORCE BILL
SECTION .. . .-

. JC-WG_AND/OR_INN-SBTF RECOMMENDATIONS

Mo parallel séctiom’
in Advocacy Taak’
Force Bill

‘Revise the corporate ‘income tax rate to

_'provxde greater- retention of earnings during the
initial start-up and growth phases for small

science and technology firms. (INN SBTF)

Section T(d).
Sectm-n T(a)(S). and
Section T(b)

k A new claas of - equlty sedurity bc created
for start-up-innovative businésses that would
couple the benefits of limited partnerships with
the benefits of Sub-chapter "§" Corporations., =
This new equ:.ty class would possess the: followmg :
features

limited 11.ab ilityr protectlon

e mclude up to- one’ hmdred investors,
= allow inaorporated investors,

"o allow the use of cash basis accounting
. for tax determlnatlons )

- allow opera':ing iosses and investment

(. fundmg investors in the year ‘occurred,

- ;allow speclalize:} equipment and insr:ru-
‘mentation for research, development or
.testing .to.be ex'pensed in the year
purchased,

Thls new class of scock arld its benefits

should ba available ‘to swall businesses that

spend in excess of five percent of their gross
sales revenues and development as determined by
Generally Accepted Accounting Prineipals, {GAAP}
(INN-SBTF)

(Note: As referred to hereinafter INN-SBTF
Recommendation 1)

. tax credits:to flow.through to individual:.. .
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TA% RECOMYENDATIQNS

ADVGCACY .
TASK FORCE BILL . .. e e : o
CSECTION “oni-'n ' ~JC-WG “AND/OR_TNN-SBIF, RECOMMENDATIONS -
No parallel sectlon: g B Treat license royalties as capital” ga:ms
in Advocacy 'i‘ask St :.nste d- of ord].nary income, (INN SBTF) - :
Force Bill & =~ ' "7 v ofdasn ) ; AT
No parallel section -~ - Eliminate thé' existing tax 1iabilities for
in Advocacy Task .. .. [ oversess;joint ventures in which the small @ .’ owE
. busingss. Investment consists cf a contribution

Force Bill.,

of kmow how and. technical 1nformaticm {INN-SBTF)...

No parallel sectloﬂ . ‘ P We ‘recommend : that prlvate sector individual . -

in Advdcacy Task or corpurate owners of.technology be rewarded,
Force Bill through appropriate changes in the tax code, for

selling, ‘leasing, ~or licensing their I:EChnology
"'{ to small business firms in the United States.

. ‘I'L"l,additian.,4we.;-rgcc_m_nmend the establishment of
.2 voluntary nationgl poliey to encourage
companies. to make their technolog‘.l.es available
for uses by others. (JC—

COLUMN NOTE: These - For tax purp05es, speczal:.zed equipment

two sections of Task and 1nstrumentat10n for research, development or
Force Bill-have nd '~ -] testing may'bé written off at any time and

specialized research development or test:.ng
facdilities “may beé deprec:.ated over a minimum of
five years by such small business firms.
'.-(ADVDUACY TASK FGRGE BILL - Sect:.on 7b)

direct'paradlles ‘in -
JC-WG or INN-SBIF
Reports.

T'he period: af exerc:.s:l.ng stock options in
smail business sciéneée and technology based
fixms is extended from a maximum of five to
a maximun of ten years. (ADVOCACY TASK FORCE
<BILL - Section 7(=) (5)) :
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RESEARCH AND:DEVELOPMENT 'RECOMMENDATIONS

ADVOCACY

TASK FORCE BILL . .. .| . I e ‘ :
SECTION. . .0. o 1. J¢-WG AND/OR INK-SETF RECOMMENDATIONS- -

Seection 3 B S - recommend l:hat each federel agency
i s receiving R&D funds by appropriation from th

' . 7| Congress be_required to’ allocate at least 10
percent of ‘all such funds (excluding those for
basic -research) -to small businesses and that

1ncrements beg‘.l.nn:l.ng 1n FY 1980 (JG-WE)

R P “Each’ federal agency should be directed to
N : _allocate at ‘léast ten percent of its R&D' budgets
i to small Business and increase current levels by
.one percent of [its budgét each year until the
‘ten percent. i n i mim is establlshed, starting in
'-;1980 (INN-SBTF) :

‘TRis increase should be heavily directed
: _towards basic research at, universities amd
applied research and deyvelopment in the private
sector,. wu:h ‘strong ineéntives for commerciali-
zat:.un (IN _SBTF) P

.this objective be achieved in annual one percent. ...

ool We recomend t:hat small Business firms be
- allowed ‘to establish and mgirtain a reserve for
=-R&D for use in times \of fJ.nanc1a1 stress. {JC-WG)

Section 7(c}

Allew small busmess coriceins to establish
and retain a "reserve for research and develop-

- ment in-profitable’years to be used in periods
of business stress, with the maximum level of

- this® reserve’ bemg ten percent of gross revenues.

¢ CKNN-~SBTF): ",'

We recommend that each' federal agency

Wo parallel section =

in Advocacy Task allocate five percent of its R&D funds for

Force Bill technology  transfer. These funds should be
used to establish well defined and crganized

programs of technology transfer in which there
are incentives to individual researchers to

. - contribute their time and skills to the .
-identification of commercial applicatioms. ~Such
incentives should be related to the benefits
realized from technology transfer. (JC-WG



'RESEARCH AND DEVELOP}IENT RECDMMENDATIDNS

ADVOCACY
TASK FORCE BILL
SECTION

o baro];ioli section,

in Advocacy Tas!
Force Bill:

JC WG A.N’D;'OR Ii‘iN—SBTF RECDMMENDATIONS

X ‘i’he declme in R&D expendjtures as a
‘-percentage ‘of ‘Gross Natignal Product must be

larredted ‘and redirected upwards towards the
) oal of three

(INN-SBTF)

re it by 1985

Section &~

‘| program should B

- ‘Each year; startin.g in 1980 each agency

"with ‘a budget of ‘over $100 ‘million for RED

_should allocate at least one percent of its

“ |'R&D?budgét ‘to thesmatl husiness program

using the same format that'of the Netional
S¢ience ‘Foundaticn but ‘with their own research
topxcs, and review and awards procedures. This
oordmated by an Inter-
Agency Small Business R&D Committee chaired by
the Small _Businegs Administration. (IFH-SBTF)

d hat P ‘ivate sector
or corporate owners of technology

1 Ber ‘rewarded,. through appropriate changes in

the tax code,' for” sell:mg, léasing, or .
‘licerisifig thelr technology to small business
-firms  in -the United:States. ‘In addition, o
we- recommend ithe establishment of a voluntary
national .policy to encourage. companies to make
thelr technologies ava:.lable for noncompetitive
uses, by.. others )

o 'rhe h‘ork Group bel:.eves the Natiomnal-
Sc:l,,e_nce Foundatlon g program called "3mall

; Business Imnovation Applied.to National Needs"
has great potent].al for.:increasing technological

| innovation in the private.sector.and is worthy.

of emulation or even adopt:l.on by other federal
‘agencles :
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AND DEVELOPMENT RECOMMENDATIONS

. ADVOCACY
TASK FORCE BEILL
SECTION

JC-WG AND/OR INN-SBTF RECOMMENDATIONS -

Section 9. .

funds: from being used.to finance projects .’

».that are'-competitive with .or:duplicatory of
private sector technological developments, or

+in any other ways might prevent the establish-

- ment by.-small business of execlusive technological

:» or intellectual :properties in new areas of non-
"-defense .technological :advancement. (INN-SBTF)

. A clesr federal policy should be :
established and-enforced to prohibit:federal !

Mo parallel sectiom
in Adwvocacy Task.

There should be decreased emphasis on

! applied research in .universities, federal

laboratories. and non-profit instituticns,

"\ particularly where such applied work might

. -pre-empt. private initiative or-is- dupllcatory

D or competitive Wlth pr:\.vate sector aCthltleS

(I‘IN SBTF)

in Advocacy Task
Force Bill™

hat. - private sector individual

We recommen

'or‘corporate owners of, technology be rewarded,

through appropriate’ changes in the tax code,

 for selling, leasing or l:l.cens:mg their technology

' to amall business firms in the United States.

- In addition, we: recommend’the establishtnent of-

" companies to make their technologies avazlable' s
. for uses by others - (JC-WE)

a volunt:ary national policy: to encourage:

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

i We . recommend that there be some re-

-direction of federally-supported agriculrtural
<regearch to the develdpment of technology for
- improving the efficlency of small family farms
.and food processors: and for making food pro-

.. duction, ‘transportation, and preservation less

cap1tal and :Eos.51l fuel intensive. (JC-WG)

Section 7 (a) (S)
Depreclaticn - :
Allowance

Provide for a" twenty- five percent tax

'credzt for-research:and development related
expenditures by.small.businesses (as
-currently allowed in Canada). (INN-SBTF)

o
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ADVOCACY -
TASK "FORCE 'BILL
SECTION

No parallel ‘sgetion
in Advocacy Task:
Forc_e_Bi,_l_l__

JC-WG_AND/OR TNN-SBTF RECOMMENDATIONS
. A thordugh’ Tevision iof: ithe regulations and
operat:mgkprocedures of ‘O8SHA" a}s they relate to

; general exemptlon from OSHA, except
. where ‘the dceidenc history of a
‘particular industry or firm is sub-
stantially.‘greater: -than average, and
in such cases, the burden should be
upon OSHA t:o just:.fy action, and

o The proh:.b:.tion of first instance "
RE LT citatiuns excepc in extreme cases.
- (INN-SBTF) B

Section 6(b)1 "~ T el regulatory act:.v:.ties, the burden
should be placed upon”each regulatory agency to
--establish -a cause of concern-before requiring -
. regulatory compliance by a small business. P
Minimum levels of impact should be star_utorily
~defined thereby exempting’ small businessés in
all but extreme and’ Justl ie cases. (INK- SBTF)

of the Regulatory

Cuunci.l to include

No parallel. ..secti‘:.-t)m.
in Advocacy 'I‘ask
Force Bill-: .

e part:.cipatian ‘by-the’ Small Business
_Administratiom; . [ S

‘requiring -all~ regulatory agenciés to
balanece:the risks of a>hazard against:
the. economic . costs;*with thorcough .
considévarion of- spec:.f:l.c impacts of
proposed-regulations upen small
bus‘iness creal::l.ve processes

_,the use of performnnce standards” and.
“not:"method:standards” in those chsas
whete regulatogy Gs)ta.ndards are cleaﬂy :




.. ADVOCACY
* TASK FORCE BILL
SECTION
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REGULATORY PROCEDURES =~ =

JC-—WG AND/OR INN SBTF RECUMI‘IENDATIB‘WS

No parallel sectx
in Advocacy Task :

Foree Bill {cont’ ci) .

- Wherever poss:.ble, retum ta rellance__
: < upontstandards ‘assoplations with e
federally mandated standards being
“the last: resort, ahd

~ == imprioved congressimal oversight of
© - the“regulatory’ prodesSs as it relates
¢ to! 5ma_11 mnovatlve ibusinesses. (INN-3BTF)

Ne parallel sect:l.on
in Advocacy Task,.
Force Bill :

Prov:.de producc l:.a‘D:.l:.ty and reecall
instirance, at reasonable. costs for small businesses,
with exemptions ffom recalls except in the most
eXtreme cases; and the establishment of statutory
limits of liability for produet feilures similar

it Work_man-‘s Comp_eﬁ'satibn Insurance. (INN—‘SBTF)_

_No parallel-section -

in Adwvocacy Task -
Forece Bill .. .

We recon:mend l:ha.t small businesses be

..allowed. to deduct twice their payments for.
. regllatory advisory services.related to compliance

with federal,. state, and local regulation.
(INN-SETF) | ) D

COLUMN NOTE:  These

two sections of Task--

Force Bill haverno-
direct paralles in'-
JC-WG or INN-SBTF- -~
Reports.

All federal agencles which issue regulations
affecting small ‘business shall, insofar ag .
practicable, -issué’ them ‘s0°as to relate:® regula—

- tory burdens t6-theé relative size of the firms
< regulated, - * (ADVOCACY- TASK FORCE BILL - Section
806) TR st R -k

In cases where govemment regulations pro=-
vide for an agency to make a decision involving
a matter initiated by a swall business within
a certain time period and that decision is not
forthcoming by said deadline, it shall be assumed
with legal force that the decision is affirmative
i.e., that permission, if not denied within a

. specn.fied period, is granted and an extension,

if not denied with:m a specified period, is
approved. (ADVOCACY TASK FORCE
BILL - Section 6(b){2))
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CAPITAL AND TNVESTMENT REGOMMENDATEONS

ADVOCACY

TASK FORGE BILL—-.-'.. -

-SECTION-

Section 6%a)7

small businesse

(act wc)k‘

ieiie AND/DR" INN SRTF REcommumnous

Mod:.fy ERISA to aliow up to flve percen
pension fund-,portfollos to be :mvested, in' .
; (INN-SBTF)

We recommend. (1) that ERISA's prudent
.standard:be restated so that it is clearly
appl:.cable to:the: total portfolio of pension
“fund investments.rather than individual invest---
ments, and (2) that pension fund mmmagers
exphc:.!:ly be- permitt:ed to invest up to’fi
pércent of pens:l.on fund assets in smal

No parallel section . . . ..

in Advocacy Task

Foreéd B3ill

Encourage state :mvestmenl: pools to invest
a ‘larger percentapge af their holdings in small.

innovative businesses, (INN-SBTF)

Sectign 6(5)3 %

Exempt fr SEC registratlon offenngs of

'equ:.ty secititiss” for- innovative businesses out— *°7

lined in Recommendation-#1 of less than two

_mJ.ll:Lon dollars. (IN'\I—SBTF)

- No paféiiél"ﬁé;ti;ﬁ
in Advocacy. Task
Force Bil .

s E:;c;:ha.nge Commission:fo.specify the encourage
. ment.of. the:flow of capital-into swall innovative

Changer.the charter of  the Secu ties and

-enterprises-as, well as - ko protect the:public:
investor. (INM-SBTF) :




131
v -26-

PROCUREMENT RECOMMENDATIONS

ADVOCACY

"TASK FORCE BILL

ECTIO

JC—WG AND/DR TINN-SBTF RECDHMENDATIGNS

Sentlon 6 (a) 1

Cost sharing requirements for research and*
development awards for "smill business shall be
eliminated and negatlated fees shall be zllowed on

“fall cont acts; (INN - SBTF)

Section & (a) (2)

"No federal agency ‘shall exclude small .
jbusiness from & fair and equitable opportunity
to-colpete on a flerit besis on the same’ terms as
other participants. (INN - SBTF) s

Section'6 (a) 4 .-

Vo agency shall’ restrict opportunities for
small-businesses to submit Unselicited proposals
and shall givé such proposals a fair review based
upon their merit. Each agency shall pravide small
firms ‘opporturiities tro. rece1ve scle source

awards . (INN - SBTF) :

Mo parallel seétiom

in Advocacy Task
Force Bill - - -

S A separate set of slmpllfled Federal
Acqulsltion Regulations should be developed to
apply to small business -firms, (INN - SBTF)

No ﬁé}élléiﬂséétiénrh,

in Advocacy Task
Force Bill .. .

411 proposals submitted by smell business
must .be, awarded or declined within four months
of submission. (INN - -SBTF)

Nn;paraIlkifgééinﬁ -
.in Advocacy Task

Force Biil

. Proposal evaluatlons shall consider total
costg relative to the work propesed, and not
consider overhead or indirect cost rates due to
variations in Iinstitutional and company ac:ount-
ing practices. (INN - SBTF)

No parallel section
in Advecacy Task
Force Bill

Fee negotiations shall: take into comsideration
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 penaltles. (INN - SBTF)
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PROCUREMENT- RECOMMENDATIONS

ADVOCACY
TASE FORCE BILL .- :
" "SECTION ~ ~ ~

" JC-WG AND/OR INN-SBTF RECOMMENDATIONS

Section -6 (a).7 .

.. Every federal agency should study: policies
and procedures. that discriminate against small

:JQ businesses, and.to institute changes that will
equalize"opportunityuwithputsharming;the public

interest. (INN - STBF)

COLUMN_NOTE:. . These
two. sectlions of Task
Foree Bill have no-. - .
direct parallels in ~
JC .- WG or:INN-- SBTF-
Reports.

" The Departments of Defense and Energy and the
National-Aeronautics. and.Space Administration
shall; take additional- steps.to conduct regular
break-out reviews of all proposed large scale
systems -contracts for research and development.

Jand to seek means. of making more of this effort

available' o small business. ' {(ADVOCACY TASK

~{FORCE ‘BILL - Section.6 (a) {(5))

© AR Fedgrélfagéﬁbiesﬂlhvclved with research

- and - development. funding will develoo, 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

*7 momen-ouned and ‘minority business firms to.be.-,.

considered -for Federally funded research and

-i|development; and‘of the requirement to guide,

counsgel, and assist small firms to. strengthen
their capability to compete and insure that they

' ‘eceive ‘a-fair ‘share ‘of all Federal régearch and

ldevelopment: ¢ontracts as described in the Small
. Business Act.

‘Ev#luations ‘of procurement persontél

. performance shall include appraisals of achievement

and attitude in expanding small and minoricy .
Pusiness participation. (ADVOCACY TASX FORCE BILL'
Section 6 (a) (6)) f B ST
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PATENT RECOMVENDATIONS

ADVOCAGCY
-TASK YORCE BILL
- SECTION -

LT Ie-WG . AND/OR” IHN-SBTF RECOMMENDATEONS .

Seétiun 5 (b

.The Patent and Tradematk Office should

“develop a practical and effective computer based

search and retrieval gystem: for its own use and
Public access, with partieular concern for its

ausefulness for small business firms. (INN - SBTF)

Section 5 ()

A new mandatory re-examination procedure

should -be instituted in the Patent and Trademark

Office whereby a‘litigant who raises a defense
of invalidicy. of a patent based on new found
heretofore iuncongidered -art should first test

-the asgertion of invalidity-in the patent office-

where the. most expert cpinions exist at a much .
reduced costs,.’ . (INN - SBTF) - i

No parallel section’ -

in Advocacy: Task
" Force Bill

' Thé budget of the patent office should be

' increased sufficiéntly to allow for more thorough

searching of prior arf using the most modern
search technology. (INN - SBTF)

Section 5 (c)

* " The patent laws should be amended to . ,
recognize that the reliability of patents is a
keyatone in the commitment of funds to carry out
cotmereialization of patented inventions, and
incontestibility should be mandated after a
period of time 30 .as to result in sbsolute
reliability, except in cases of fraud, (INN - SBTF)

Section 5 (3)(1)(9)

Legislation shpuld be passed to give small
businesses title te inventions made under govern-
ment contracts, with the provision that-commer-
clalization be undertaken in a reasonable time.

If 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 1if
they invest an amcunt of capital at least
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PATENT RECOMMENDATIONS -

ADVOCACY
TASK FORCE BILL . ) : P .
SECTION T iz JG-WGE AND/OR . INN-SBTF RECOMMENDATIONS -

Section 5(3) (1) (9)
(cont d) ‘ggual ‘to the amount of the R&D award under

‘| which "the invention "ecccurred. Likewise, with

- [/invéntieons made in natichal laboratorles the

government should preferentially license small

busihess concerns.’  (INN- SBTF)

E .Small: businesses should be able to obtain
(w1th appropriate restrictions) compulsory

- i liegnses through suitablé:proceedings in cases
-z} where, uncomercial:.zed patents block entry into
new ; markets (INN—SBTF) o

Section 54d)...

No parallel- section oo The .Justxce Department should be required

in Advocacy Task to indertake competltlve' impact studies for
. Force Bill. . ~.. .| taking anti-trust- action against- small business—

R .| when a small business.is attempting to explm.t
STl | the full progerty _J.ghts__ afforded by its p

(INN SBTF)
No .parallel section. EE Treat license: roya}_tieé ag-—capital gams

in Advocacy Task _ ] instead of ordinary income, '-{INN- Sh[‘F)
Force B:Lll i v L A : e
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EXPORT AND TRADE RECOMMENDATICNS

ADVOCACY

TASK FORCE BIL!.. R EE ' i i
SECTION -~ @ "]+ JC=UG AND/OR INN-SBTF RECOMDATIONS

No parallel section Eliminate the exlsr_:l.ng t:ax 1ia'bllit1.es fcn:

in Advocaey Task overseas joint ventures in which the small

Force Bill ‘ business investment consists of a contribution

of know how and technical information. (IBH-SBTF)

Seetion 8 We recommend that the creation of Small
Business Export Trade Corporations be encouraged
by a double deduction for these corporatioms of
up to $100,000 of amnual expenses assoclated with
the exporting activities of each client, with a
loss carry-forward of .ten vears. 1In addition,
we recommend that small businesses be allowed
a double deduction of special expenses of
zzervin)g export markets up to $100,000 annually.
JC-WG -

Permit small businesses to take double
deductions of expenses directly related to
export market development. (INN-SBTF)
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DISSENTING OPINIONS

As noted earlier, the SBA Advocacy Task Force Bill
is the product of a nearly unanimous consensus of
opinionn., However, some individual menbers:of the Task
Force did express reservations about various sections

_of sthebildew The following. are ;excerpts from their
‘on “the bill. "7 S

-31-
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“Section g (Government Competition with and. Duplication of ..
Small Business Entreprénéurial Activity) dis rather broad.
Conceivably, a venture,could be privately funded on the west
coast, and unbeknownst ‘to either . the. government or west coast. -
venture, there mlght be an.egdst.coast university project being :
funded by the :government with the aim of solving.the same o
problem.” Furthermore, .the .relative.suceess for élther project
might be uncertain; and the two.efforts may be using different
technologleal approaches In. this Anstance,. I. would mot be in
favor of automatically. forclng termination of the government
sponsored research." e -

"I do feel strongly :that ‘the tax provisions are tog complicated;
and in some cases conflicting ... L.would prefer to see us -
go for something fairly simple such as (1) restoration of .the .

stock option, and (2) relief in the area of graduated corporate "

taxee for the benefit of . small Jbusinesses." .

"It is my feeling that far too much emphasis has been placed
. on technical aspects of patent reform and special small busi-
ness concessions, n 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 1mportance

"Section 5(&)(5) seens o me to be unwxeldy, virtually s
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) vears if repayment of

original funding should be required A concept basically similar
ta a contract subJect to. renegotiation .

"In Section 7.4a) (1Y (deferment of equity, investments) I would
like to attach some limitatioms to the .roll-over provisions.
First, I think it should appiy only te individuals, not
corporations. . Second, T -think there should be ceilings; i.e.
the roll-over amount for any single inves tment -should be
limited to $100,000 or three times ‘the amount of the original
investment, whichever flgure is greater Beyond that, ordinary
capital gains rates cam apply." . .

"Section 5(a)8 - strike if possible.”
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"I am troublediby :the-glaring ‘de-emphadis- “th
formation) has received. ‘‘Acdcégs td-eaplfal-
a proper mix-of-debt and equity’ ‘capital “that is’ “éon;
with a given sfirm"s “cash- flow generating’ capabilit
“single most driticdl - factor ‘Goneéining ‘the -formati
development of teéchnology based, “small bugine:
believe that’ the<"b111" ‘devoted “£oo mich - attént on -to “th
patents issue with 1z “th i At [
remain as patenta 'and niot’ products ‘unless:
and small compahiésd have: sufficient ‘access ito start- up
expansion capital.”

"Just a pro’forma’éomment ‘of the-definitidn of '§mall business”
I feel that“it: should be mited" to companies wit:h 100 B
employees or- es‘s

"You may recall that (I) questianed the validity a.nd obJected -
to the priority given by our Adv:.sory Com:.ttee to the reduction
1 e : .

In Section 5(a) (5) - “w1th -respect to $2 million of ‘gross revenue
and products ‘employing ‘patefited items, -some ‘récogniticns’ ‘shétld
be made of the value of ‘the paténted ftems in'‘rélation to' the '
whole. For instance, the invention may be a $20 value, which |
is part of a $300,000 :jet ‘alrcrfaft -dnglue aid the $2° millio S
test should certainly relate moTe ‘closely to the ‘quantify of -~ 7~

$20 parts sold than to the quantity of aircraft
incorporating the part sold

“Also, I repeat my reservations about l:he el:l.t:.sm imp’.].icit in
the use of the term 'innovative small businesses.' All o
small businesses should bé dedimed to have: m.novative potential -
i.e., ability ‘to 1mprove productiv y: and ‘crea L

"Governuent ahould respect proprietary :.nforma ion submitted as’ Pe
part of proposals for contracts “and unless dnformatio i Cai be
shown to be:in the ‘public domain; shall ript divilgé ‘oruse
1 valdation fthe submitted

proposal. Under no circumstances shall thi
. used as the basis of another RFP.,"

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

"In Section 7(d) - cannot agree that companies should be
allowed to include up to 100 investors, Too many.
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. BIOGRAPHIES

i /MEMBERS OF .- L
- SBA ADVOCACY TASK FORCE S

Milton Bevingtnn

B.8. in Chemical Engineering, M. I TV, MBA I Harvard
Business. School.  Preaident -and CEO. of Servidyne, Inc.;
former Executive Vice President of The Trane Co.

- SERVIDYNE: '~

Founded in Atlanta in 1966, Supplies total energy -
_management services to industrial, commercial, and
. fnstitutional services. <Clients are nationwide and
“in over 20 férelgn countriés. ‘Headquartered in

Atlanta, the’ company has “13 offices located throughout
the comntry.. ..

N, Paul Bosted

! 'M 8. in Physics, Sr Fellow - Mellon Institute,
.-Pittsburgh Pa, Nine years - International Rectifler
Corp., as-President, ‘Five years as an Intemmational
‘Technical Consultant.. Joined Sun Systems in- 1976,
Serves ag Preaident Expert J.‘n the field of electronics.

SUN SYSTEMS L

" Founded i'n 1971. special:l.zes in sophisticated digital
electronic:instruments for govermment ingtallations,
NASA and several Nuclear Energy plants. - Clients
include GE, TInternationel Harvester, Westinghouse.
Presently have 12 employees. Size of-business -
$500 000 gross. B

Willien Chendler AN

Oregon State University, American Graduate School
of International Management.. Fowider and President
‘of Bay Venture Managesent, San Francisco, Calif.
Formerly dssoclated with Federal Reserve Bank

3 Raytheon, Verifle Corp., and Westemm Growth Fund,

BAY VENTURE MANAGEMENT:

Qrganized in late 1975 as a venture development
= firm dealing with start-up companies in the bay area.
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Dan Cronin:

‘Ampersand Asgociates, a venture capital firm.

B.A. Harvard, Economics, Cum Laude, 1950
Advanced Management Course, Harvard Vlce
President, Small Business Assoc:.atlon of New
England. TFormerly salesmsn, manager and then
Pregident of small hospital supply co., which___
merged in 1968 with a large company with .150.° A

employees and 5 million in business. In, 197&

Assist: ‘to the'-then.Se

etary

Elliot 1chardson 1877 joined

Also served on SBA Regional Advisory Council.. .

AMPERSAND AS SOCIATES

" “Yenture Capitsl firm with 1nvestme4 ts ¥

i
1-1/2 million to 100 million.. Cne client, :I.s #2

. in. the’ electron:l.c ‘cash | reglster business

‘W. Daniels:

Al fred G.

E.E. Graduate of Arizona State University',;.i!"aféarad:: h
Law School, -also: served . as an Assistant Dean. at

- Harvard. - Nice :President, New England, HH. Aerospace
~Design Co:., Inc. - :An officer and rated: airline

. transport: pllot;,f_ he has served.in both:command and
tstaff R&D pogitions in the U.S5. Air Force:where he

also earned four Air Medasls with 200 missions in
Viet Wam. Received the 1,000 Hour Sabreliner’: . °
Flight Award. I’re51dent Black Corporation, Presidents

. of - New England ine. ;- ‘and. 2 member. of the. Board of
v Directors, Smaller Busuness Associaticn of New

-England Inc
HH AEROSPACE DESIGN CO INC.: 7 -

‘ ‘capablllt:.es include R&D studies, economic analys:Ls

" design and
electronics “and transportatinn plarming, 1nclud1ng
.surface systems tegts and evaluat:l.on L

A .consulting firm egtablished in. 1974, 1ncorpdrated .
.in the State of Kew York. A 100% minority-owned

corporation, sexrving the Eastem Seaboard. HHA'g" -~

g:l.neerlng EEI’V’iCES in aerospace,




141

S -37-

Dr. Orrie Friedman:

Ph.Di Chemistry: - McGill University, 1944, Former
Professor of Chemiatry - Brandeis University Left

“to organize Collaborative Research, Ine., in 1962.
‘Hag " served ag Président & Science Director since

its/inception. -His contributions to bio-medical

résearch. are included in over 99° science publications,
Well kmown’ for basic discoveries incancer ‘chemo-
therapy. Served:on a number- of Advisory Ctes at NIH.
Member, Office’ and:Director of several corporat:e,
philanthropist and professional organizations.

QOLLABORATIVE RESEARCH, INC.:

A high techndlogy company with interests primarily
in bio-medies and research -and development.- Organized
in 1962 to undertake sponsoiéd resesich,  the company

congists of two clogely integrated- operating divisions:

; Research and Pharmacutical Products, and-a central

Research’Division. : Company has - expert:ise in a number

. of areas a8 the cutting edge of new cell and molecular

biological technology.

Edward Gaffney:

Michigan Technology University, Mechanical Engineering.

-Developéd :and patented the cushion-lift chair:

Awarded U.8, Small Business Person of the.¥ear in 1978,
and S5mall’ Business ‘Man of Wisconsin in:1977. Pres:Ldent

.and Founder of Ortho-Kineties.. -Gurrently Vice President
~.of :Independent :Buginess sssociation of: Wiscongin.

- :Member of. Wisconsin Legislat:we Counc11 Subcom:l.ttee
2L 0n Small Business : ;

* ORTH

-KINETICS: .

' =;F'cm,miecl in 1963. small h:l.gh technology based firm,

speclalizing in research and development and.manu-. ..
facture of fhe cushion 1ift seat and childrens' care:

. Seats. Currently employs 50 people,
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Clyde ®, Goodheart:

--B.8; in: Biology, Northwestern University, MD.- :
= - Northwestern Medieal. School,: MS; - Northwestern:
. - Graduate School.. Three years.at: California Institute
- of Technology in Post-Doctoral. Fellowship.:. Assistant
Professor and. Associate Professor, Department.of
_-Fediatrics, University of; Southern: California . Medical
. 8choel, Children's: Hospital of Los Angeles. ~Well
~known. for-his work in cancer research, Dr. Gopdheart
has.been Involved in bio-medical studies and has

weitten: many scientific. articles. . - -

BIO LABS, INC,: e e e _
. *Pounded in July, 1970 by Dr. Clyde R. Goodheart, it
1. -.serves.government and industry through contract:
. ... research, -product development programs,:quality:
w. ¢ control. testing, industrial microbiology.  Current
.research areas include tissue-culture work,.immmology,
..:biochemical and biophysical work. with. virvses..:

Sidney Green:

-B.S.:University.of:Missouri in Mechanical Enginéering,
M.S:-University of-Pittsburgh, .attended University of
.Pénnsylvanla Graduate:School: & recéeived. the degree of
-Engineer. in Engineering :Mechmanics from -Stanford University
Formerly -with Wéstinghouse Electric Company Research Labs,
* General Motors:Defense Research Labs, & GM-Techmical

Center, President & Chief Executive 0fficer-of:-Terra

Tek, he is active on many govemnmment committees & -

professional societies. Published over 40 open .- ...7
- literature papers and reports, holds several patents.

TeRRA TR

Founded in 1970 as & for-profit company, a springoff
venture pursuing application of ideas primarily Initiated
at the University of Utah. Recopnized as a leader in
problem-solving applications involving rock mechanics,
the geosciences and associated technology, and for its
practical application of material sciences. Main lines
of businesa include R&D, manufacture of sophisticated
servocontrolied computer interfaced test. systems, -
full-scale testing of drilling, mining and exploitation
.of new ventures. .
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‘Harold Guller:

Washington University School of Engineering.
President and Chairman of the Board of Essex T
Cryogenics Industiies, Inec., and President of -
.its wholly owned subSJ.diarles Essex .Cryogenics
of Missouri,” Inc., Higgs, Serew Prodicts, Propellex
Coxp.,  and Essex Precls:l.on Controls,. Ine., . Serves as
. __,Cba:.rman of “the St . Louls District. Adv:.sury ‘Couneil
~“of the Small Business ‘Administration.  Membér -of
warious local and reglonal adv:l.sory and technieal
"comm.ttees an ral c:va.c organizat:l.ons :

ESSEX CRYOGENICS INDUS’I‘RIES INC

Des:l.gns and produces hydraul:l.c, leimatic fuel,’
electronic and electromechanical components and
subsystems for aircraft applications: -Selécted asi:
the Small Business Prime Contractor of 1971 for
+Region-VIT, Small’ Business Bubcontractor of 19372
. for Region :«VII; Bma¥l Business Subcontrdectdr of
1973 for: Reglcm VIiivand Natienal Small BusmeSS
Subcontractur uf the Yea.r 1973 :

Dr. Eugene Haddad:

" B.S. Engineering Physics, Alabama Polytechnic
Institute of Technology, M.5. in Physics,
University of California, Ph.D., University of
Utah. Formerly staff member of Los Alamos
Scientific Laboratory and AEC Research Division.
1966-1967 Visiting Professor of Physics, Cathollc .
University., 1968-1969 Assistant to Deputy - N
Director. of 8 :.ence and Technology, U.s. Defense

4 :

Industries Corp. Member of several profess:.enal
and honorary societies. Has pubhshed numerous
papers in scientiflc journals. .*

COLUMZBIA SCIENT\FIC OORPORATION' ot

The main’ thrust:-" f the company ‘is ine the de31gn
and manufacture: of:high quality -environmental and
safety equipment. The company also conducts
' research for federal, state and local governments,
as well as the private sec¢tor. Loecated in Austin,
Texas, the company employs 85 people and has an
annual sales volume of approximately $4.5 million.

-

i
>
]
'
i



Roger Hill:

144

40~

B Brown Unlvers:l.ty,_ M $. Elee; Engr )

" Northwestern University, Docrorate :studies ‘at’

GETTYS MANUFACTURING . i.

Northwestern® Hnlversity mall Busmess‘ person
‘of ‘the'Yedr in-State of Wisconsin, 1978, Member
‘of Indeépendent Business’ Associatmn of Wisconsin,

‘“Special Committee’ on Small: Business of Wisconsin

Legislative Couneil, First Nattondl Bank Board of

_Directors, International Trade..Subcommittee of. the:

Chambex of Commerce of-the U5, Instltut:e of ’

Founded Hn 1959 by Roger Gett‘.ys Hill ‘as.a. three—
persen -engineering and consulting - firm;and later
dynamically. expanded into-an international; multi-
million dollar enterprise with subsidiaries.in )

_England, Germany and Italy. Today, Gettys and its

" 1icensee supply over 507 of the world DC servo drive

Robert Hillas:"

-market. In 1965 introduced world's first all-electronic

three-dimenzional tracer.

. WARBURG, PINCUS, &’

‘larger private venture ‘capital” pools in the

Specialists in financial services.:. tme of the

coumtry. . -Desl with -start-up money. - partlcularly

ninp 1arge ; ubllcly held compam.es
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Patrick Lannotta

Majored in Econotu.:l.cs Queens College, Member,
yIreasury Advisory Councll .Hew York. State
'Governérs- High Teekinclogy: ‘Tagk Foreei; “Préaident -
f Ecolotrol for past ten year§.

; Foun ed in; 1969 de eloped a standa_ dize.d treatment
system for mdustr:.al Maste water: and.minicipal

- sewage.. Number .of pl.;-.nts in des:Lgn &, construction
throughcut the world. Currently commercxalizing
" ‘sophisticated instruments and control, devices in
the energy area. Ecolotrol holds several patents

Charles G. James:

2 B.8. i Bowllng Green

.. Btate Um.versity Treasurer and member of;Board

of. Directors, The; :Sea.Pines :Company,- Hilton Head,

: i Staff,person, Laurance S; Rockefeller,

New York.. Group Vice Pres:l,dent of Helzer. Corporation
Chicage,’ Illinois yenture. capital: firm, . currently
with Battelle: "Memo1 ial ;Ingtitute, :Columbus, Ohic, as

- Pregident of Scientific Advances,.Ing., a wholly-
owned $ubsidiary of Batelle. STl

SCIENTIFIC ADVANCES INC.

Provides. financial, management and technlcal support
for “conpanies or prOJects or:.ginating wrthln ot
Wwithout Battelle a whollyowned subsldiary of Battelle
Memorial Institute Col(mbus, Ohlo -8A1 was conceived
‘ds a source for® short i product:mn ma¥keting and
eventual - dispos:l.t:l.on of unique’ attelle ‘developed
products; ‘5Al hag shifted to the ‘formati
of e ventures ‘to Lntroduce 1nnovative

Paul Kell ey’

Harvard MBA Northeastern Un:l.ver . -Ts*a doctoral
candidate at Boston Unive¥sity.! " I& respnns:.‘ble for
implementing the Massachusetts Technology Development
Corporation Revolving Lean Fund program. Has been
personally involved In several turn-around situations
and technology-based start-ups. He was instrumental
in putting together the financial packages for over
40 successful start-up, technoleogy-based companies.
President of SUN Community Development Corp. and is
the Senior Lecturer im the Venture Development
Program at Boston State College.
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A publ:l.c-purpose development finance mechanism
- established by an act of the Massachusetts State
Legislature in July 1978. Has the dual-eapability
to provide management and direct financial assistance
-to'early-stage,: teehnology-based -small-businesses
‘In Massdchusettd, * ‘The MIDC-éan provide seed capital
K I comercialige new ‘technologles which will foster
timary job''cr atian. an revenues

and exports

‘Gilbert V. Levin{™

B.E., The Jolms Hopkins Unlversity, 19#7 M. S 1948
< Ph D ~1963 , Envirconmental: Englneering © -Pr931dent
and Founder *Chalrman~of the: Board® ‘of: Directors,
‘Biospherics:iIni R ;o Formerly Dlrector,
“Life Systems
“Hagelton Labs
than- 331-p&tent
-water’ and in
science’ associations &
technical publications. -

f. - ‘Member, -Board: of ‘Directors,

Py Falls: Church ‘Va, “Holds more
biologl 1t treatment ‘of waste-
obiologyl Membér of ‘several honorary
£ appro .mately 100

BIOSPHERICS INCORPORATED: . -

ontrol anrl healt i the. ;ah o atory Di.,.ision which
pérforms - ‘contract resea‘rch‘_and develot
senvironmental and health Eroblems, de: elops Biospherics
proprietary products in theseé aiéas and offers
B T “commercial analytical-setvices in chemistry, bie="

: chemistry, microbiclogy, pesticides, and .toxic .. -
substances; the Science Writing Division which writes
sedits,; produces and dlsseminates'. nformation in these
¥ of 1nterest 8 Lot ; '
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Harold K. Lonsdale

.. B.8, Chemistry,. Rutgers University. 1953.. Ph.D in
“ Phy aic al’ Chemlstry, Pemnsylvania State University,
’1957 ‘Pormerly, Nutlear, Research Officer, U.S5. Air
" Force, staff menber, Reseatrch and Development
Laboratory. Genexal Atomit C&.° , Principal Scientist,
ALZA Corp., and Visiting sclentlst Max; Planck:
Institute of Biophysicsy Frankfurt West Germany;
and the Weizmann Ingtitute_ of Science Rehovot,
&, Prasidént’ of’ Bend Regearch

] ‘e 7. Chemical
fety; Editoria; .
and’ Editor of the” Jéuthal of Membrance Sclence

_AdJunct Professor, Oregon State Univer51ty Author
i “of many publicatlons

BEND RESEARCH, -INC:-

c Is a young firm engaged in contract research and =
.. development -for, industry. and government. Their
o f::.eld £ expertise ig membrance sclence a.nd technology.

T

David T. Morgenthaler

'Massachusetts Iha 1tute of Technology, B. S , M.S.

"~ {mechanical engineering), Licensed ProfESSLDnal
“Erigineex. Ptesently, Senlor Partrnér, Morgenthaler
“Agspclates gince 1969. Formerly with Foseco, Inc.

88 President’ and Vice President of . Delavan’ Manufaect-

~uring Co. | _Chalrman “National . Véntire, .Gapital
“Assbeiation,” Holda dlrecforshlps with Autierous

companies throughout the country and member of several
cilvic and regional orgam.zat:.ons LA

MDRGENTHALER ASSOCIATES

A privat venture C&Pltal:flrm founded in 1968 by
David Morgenthaler. Tha company 5. obJectxve is to
‘obtaln subsfantial lon"term gains by -investing in

[ mpanle ‘which offex somé Kind &f prop¥ietary pro-
duct or servige, .. It"invests ‘thrgughout Noréh Amerieca
‘and isinterested 17types of business.: The
“firm's normal (inveéstment size. ranges from $100,000

. to $300 000 ing given investment . e
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George W. Mur]gh_\[:

"B.S.,” Fordnam, 1960.
by TEM 0 various
970 Pre31de' “and’ Chi

“From 1958 to. 19 70- employed
eting an _anagement positions.
i fficer of

“_Is the 1ndustry teade:
and- product:.on of
‘sq.mulatlon devices

Programs.

Dr. Arthur S Obe ymIyer:

B.A. with High H
““PhD. *in” Chemi s try M I.T.

SN ; - e P
i NBT -followships-. . Presldent and- :Eounder of -Moleculon-

Research Corporation Founder and f:l.rst Chairman.
of the Besearch Management Association. Currently
. Vice President of the American Association of Smaill
Has served in® varioug ecapacities
n-the Associatlon of; Techn:.cal Professic als, Boston
i : i an. Sc:l.entists
ion ‘of New England.
‘upon by ‘the Federa}. d Massa-
§.to serve in.an dvisory

Specz.allzes in. research, dévelopmént. and” o 1ting
in chemistry and allied fields. These services
Tange. from"- feas:l.b:.lity = 8 ind” product develop-
1 solving, . chemical ;igm .
3 S

se materials ,
se.paretions

Vapo:cs .
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Dr. Judith H. Obeymeyer: WL

O mathemat:l.cs, Carnegie -~ Mellon Um.vers:.ty.
“Ph.D. in’ Mathematics, Harvard University,
: AsBsistant: Professor) 1960~1966 Wellesley
_-College In:1978: tZught mathematics’ at: the
Lo Undversity: of Massachusetts. Reciplent of four
NSF: Fellowships, Since’ 1968 ‘Trustee ‘and’ Manager
) . of-‘Technology Really:Trust.  Hasserved: in a
< : . © . puiiber of capacities-with Moleculon Research
: Corporaticon for the last fifteen years. Has
served as officer and on thé board of numerdus
civie and charitable organizations and is a
- membet-of several honorary and profess:.onal
4 - B socxetles e

MGLEGU'LON RESERACH CORPORATION

k "Spec:Lalizes “in research development and consulting
- in chemistry aud ‘alliéd fields. - These services
range from feasibility : ‘studies and product develop-
meht to problem solving, chemlcal engineering investi-
‘gationg, and process development... Moleculon makes
i Poroplastic R fili and powder.. Product.applicatiems-
include: controlled release materials,: dermatological
preparations, membrane separations for hydro-metallurgy
and impurity removal from waste water, and coloxr
change monitoring of toxic vapotrs.

Tom Perk:.ns

“Degree in Elegtrlcal Engineering, Massachusetts Institute
- of Technology, M.B.A.,~Harvard Graduate School of
‘Business” Administration’ - Venture- Capl.ta'i:l.st with
‘Kleiner, Perkins) Caufield; & Byers, San Francisco,
Dirvector, National Venture Capital: Assoclatlon, past
Pres:l.dent Western  Assoclation of Venture Capitalists.
Co-founder: of Optics Technology and fourided University
Laboratories which became the leading producer of
inexpena:l.ve gas lasers " L

KLEI.NER PERK NS CAUFIELD & BYER.S

©An activ ‘venture capital parmership wir.h a
capltalization of ' $15 mif}lion. ‘Investments typically
~range’ from a minimum of $200, 000 to’ g maximum of
R “81 million They seek- oppartunities with the
¥ .7 potentlal to achieve significant sharés‘of high
v growth markets)’ " Exdmples: computérs & computer
. peripheralg,- dffice ‘equipment, medical products and
instruments,’ mlerobiology, gendétic engineering, tele-
commmications, semiconductors, 1a.ser & opties, and
pollution ccmtrol

|
]
1
1
b
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Harry D. Richardson:

SCMP -~ Harvard. University,: 19765 M8 - Engmeer:mg,
‘Unlversity of Alabama, 3950; BS. - Mechanical-
‘ Electrical: Eng:.neerlng, Loulsia.na Polytechnie
sInstitute,. 1941, . Chafrman and President: of Nuclear
. Systems,: Inc :|.rsce 1971..: Currently consulting

. Professor to Louisiana State Iniversity... Member
;. of the Board of Directors of several companies
o and, member of - numerous profess:.onal societles

NUCLEAR SYSTEMS INC -

. -ily it is
engaged in (1) developxng, manufactur:mg, and
marketing eguipment using radicisotopes, (2)
environmental and:gquality:control-testing:. ;w
electronic comporents, ahd (3) developing;
facturing, and,-imark,e__ting, products; for management

. and:.conservation of:energy in homes .and: small

“eommerical: buildings. ; In 1979 ; the sales volume

ig: estinated to. exceed:$6 million. . There are 250

mployees located dn .six -_U_-.‘,_S.r,locat:.ons .and one

manufacturing plant. in Mexico. HNSI is = publlc
ccmpany wzth nearly -500 sl:ockholders :

" Wélter DI Syniuta:

Se.D - M.I.T., Mechanical Engineering, M Sc Queens
- University, B.Sc, Queens; Uniyersity. President Advanced
Mechanical Technology, Formerly with Scientific
Energy Systems Corp ». Assistant & Associate Professoxr
£ Méchanical Engineering, . M:.1.T., Engineering Consultant,
velopment. Engineer & Vlbratlon Engs.neer Mewber of
rariots professional soc:l.et:l.es & author. ‘of several
ubllcaticps ?elating o h:.s expert:.se in the field

: ADVA.NCED I'IECI-LANICAL TECHNOLOGY INC

3 A Massachusetts corporation engaged in’ R & D “gnd
C cmanufacturing of: instrumentation.. -Engaged In R&D in
-the. field of energy conversion.systems, with current
development’ programs in. gas-fired hot water heaters,
. gas-fired: resident:.al spagce hea.t'lng, waste-heat
- TECOVEry sys\‘:ems, a novel heat-actuated, .heat-pump
based on.the Stizrling cycle, use of.ceramics in heat
_engines.,, .and, hea
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Bruno 0. Weinschel:

Dr. Engineering degree from the Technische Hochschule,
Munich, Germany...Since.1952; -President of the
We:l.nschel Eng:meerlng Ca \--'-Inc “He'is known for
-hils work ifi the state of the drt of insertiomn-loss
- -microwave measurement. Serves as Director of the
. Precision Measurements Agsociation. A Fellow in
the Institution of Electrical Engineers. Editorial
review boards of The Microwave Journal and Microwave
Systems Wews. Author or co-author of forty journal
.,.articles and inventor or co~inventor of twenty

"ﬁﬁiﬁsmﬁ."E'NCI'\iE'ERING'-'COMPANf ; INC.i .

vy 1eader in ‘the de31gn and manufacture of high quality
_instruments and [componients for ise .throughout the

- mierowave industry. . Known ‘worldwide f£or their precislon
Land qualit y ..Contributor to the advancement of micro-

Srave . technology. Completé in-house, totally integrated

'_‘englneer:mg, mach:.ning and assembly, with :Lnspection

and test procedures in.Gai} hersburg,_ d

‘Robert F. Zicarelli:

. .B.5. and MBA - Northwestern Uhlversity Has been
;;“with Northwest ‘Gréwth Fund, Ine. for 13 years,

" having joined/NWGF as Vice Prekident and Director
© dn 1961.. . Hig investments in wentur capital
Zh=experiences gpan 30 yea¥s. A’ member ‘of - the Board
- of Governoxs..of Natlonal Assocxatlon of Small
Business Investmenit Co., i, an
of Directors, National. Venture Capital A

Past President of Regional ‘SBIC Assodiation and
- member-of 8BA Watilonal -Advisory Council. - -~

NORTHWEST GROWTH FUND:

Fcunded in 1961 Cit” 1s an SBIC e
Minneapolis w1th offlces in. Denver -and Portand.
~Itiis’a wholly—owned subsldlary of Northwest
.Ban Corporation. It has assets: in excess of $40
-million and invéstments in more. than .50 11
~businesses, employing over .15, 000 pecple... NWGF
~has 'invested. in a:b¥oad range of apparel and
pErsonal product‘ .electronics basic manufacturlng,
communications, 1ndustr131 ahd consimer services.
One of the largest SBIC's in the country actively
dedicated to venture capital funding.
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“Pexds ‘A&M; Summa Cim Laude Graduate eoTgia
Institute of Technology, 1950. Serves-as
Chairman of the Board &. Chief . Executive Officer
of the Wayne H, Coloney:Co.. Tallahassee; Florida. .

. Formerly associated wlth Barrett, Daffin & Coloney,

- ad JIE. Greiner & Co. ‘I‘empa professional

Tonal & phllanthropi

in “the ‘World “and in “the ‘South “and- Southwest.

Mr. Coloney holds several patents and has published
articles related to his extensive interest in know-
ledge of land planning, transportation facilities,
drainage and air pollutien and historical renovation.

WAYNE H. COLONEY COMPANY:

- fgn. ~Gre
19707t presently 2003
Control,.‘ itatlon 1975, SBA~ Reglonal Primé Contractor
ed in op 500 de51gn irms chosen
-H111 mag" 1n = -

B.A, from Swarthmore College M.5. from Columbia
iversity, mechanical engineerlng studies at Brooklyn
“Polytechnic Institute. Currently)-President of REFAC
‘ Tectlmology Development Corporation of ‘Bew York City.

airman ‘of” riptomatlc, Inc:, Phlladelphla Pa.,

an’ ‘Ine., & “Hest Palm Beach, Florida

mpany, Chairman Electronic Research
Moonach:l.e New Jersey, a ‘manufacturer
“and” loud: + ' "Chaixman of REFAC
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Electronics Corp., Barkhamsted, Conh),” maAufdctiiter
. of microminiature display devices and awitches.
'_Serves on Department of Commerce, Advisory Committee

REFAC TECHNOLOGY DEVELOPME.NT CORPORATION

Since 1952, this’ ‘tompany’ st principal’ buslness has

been’ 1nternational ‘technology ‘transfer -= the creation
af manufacturing licénses ‘and joint ventures as a
“means for client manufacturers td enter export markets.
Yost REFAC clients are smallex’ coupanies” that have
'SPEClallZEd 1ndustr1&1 products rjmanufacturlng
processes .

George Lockwoaod !

B8, dn Civil Enginee:;mg, Northwestern Un;.versity
M.B.A.~ -Harvard -University.,. Currently Presldent &
Founder .of Monterey Abalone Farm, Foundet of Monterey
Kelp Corporation’ wﬁlch was- acquired by Merck & Co.,

Inc. Formerly with Global Marine, a picneer firm in i
off-ghore il well drillinig. M. Lockwood holds several
patents in his varied backgrowmd including electronics
& electronics manufacturing, oceancgraphy & oceanography
engineering, civil engineering, heayy construction & -

chemical processes.

MONTEREY ABALONE FARM:

Founded in 1972, specializes in domesticating the
abalone species of the marine snail in California. In
the firgt part of its history the company:.did extensive
research in biological, env1ronmenta1”& nutritional

. factors .relative to -commerclalization. ' Currently under-
-going a major expansion.of its operations

i
8
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Duane. D. Pearsall:

,B 8. from Unlver51ty of Denver, ‘Cormy cial Engineering.
General Motors. Inatitute..  Foumder.and: President of
the Small Business’ Development Corporation. Previously
founded and was Pregsident. of ‘the Pearsall Compan
(1955-1966) “and of-Statitrol Corporatiom™(1964-1977).
..Member of several professional societies.. Member of
Execut:we_ Comittee ‘and Board of. D:Lrectors of Denver
_and Council of Small Business of
. roe of the u.5%, Reg:l.onal Vice
; an. for Small Business,. N.W. ‘Region.. Serves on
B A ,Colo::ado District, Adv1sory Council and M.F.I.B.
Action Council Committee. Has pu‘bl:l.shed several
technical papers. Colorade Small Business Person of
~the Year =-1976. ~National~ Small Business Person: of
the Year - 1976. Outstanding Citizen Award Mile High
Sertoma Club - 1978. Serves on the Board of Directors
of several companies and organizatiocns.

‘SMALL BUSINESS DEVELOPMENT CORPORATTON:

small: ‘business ‘and:-to organlze i:stronget¥ voice for
LI bus:.ness i Federalslegislatlon

- A B Columb:.a Un:.ve.rSLty, J eorge Washingion
University. *‘Lecturer, Patent) Trademark: & Copy-

.right Law, Georgetwon University, 1974-present.

Executive Vice President of the Naticnal Patent

. . Council, Inc., Chairman of the Board of Trustees

; i of the National Small Business Assoec., 1979.

i a President, Erdo Co., Member of various legal &

| - scientific assoclations and the bar of V.A., D.C.,

i . Supreme Court and Court of Customs and Patent

~Appeals.
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Robert C. Sgringborn

B, S Unlversity of Illlnois, 1954 Ph d Orga.nic ’
chemistry Cornell University, 1954 Since.. 1972
Chairman and President of Springborn Laboratéries, Inc.
o Formerly, Chalrman and President of General Economi.c
Corporation; Vide President,  Chemical Group and
General Manager of New Ventures Division, W.R. Grace;

+: ‘General- Manager, Food and Chemicals Division,zlqnics,
-:Inewy. and Viee ‘President, -Technieal Director, Ohio

Rubber Division of Eagle-Picher:Industries, Inec.

Hold several patents in the field of high polymers.

. ‘Sevéxalipdpers .on: entrepreneurship. Member.of
‘mumerous professional, ‘civie honorary societies.

Chairman of theé Coalition of Small- Technical Buslnesses.

f.SPRINGBORN LABORATORIES INC

~:Ts an’ internatzonally orlented employee-awned

~:company. ~Serving .the chemlcal:- and allied products
industry with speclal expertise-in high polymers
offlees in the U.S., Europe and Asia
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