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Duane..D. Pears all:.

B 8. ftom Tniv s-:l.ty of Denver, Comm c:.al Engineering.
Ge'nera.I Motors Institute. - Fournder. and President of
© the Small Business Development Corporation. Prevlously
founded and was-President:of ‘the FPearsall Company
{1955-1966) and of Statitrol Corporation-(1964-1977).
Menber of seveyal professional societies.: Member of
.Executive Committee. and Board of. D;rectors of Denver
..Chamber, of Comm.er and Councll .of 8mall Business of
the_ Chanber of 'Commerce of the U.S,, Regional Vice
Chairmai for, Small Business, N.W, Reglon Serves on
: Coloradp Distrie ; Advisory. Council and M.F.I.B.
““Aetion Couneil Committee. - Has publ:l.shed several
technical papers. Colorado 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 organizations.

'SMALL BUSINESS DEVELOPMENT CORPORATION :

LAl Thigogas - formed €6 support “three ‘activities - ‘as
- cconsultant 1o’ emall businesses, as “an dnvestor in
1-business -and:to organize d.stromger voice for
iall: bus:.ness in Federa

Dy George_Washlngton

UanEIBlty ‘Tiecturer, Patent; .Trademark.& Copy-
.right Law, Georgetwon University 1974-present.

" ‘Executive Vice President of the National Patent
Council, Inc., Chairman of the Board of Trustees
of -the Naticnal Small Business Assoe., 1979.
President, Exde Co., Member of various legal &

“seientific associations and the bar of V.A., D.C.,
Supreme GCourt and Court of Customs and Patent
‘Appeals.
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MEMIBERS OF ‘COMMERCE NNOVATION
3 SMALL BUS NESS "TASK F RCE"

Mr Wayne Goloney

“ Texds A&M Smnma Cum Laude Graduate Georgia
Institute of Technology, 1950. Serves ‘as
Chalrman of the Board & Chief Executive Officer
of the Wayne H. Coloney Co.’; Tallahassee,. Florida.

, Formerly associated w:.th Barrett, .Daffln & Coloney,
and J.E, ‘Gréiner & Co., Tampa.
ineer ‘certified 1;1 Florida, : r :
‘and -North-Carolina: ™ Member'of Américan ‘Society -of
Civil Engineers, Ngtional Soci of 'Professional
Engineers arnd numerous other’ i at:l.ons both
- professidnal & ph:.lanthropic. : 3

in “the ‘World &id in the South “drnd 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 pollution and historical rencovation.

WAYNE H. COLONEY COMPANY:

Founded 1n 1970 as’ 3 bréadzbased engzneerlng firm
d structiral] mechanical and’ legal
“Tand

1972 < Pollution
1 Prlme Contractor

1 Y, mechanical engineer:mg studiegs at Brooklyn
Eolyte.chnlc ‘Institute! Currently;" -President of REFAC
ology Development Corporation of New York City.
£ ngjlptomatic, Inc , Philadelphla, Pa.,

JiD. 8 Inc' \"&"West Palm Beach, Florida
Chaiymanj, Electronie Research
Moonach:.e New Jersey, a ‘manufacturer
and ‘1 dspeakers ““Chairman of REFAC
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Harry b. Richardscon:

- 8CMP - Harvard University,: 1976 M- Englneer:l.ng,
'=Un1ver81ty of Alabama,; 1950; BS -1 Mechanical~-
Electrical: Engineer:mg, Louls:.ana Polytechnic
‘Institute, 194l: . Chairman- and Fresident: of Nuclear
----- 21 Systems., Inc smce‘:lB.?-l-.,'Current_ly-;,co;:;,sulting
ERTEEE Professor to Louisiana State University.:: Member
of the Board of Directors. of several companles
- and. men‘ber uf numerous profESSLmal soc:.etles

"JUCLEAR SYSTEMS! INC .

‘.Is a small technology company Er:l.marily it is
engaged in- (1) developlng. manufactur:l.ng. and
marketing equipment using radiolsotopes, (2)
environmental and-guality:control testing. .
electronic components’, aAd 3y developing; man-

nioluncn facturing, andomarketing. products for management

Go0h . andconservation of. energy.in ‘homes .and small -
commerical- buildings.: : In 1979, the .sales volume
ig:estimated -to ex_cé‘ed 46 -million... There are 250
employees located dn ‘.six-U-.-S.-.‘locat:Lons .and one
“manufactiring plant in Mexico. N3I is a publ:Lc
company with, nearly 500 stockholders .

Walter D. Symiuta: "~

Se.D -~ M.I.T., Mechanical Engineering, M:5¢, Queens

,Unlversity, B Sc, Queens.University. Preslde.nt Advanced
Mechenical Technology, Iac. . Formerly with Scientific

. Energy- Sys tems . Corp /Aasistant & Asgociate Professor

.of. Mechanieal Eng:.neer:mg TM.ILT. Eng:l.neer:l.ng Consultant,

.Development Engineer & Vibration Eng:n.neer Mewber of
arious professional socleties & author of several

ublications 'relatlng to his. expertlse in the field
; of electron mcroscoPy )

ADVANCED MECHANICAL TECHNOLOGY CING.:

A Massachusetts corpora.t:mn engaged in’ R & D, end
;manufacturing of. instrumentation.. Engaged in R&D in
the field of .energy convers:l.on systems, with current
development programs in. gas- Fired hot water heaters,
gag-fired reeidential 5 g heating, waste-heat
fecovery systems a novel at- actuated heat-pump

.. proj ects
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George . Mugphx

B S. ordha.m, 1960. From ‘1958 to 1970 employed
TBM in various marketing and management, positions,
970 Presudent ‘and Chief E fficer of

s the- 1ndustry 1ead ', arch,” deyelopment,
and” productlon of'l 3
‘simulation: devices that a sed.in advan'ced
raining’ programs. . ECC" ‘bletids computer’ technolog}r
with' modein task’ or:.ented ‘ipgtructional methods
to produce fully” lntegrated technlcal ; 1ning
programs. ) :

Dr. Arthur S ObgmgL

B A, w:.th High hiore’ College, 1952,
CLYPRLD. YimY Chemlstry, M I. T ,"1956." ‘Récipient of
wrimmmier NG - fellowships.- Pre.s:l.dent -and- founder- of -Moleculon--
Research Corpora.t:l.on Founder and first Chairman .
of the Besearch Management Association. Currently;™
Vice President of the. American Association.of Small

: 1les) Has served 40 yarious capacit:l.es
ls, Boston
Scientists

“ipTthe Assoéiation of, “Technical Profes:
! Industrlal M:Lss:l.cn Federaticm of An_:er y

ed upo:i by” 1 ~al
£ ‘to serve :|.n an’ advlsary

Spec1a1izes in research, deve.lopment and consult:l.ng

in chemistry. and . allied fxelds . These services

range. from-feasibility ’ : and product &evelop—
t te" problem _olving, chem;Lca ‘eng £i

applicatl ) ]
dermatological 't repara iong’ ‘membrane separat:.ons
T for” hydro—‘metal utgy an rity . removal from
waste water; “and’ color cha.nge mbn:.toring of toxic
vapoks. - :
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MASSACHUSRTTS TECHNOLOGY ‘BEVELOPMENT. CORPORATION:

A public-purpose development financé mechanism
established by an act of the Massachusetts State
Legislature in July 1978, Has the 'dual- capability :
to provide management and direct finanelal assistance
“te- early-gtage,: technology-ba.sed -small businesses
in Massdchusetts, " The ‘MIDC-~¢én provide seed capital
Lo~ comercialize new-technologies which will foster

rimary job" creation and increa.se tax Er:evenues
and export o

Gilbért V. Levin:

B.E., The Johms Hopkins University, 194’}7 M S 1948
- PhuD. - 1963 - Envizonmental: Engineering « 'President
and Founder Chairman ~of the’ Board of- Directors,
; Rockv:.lle Mdi~ Formerly Director,
‘glon. Member ‘Board_ ofDirectors,

technical publlcat:.on

BIOSPHERICS INCORFORATED:

"‘__‘_Organized inte three major operating d:. 1siona:
.. The; Environmental [T D1 n which
. develops . manufa i :

1nnovative 1qstruments in the

performs. - ‘eontract researc by
nvironmental and héalth .
roprietary produces in these areas :
“‘commercial analytical services-in chemistry, bio-""'
chemistry, microbiology, pesticides, .and .toxile ..
gsubstances; the Science Writing Division which” wr:l.tes,

edits ;. produces and- dissem:.natea information in these .
P 7ared of Anterest... - Lo




Roger Hill:

GETTYS MANUFACTURING GO
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E. yoL
Northwestern Univers:n.ty,‘ I
“‘Northwestern- University. 'S

‘of ‘the Year in State of Wisconsin

‘of Independent Busindas Assoc1at10n of Wiseonsin,

" Special Committee’ ¢m Small* Busitiess of W:Lsconsin
Legislative Council, First National Bank Board of
_DiTectors, Internatiomal Trade. Subcnmmlttee of. the,
Chamber of Commerce &f-the U.§: Inst:l.tute of
Elec. & Electron:.c Engrs s

_Founded in 1959 by Roger Gettys Hill as - a: thres~
person engineering and .consulting Efrmiand 1ater
dynamically.expanded: into.an international; multi-
million dollar enterprise with subsidiaries :in

_England, Germany and Italy. Today, Gettys and its

licenisee supply ovéer 50% of thé world DG servo drive

‘market. In 1965 introduced world's first all-electronic
three-dimensional tracer.

Robert Hillas: "

A 4
-years as ‘a Venture Cap:l.tal Investment Spe

M. Har]:urg, Plncus and

. _WARBURG, PINGUS, & CO..

zin large; puhllcl}' held compam.e

Specialists in financ:w.l services, :0One of: the
larger private venture- capital pools in’ the )
comtry. . Deal with start-up money. partlcularly
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Clyde R, Goodheart:

--B.3. in-Biology, Northwestemn University, MD: -
- Northwestern Medical School, MS: - Northwestern.
. Graduate School.. Three years-at: California Institute
. of Technology in Post-Doctoral.Fellowship.. Assistant
Professor. and- Associate Professor, Department of
. Pediatrics, Univer31ty of; Southern California Medical
" 8chool,- .Children's Hospital of Los Angeleg. Well
known.. for. his work in camcer research; Dr. Goodheart
has.been involved in bio-medical studies an& has
weltten: many scientific artlcles -

BIO LABS, INC.

‘Founded in July, 1970, by Dr.. clyde R. Goodheart it
sexves, government and industry through contract:
research,. prodvct development. programs,-quality:
.icontrol testing, industrial mlerobiology<. Current
-research areas inclide tissue culture work, immunology,
. ..bipchemical - and biophysical work. with viruses.,

e e 5 I . . P 0 o

Sidnez Green )

B, S Unlver31ty of Mlssourx in Mbchenical Engineering,
i M.S:-University of: Pittsburgh, attended University of
‘;.Pennsylvanla Graduaté-'School-& received. theidegree of
-:Engineer in Engineering:Mechanies from:Stanford University
Formerly-with: Westinghouse Electric Company Research Labs,
-* General Motors Defense Research-Labs, & GM:Technical
Center. President & Chief Execiutive:Officer-of:Terra
Tek, he is active on many government committees & -
profe331onal gocieties. Published over 40 open. -
"literature papers and reports, holds several

Founded in 1970 as ‘a for—profit company, a sprlngoff
venture pursuing application of ideas primarily Initiated
at the University of Utah. Recognized as a leader in
problem-solving applications involving rock mechanics,
the geosciences and associated technology, and for its-
practical application of material sclences. Maln lines
of business include R&D, manufacttre of sophisticated
servocontrolled computer interfaced test systems,
full-scale testing of drilling, mining and exploitatlon
of new ventures,
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Dan Cronin:

B.A. Harvard, Economics, ‘Cum-Laude, 1950
Advanced Management Coursé, Hervard. " Vice
President, Small Business Association of New
England. Formerly salesman, manager and then
President of small hospital supply co., which
wmerped in 1968 with a large company with 150
enployees and 5 million in businegs.  In 1974
~sarvad as Ass:.stant to. the then Secretary of
“Gommerce, Elliot” Rlchardson 1977 joinmed
"Ampersand Associates, a venture capital flrm
Also served on S5BA R.e.g:l.onal Advisoxy Council

M’IPERSAND ASS0C IA.TES

""_"'Venture Cap:.tal Eirm with® z.nvestments g
1-1/2 million to 100" million,’ One client. 1s. 2
-in. the’ electronlc ‘cash reglster busnless

Alfred C. W. Danjels:

E.E. Graduate of Arizona State Univexsity, Harvard
Law School, -also: served.as an Assistant Dean at -
- Harvard. :Viee Presi_dent. New England,. HH:Aerospace
.. Desipgn Co.., Inc. --An officer .and rated-airline
. transport: piloty he has served in hoth command and
:7staff R&D positions in the U.5. Aixr'Force:where he
also earned four Air Medals with 200 missions in
Viet Nam. Received the 1,000 Hour Sabrelimer': .-
Flight Award. Presnient Black Corporation, Presidents
" "of New England, Inec.; and-a- member. of the. Board of
='D1rect:ors. Smaller Bus:.ness Assoc:.atmn of New
England Jnec. i 5

HH AEROSPACE DESIGH C'O

..A.consulting.firm established in 1974 incorporated
in the State of New York. A 100% minorlty—owned
corporation, serving the Eastern Seaboard.  HHA"g .. .

.. gapabilitles include R&D studies, economic analysm

! ‘,'deslgn ‘and enginteering services in ‘derospace)
electronies snd transportation planming, mcludmg

; surface systems, tests and evalua.ticm S
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"I am troubled by the- glarm.g ‘de- en:uplmsis1 that'-‘-'(capltal
formation) has received. “Adcess td-‘capital-spe¢ifid: 'lly-,
a proper mix.of- debt and" equ:Lty cap:l.tal ‘that “is cons ‘gten
with a given firm"sicash-flow: generating’ “edpability
single most ¢riticdl factor ‘Toncerning the foxpation ‘arid
development of technology ‘based, ‘small busin'

believe that “the "bill" “déviéted too ‘much’ at ntion - to th
patents issue without considerlng Tie

remain as patents ‘and not’ Eroducts
and small companiés have:sufficlent “dcceds™
expansion capital.”

"Just a pro-forma‘Eomment o the- ‘definition of
I feel that*it should be 1
employees or "L ss

"You may recall that (I) questianed the~ valldlty and ob'ected
to the priority given by our Advisory Commlt!_:ee to the reduct:l.on
of the capital ga:.ns "tax ‘ds 3 i 1

‘In Sectlon 5(a) (5) wa.th respect to $2 m11110n of ‘grooss -revenues
and products ‘employing patented items, some recognitions’ should W
" be made of the value'of the paténted- items in Telatiom ‘to the -
whole. For instance, the invention may be a $20 value, which
is part of a $300,000-jet a:l.rcraft”e'iiglne, ard the ‘$2° mll‘llon
test should gertainly’relate mioye ‘clisely to the ‘quan: -
$20 parts sold than to the’ quant:.ty of a:.rcraft ¥
:anorpora::mg the part sold T

e

"Also, I repeat my reservations about the el:l.tlsm melicit in*®
the use of the term 'innovative small businesses.' All )
small businesses should'be deemed-to have' :mnovat:.ve potentlal -
i,e., ability to improve pL uctivit ¢ and ‘create mote _jobs e

"Governnent should-:respect Propri tary

paxt of proposals for ‘contrdets “and unless’ 1nf0’rmat10 %
shown to be in the’ public ‘dotialn; shall'npt divilge ‘or :
such Information except for the evaluat:.on of the submitted-
proposal. Under no cxrcuu‘stances shall this ‘information be
. used as the basis of another RFp."

" "Government shall not take proprietary idea.s "in house afte.r
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 investoxs. Tco many.
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DISSENTING OPINIORS

+

As noted earlier, the SBA Advocacy Task Force Bill
is the product of a nearly unanimous consensus of
opinion, However, some individual members:of the Task
Force did express reservations about various sectiong

i1¥;-The following. are ;excerpts from their ™~

-31-
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PATENT RECOMMENDATTONS .,

ADVQCACY
TASK FORCE BILL
SECTION

o Jc—wd AND/OR iNN-SBTF ﬁEcOMMENdS%ions

Section S(a) (1) (9)
(com: dy -

“ihvéntions made ih natio

‘busities's ‘concems. * (INN-

‘equal - “to the ampunt of the R&D award wnder
which the: inventlon ouLurred Likewise, with

la‘boratorles the

:government ‘should” preferent:.ally license amall

SBTF)

ney markets.. -(INN- SBTF)

K Small Jbusinesses should be able to obtain .
(w:Lth appropriate restrictions) compulsory

licenses through suitable-proceedings in cases
wheré uncommercialized patents block entry inte

No parallel section

in Advocacy Task

. Force Bill

to undertake competitive
taking anti-trust- action
when a.small business.is
the- full property rlghts
_(INN-SBTF) e :

stipe” Department should be required

1mpact studies for

against small business-
attempting to_exploit . . ;
_afforded by its

.No .parallel section.... .

in Advocacy Task
Force B:.l]. ’

..Treat 1icense royalties- as-capital gains-
ad of ordinary income, :

(INN-S61 ['F)
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PROCUREMENT- RECOMMENDATEONS -

ADVOCACY o
'ASK FORCE BILL - .- AR ; i
b "SECTION = JC-WG AND/OR INN-SBIF RECOMMENDATIONS®

Section -6 (a),7 ... .| .~.-. Every federsl agency should study, policies
T oo . |and procedures.that discriminate against small
’ .,|businesses, and to.institute changes that will
lequalize opportunity without harming the public
interest. (INN =~ STBF)

COLUMN NOTE: . These 1. . The.Departments of. Defense and Emergy and the
two, sectlons of. Task . |National Aeronautics.and Space Administration

" Force Bill have no " '|shall. take additional steps to conduct regular
direct parallels in = |bresk-out reviéws of all proposed large scale
JC .-. WG or -INN -- SBTF--|systems-contracts for-research and development.
Reports.. . . end_to seek means.of making more of Lhis effort-

Co o T lavailable’ tol small business. | (ADVOCACY TASK
FORCE BILL - Section.6.(a) (5))-

:  All Federal agencies involved with research

© lanid- development . funding will develop, with the
Small Business Administration, specific programs
to inform their staffs and consultants of the need
. jto provide a fair and equal opportunity to small
i1+ omen-owned and ‘minority business firms to.be ..

' Jeonsidered for- Federally: fimded research and-
‘jdevelopment; and of “the regquirement to guide,
jeounsel, and assist smell firms to. stremgthen
their capability to compete and insure that they
wo .7 receive a fair shdare ‘of all Federal research and ' °
iz devélopment contracts as described in‘the Small -

“|Business Act. Ewvaluations ‘of procurement personnel
performance shall include. appraisals.of.achievement
and attitude in expanding small ané minerity, .
pusiness participation. (ADVOCACY TASK FORCE BILL

Section 6 (a) (6)) i HEEL R e




ADVQCACY .
TASK FORCE BILL.
- SECTION

Section G(a)T

'small ‘businesses:

i"expl:l.c:.tly be:
_(JC WG)

(INN-SBTF)™

We. recommend. (1) that ERISA's prudent

' man .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 managers

ermitted to invest up to”fi
percént’ of pens1on fuine _ass ts in small“firms.

No parallel-- section L

in Advocacy . Task
Force Bill

Encuur ge' atate 1nvestment: poals fo invest

"a larger ;iercentage of their holdings in small.

Sectign 6(b)3- -

innovative businesses. (INN SBTF)

* for - innovative br.m:.nesses out- ¥

‘litied"in Récommendation-#1-6f less than two

m.ll:l.on rlollars (IN\I SBIE‘)”

~No parallel ééétléh_i .

in Advocacy Task
Forece Bill. ®- .

Exchange Commigsion:to.
:.ment-of the. flow of  capital.into sma
--_.;enterpnses -as, well as to. pmtect the: ipublic”

" Change. the

investor. (INN-SBTF)
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REGULATORY PROCEDURES

ADVOCACY ..:
TASK FORCE' BILL
SECTION

No parallel :section:
in Advocacy Task:
Force Bill -

JC-WG AND/OR INN-SBTF RECOMMENDATIONS

VAL thorough rev:.sian ‘of 'the regulations and
operatlng spreocedures of '0SHAas they relate to
mall mnovative business‘- to mclude

A:general‘ exempl:lon from OSHA, except
.where ‘the accident history of a
.particular industry or firm is sub-
stantially-greater::than average, and
in such cases, the burden should be
upon OSHA to Just:.fy action; and

The pro :Lb:Lt:Lcm of first instance -
: citat:.ons e::cept in RCTele cases.
(INN-SBTF) <

|

Seetion 6(b)L " - 17T T a1 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,
' Minimum levéls: of impact should be statutori]
‘defined thereby. exempting’ small businesses if
all but ‘extreme ,and justif;.able cases. (INN- SBTE‘)

No parallel..sectibn- s
in Advocacy Task we
Forece Bill-:

i Substantial strengthening of the Regulatory
Council to :anlud.e

L partm:.pat:.cm byn-the Small Business
__Adm;nlstranan, e e
.:requiring-all-regulatory agehcies:to '+
- ‘balance :the risks: of a~hazard againsti’
..the.economic - costa;"with thorough
reonsideration of’ speclflc impacts of
proposed.regulat:.ons dpon small
.busfiness creanve processes,

the use. of performance standards’! and
not: "method standards” in those cases
where: regulatory standards are clearly
E "_]L!Stifled' ~(JC ) :
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RESEARCH . AND. DEVELOPMENT. RECOMMENDATIONS .

ADVQCACY

TASK FORCE BILL

SECTIOR

JC-WG ANDIOR INH—SBTF RECOM{ENDATIONS

No parallel se
in Advocacy Task:
Force Bill:- '

_e decllne in B&D expenditures as a
percentage’ of Cross Natidnal Product must be

"l arrésted and redirected upwards towards the

goal of thr "e prEcent by 1985 (INN-SBTF)

Section 4"

| té rewarded,; through ‘BppTY]

uges; by _ot:hers

Each year, startinﬁ in 1980, each ageney

w1l:h ‘a budget of over $100"willion forx R&D

.should allocate at least one percent of its
R&D’ b

“that ‘of the National
itk their own research
wards procedures. This
should. be coord: nated by an Inter-
Agency Small Business’ R&D Committee chaired by
the Small Busi ess Administ:x:at:l.an { TN~ SBTF)

using the same format
Sclence medat:l.cm. but

Weé recommend that p1’1 ate sector

ividual “or corporate owners of technology
yyiate changes in
the tax code, for’ selling, léasing, or .
licefisinig their technology te_small business
;firms -in -the United States. -In addition, ;
we recommend :the establishuent of a voluntary
national -policy. to encourage companies to make
their technologies ava:.lable for noncompetitive

The Work Group believes the National -
c:l.ence. Founda.t:l.un s program called "Small
Business Innovation Applied to National Needs"
has .great potential for.ncreasing technological

| inmovation.in.the private. sector.and .is worthy. ..

of emulation or even adopt:.cm by or;her federal
agenc:les (JC WG) , .




TAX KECOMMENDATLONS

ADVOCACY ‘ ’
TASK FORCE.BILL . A, ; :

SECTION :r - Ll ZAND/OR INN-SBTF REOOPMENDATID'\IS -
No parallel section™ - #|"--°' Tfeat license royalties as capital” gains’ =~
in Advocacy: Task I instea of ord:l.nary income (INN -SREF) ¥
Forece Bill -7 ° 7 o S :
Ho parallel geetion - -] - El:_m:.nata the existing tax: ‘lisbilities ﬁ')r
in Advocacy Task . - |.overseas.joint ventures In which the small,
:Force Bill. . business imvestment vonslsisof a contribufion

of know how and rechnical . mformatmn (INN-SBTF)... ..

No parallel: sectmn - . o We -re_commend—f.hat ;pnvar;e sector individual.
in Advocacy Task or corporate owners of;technology be rewarded,
Foree Bill through appropriate changes in the tax code, for

selling; ‘leasing, or.licensing their technology
to small business fizms in the United States.
.|.In .addition, we.recommend the establishment of

a vol\mtary national pol:.cy ta encourage
companies, to. make. their technologies available
for uses by others. (JC -WG)

COLUMN NOTE: These E For tax purposes, speclallzed equipment

two sections of Task and instrumentation for research, development or
Force Bill-‘have ng = -7i.testing mayibe written off at any time and
direct-paralles in. ": '; specialized:-résearch) development or testing

JC-WG or INR-SBTF
Reports.

facilitieés ‘may he deprec:.at:ed over a minimum of
five years by such small business firms.
=(ADVOuACY T.ASK FORCE BILL - Section 7b)

The per:.od OF - eXercising stock options in
small business sciencé and technology based
firms is extended from a maximum of five to
la maximum of ten years. (ADVGCACY TASK FORCE
|-BILL - Secticn 7(a)(5))
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TAX RECOMMENDATIONS - .

ADVOCACY
TASK FORgE BILL
SE .

. JC-WG_AND/OR INN-SBTF RECOMMENDATYONS:

Section 7(a) (&}
(cont'd) -

Allow small science .and technolegy fims

. to” carry forward'ldsses for a period of ten-
- _yegrs instead of five years, (INN SBTF)

Section 7(a) (6)'; . o

" We’'recommend restoration of the Qualified

~$tock Option Plan for Key Fmployeeq of small

bus:l.neases v (JC-—HG)

‘Reatore the Qual:l.f:.ed sroek Option Plan for

' ‘Key Employees in ‘small sclence and technology
- firms, and establish. the period for exercising

stock 0pt1ans at ren yeats ~(INN-SBTF)

Section 8 A

We. reconmend that the _creation of Small

"Business Export Trade: Corporations be encouraged

by-a-double deduction for:these: corporations of
up -to $100,000 of: annual ;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
.allowed a double deduction-of special expenses
.of: serv’i.ng export markets up to $100,000

annually. . (JC-WG)

Permit small.businesses to: take double

: “;_deductlons of expenses.directly related to
. export market, development (INN SBTF)

No parallel section’ :‘ “

in ‘AdvVocacy Task
Force BiZ_Ll ;

ie recomend that’ small bus:Lnesses be
&lloired 'to ‘déduct twice thely¥ payments for.

‘regulatory ad\n.snry services related to compii-
ance- with fed
P (IC-WE)

1', state, “and local regulatien.

No parallel ‘section
in Advocacy Task =

Prov:.r]e for ‘a twenty

ve percent tax

’cred:Lt for tegearch and dev ‘1opmenc related

liturés by small- busmesseg (as currently
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. COMPARISON TABLE-

“'SBA  ADVOCACY
TASK FORCE BILL

* 'COMMERGE JOB CREATION, " '
“WORK GROUP (JG-WG) "~

s COMMERCE. INNOVATION | % ™
"' 'SMALL BUSINESS TASK FORCE (IRN-SETF)
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7. The Department of Lgbor and the Internal Revenue
Service should“devise régulations’ JOlntly that’ encourage, .
stimtlate-and’ otherw1se Drov1de ncentive for; and.eliminat
cbstacles to, 1nc ea51ng 51 icantly ghe amount ‘of” pension,

maximize their capac1ty “tof! 3
ghould’ ‘abli

procedures Ehdt ‘improve' the ‘ability of “Small bBusi s to;

.retain money and thus enables them to cope better with cash £l

. pressures R e .

(b) For tax burposes, speclallzed equlpment and
instrumentation for research, development or testing may he
written off at any .time and specialized research, .development..
or testing fsc1lit1es may be depreciated oves ini
years by‘ H bu31ness flrmS,

a "Reserve for Research ‘and Developme ‘t" -For tax’ purposes inc
profitable years Y use pericds ‘of business stress up to the
level of ten“percent of Lof 8L mrllion ‘to th
extent that contributions to the reserve’ dre equalled by at
1t of expendi year for research and

J D
Reserve" shall be consideréd as ‘incdme ‘when removed ‘from the -
reserve,qnless‘gseq,for”researeh sgd'd lopment purposes..

utilize ‘any-existing’ reserve “for ‘the "same purpose “but” may ot
replenlsh it;. o - ; .

" a s acquir by Al large flrm“""
any existlng Yeserve sh 11 be consldered taxab e”income

(d)  Subchapter 5 companies should be allowed to
inelude up’ to 100 investors” snd\corporatlons should be allowed L
" to be” stockholders of Subchapter S “companies. I

SECTION 8: “IMTRDVING SMALL BUSINESS EXPORI PERFORMANCE " 'THE
CREATION of Small Beisinéss’ Export Trade Corporations’ ‘should be
encouraged by a double deduetion for ‘thése corporations of up

te $100,000. of apnual.expenses associated.with the exporting
activities of each client, with a loss carryforward of ten years. .
In addition, small businesses should be allowed a ‘double deduction
of special expenses of serving export markets up to $100,000
annually, Also, export procedures for technical products should

be simplified.
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merit, and small bu51ness should have equal opportunlty'ﬂ-i

to recelve sole source awards,f

4. Independent regearch and development (IR&D)
and bid and proposal (B&P) costs ‘of smell business B
firms shall be donsidered as ‘expenses for the fiscal
year in which they occur insteéad of belng averaged—
__back over the past Lwo years;

5. The Departments of Defense” and Energy and
the National Aerotiautics and Space’ Adminlstratlon shall
take additional steps to conduct regular break-out =

reviews of all proposed large scale systems contracts - !

for research and development, and to seek means of
making more of thlS effort avallable to small bu31ness

6. All Federal ‘ageneies involwved w1th research
and development  funding will deévelop, with the Small -
Business Adiinistration, specificé programs to ‘inform
their staffs and consultants of the need to provide-

a fair and equal opportunity to small women-owned and
minoTity busiress firms té bé considered for Federally
funded research ‘and development; and of the requirement
‘to guide,  counsel ‘ard ‘azsist small firms to” ‘strengthen
their capability to compete and insure that ‘they
receive a fair share of zll Federal research and
development: contracts as described in the Small
Business Act. Evaluations of-procurement personnel -
performance. ghall includé dppraisals of achievement
and attitude in expanding small end mlnorlty bu31ness
part1c1pation

7. All Federal ageneies heve a responslblllty
to identify and study those problems of their procure-,
ment system that’, ‘if effect, discriminate ‘against'”
small business’ and a respon31b111ty to, make .changes™
or elimindte these practices to the extent-pogsible -~'--
through admlnlstratlve ectlon

(b) Regulatory Flex1b111ty

1. All Federal agencies whlch issue regulatlons
affectlng small business shall, insofar as practicable,
issue them so as to relate regulatory burdens to the
relative size of - the £irms regulated : R
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3. Each funding agreement shall.contain provisions .,
to: (1) insure the right of the Federal Government to. ..
receive title to any subject invention not reported to it
within a reasonable time; (2) insure the government s

. right to receivé title to inventions when the inventor
does not intend to file for patent. rlghts, (3) guarantee’
that the agency. shall have a nonexclusive, ‘nontransferablée;
paid-up license’ to'use the’ invention, and. (4) insure the [
right of the funding agency teo require periodic reports .
on the utilization or efforts at obtalning utilization of
the subject invention.

4. -Theé Federal agency has’ the rlght to require the..
subject inventor of his ‘assignee to %rant additional”
licenses if the agency feels that sufficlent .steps ar
not being taken ‘to achieve commeéreialization, Add1tiona1 .
'1icen31ng may - also be'required to dlleviate health” and °
safety’needs, or under provisions for. public use as .
specified by Federal regulatlons el

5. If-the patent ‘holder receives’ $250 1000 . in after—
tax profits from: 11cen31ng any subject invention during
a ten-year“period, or reeeives in exc¢éss 0£°$2,000,000.
on the salée of products asbodying or manufactured by N
" process employlng thé subject invention within the ten-.
year period,’ then the goverhment shall be entitled to
collect up to 50 percent (50%) of all met income above
these figures until such-time as, the. amount . of . govexnment' e
.research money has been repaid. - ; .

6. “Any title Holdsr to ‘a sthect ‘tovention or his -
assgignee shall not grant to any person the exclusive right
to use or sell any subject invention in the United States
unless that person agrees that any.products. embodying ‘the
subject invention or produced through its use shall bé
manufactured substantlally within the U.8. inless’ this
pIOVLSiOn 13 walved by the” fundlng agency :

7. Federel agenc1es are authorized t ﬁgrant exc1u51ve,. -
partlally exclusive; or mnon-exclusive 1icenses on government
owned patents to achleve commercialization P

8. Afrer public notification of the. government patents
- available "for ‘liceénsing ‘the agendy will then’ require that . - .-
potential 11censees submi t plans outlxnlng how ‘the 1nvent10nr'
~will be develoge nd ‘marketed. 1f the agency determines .
that thé granting of an _exclusive or partially’ exclusive T
license will not ’ it i'tio) i 3
. preference in its‘ll

'nsing'td qualified small businesses.

9. 411" contrdctors not covered under this prop0531:
will continue to .operate under the existing agency programs,
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available. (Tt had before it the Report of the Commexce

Work Group on” Job"Creation’ (Appendlx TT} and kiew that the .
second report (Appendix I} was in preparation.) It e
therefore concluded that it could best spend its.time
concentratmg " ;

proposal.

Kt of proposed
legislation, It I8 cast in’ ] _language. and is not .

in the Congressionally approved Fo -Its purpose is to -
reflect recommendations rather than actual statutory language.
(Versions .of ‘two, parts. Bf it have zlready béen introduced in
the U.5." Senatet’ 5. 3496 pending before the Senate Judic:.ary
Committee and 8. 1074 before the Senate Small Business
Committee.) Ik, is followed by a schemat:l.c comparison of

the recommiendations of all three groups. . The ‘full texts of
the reports of the Commerce Work Group of Job ‘Creation and
the Commerce Innovation. Small Business _'I'ask Force are
attached as, appendices i B,

What follows |

To stidents of the innovation process ‘many of the
recomuendations will have a familiar ring.. K have figured
' 7 ies ‘extending from ‘the Charp:v.e
Commerce ‘Department report’ lmost. twelve years ago, ‘to the
SBA Caaey report of two yedrs ago. -

These forty-seve men and women have given generously
. of their time. ‘and talen [ '
that they can; ‘commnie
of urgeney ‘which they F :
“that a single general prescr:.ption--enhancmg the ‘envivonment
for small business techmology. innovatlon—-appears to, contribute
g oy s

P cmnpetltlve', ab:.lity and the balance
of payments o enlargmg the. wost _job, Productive part of ouri,
ecoromy; and ‘enhancing our ability to contrdl undesirable o
consequences of our industry. ;

) ty-seven i =
believe they ‘a¥e--our country will gain.
depending on how qulckly it accepts “the advice hey have
‘given it. . 3 N R :

"Milton D. Stewart
""Chief Counsel for Advocacy
May 23, 1979 .
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. BECTION I. ©PURPOSE: TO ESTABLISH a Federal program to
boleter innovative small businesses by strengthening
their role in Federally fumded research and development
and by fostering their formation and growth in the
£Cconomy .

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

‘'SECTIOK 2: FINDINGS: THE CONGRESS hereby finds that

1. Technological innovation is a mest impertant
contributor to job creation, inereased pro-
ductivity, competition and economic growth
in the United States as well as a valuable
counterforce to inflation and our balance
of payments deficit;

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

3. Yet the vast majority of Federally funded
research and development is conducted in
large business, im universities and in
government laborvatories with small business
Eecgiving 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 GCode, in its
present form insufficiently supports the
formation, growth and long-term independent
operation-of innovative small businesses;
THEREFORE

6. It is in the national interest to strengthen the

: ability of small businesses to be innovative, to
increase private sector commercialization of
innovations derived from Federal research and
development, to lncrease the proporticn 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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This is a report of an unusual c¢onsensus among
three citizen study groups on a matter of national urgency.
The three groups were ttamed for similar, but sllghtly
different purposes. [ ;

: First, .the Commerce Department nemed fourteen:
Ieading citizens to a "work group” on “Job Creation
through the Success of Small, Innovative Businesseg." ..
(JC-WG, hereafter)

Second, as part ‘of a Domestic Policy Review of
" indust¥ial innovaticn the Commerce Department -included ..
six small business people on advisory subgroups. They
filed joint views on small business in industrial. innova-
tion, in effect becomlng an additlonal suhgroup of the
Rev1ew (INN-SBTF, hereafter).-

j ) And finally, we named twenty-executives-of small

‘ geience- based firms and seven’ venture . capital :managers to
serve as a "task force! on how to strengthen innowvative
small ‘businesses themselveg, e s

What is ramarkable is that these forty-seven
citizen leaders whose backgrounds, skills and outlocks..
are richly diverse arrived at roughly the same set of
conc1u31ons - Whether ‘their purpose:wascreating jobs,
agging lind . i
expandlng small sciencé-baséd: bilisineds--where they dealt

cganie ;Federal pollclest they reflect substantial

""Consensus" here does not mean that the views
of the-:three groups:are.identical or that: they "cover
exactly ithe ;same”groind.:’ Nor, does ‘consensus méan that
any -individual:mémbés &f ‘any iof the groups would necessarily
- puthis own-views in precisely the terms used in the group's
repert. ‘Every member:of each group :does not.necessarily
subscribe to every recommendation, although, of course, by
his signature each member concurs generally in the group's
consensus.
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P.L. 94-305 charges: the-Chief Counsel for
Advocacy with the respunsibilities to: examine the
role of small business in the American economy and the
contribution which small business can make in .

stimulating Innovation.{Section 202(1)); develop. pro-

posals. fox changes.in .policies.and activ1t1es of. any
agency of  the Federal. Government which will betfer
fulfill:the purposes of. the.Small Busines £ and:
communicate. such pro osals, to the:appropriaie .Fede
agencies . (Sec,..203(3)); and, recommend specific.’
measures for creating an env1ronment in which all
‘ fan opportumity to conpete effe

’202(9)

.The. Chief.Counsel is:authorized to hold hear-
ings with the approval of the SBA Administrator. From
_time to time, he may prepare and publish such reports as
h;fdeems appropriate to carry out the functlons of his

pffice. - . M

failures. (Sec.,

Pursuant tb this'éuthoritj; and with the pproval
of the Adminigtrator,.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
Innovatién and Small Business. This report and the draft
copy of the "Small Business Innovation Act™ are the products
of those hearings.

~ifa
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Sn all Business
& Innovatlon

A Report of an SBA Office of Advocacy Task Force

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

SHGFG  FINAL VERSION
ENRE JULY 1979

iy
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() In selecting and evnluaﬁng rules or regulations, the

..agency shall consider factors such as—

- (1) the continued need for the rule or reglﬂatlon

30 o0 g i somplis o mggos

- tions received coneerning the rule or regulation;

(3) the burdens irnpnse(__l on persons directly or in-

&irectiy affected by the rule or regulation, especially

.the. burdens .placed on.individuals, small businesses,
- small, organizations,. and small, governmental jurisdic-

t;ons, R

(4) the need to snnphfy or clarlfy language of the
Tule or regn}a,i_;lqn, -

,,:.(5) the need to eliminate overlapping and duplica-

- tive rules or regula,tmns

(6} the need to resolve eonfhcts between the rules

aor :regulatmns_ of the agency.and the rules, ;egul_atmn__s,

- .or Jaws administered by other agencies; and

.. (7) the: length of. tnne smce the rule or regulatlon

= fh*ﬁ:h?.‘?‘l,, evaluated or the degres to which technology,
.._..economie conditions, or othnn fa.ctors have cnnnged m
the area aﬁected by.the ruIe or regulation.. . .. |
;(c) HBach year, each agency shall pnbhsh in the Federal
=33 Regigten-a-list-of . rules..or. regulations . which. if XPECHS-40-wurvmmivi-

24, issue during the following twelve months and a list of rules or

25 regulations ;to he. reviewed during: the. following twelve.




® m oA G W e b

I T N N O o T T T S G S G i Sy
e T I R : TR~ S T S N Y= Ve, =

96

60

“Itions, ‘and ‘governmental jurisdictions subject o regula-

" tion ‘without sighificant 1688 of regulatory efficiency;
(6) Government information' colléction has not
* adequately “weighed the- privacy rights of individuals
““and énterprises against the need of ‘the Governmens for
>'information because” the’ design ‘of the regulatory proc-
* ess hag'encouraged fégqléiti)rs to-tréat information as'a

" free good; and - - ‘

* (7) deep ‘public dissatisfaction with the regulatory
process has stemmed in large part from s public per-
‘ ’:-rcéptit)ﬁ’i':hat -f"bur'dehs'om'é 'nﬂes‘-‘forf&'egﬁlations fail to
T (b) Tt is'the ‘pirpose “of this tltle‘-tb:estahli:sh'as a prinei-
ple of regulatory issuance that regulatory and- informational

- feQuii"éiﬁénts fit ‘the scale’of the individuals, businesses, orga-
- nizations, and ‘governmental jurisdictions- subject to a rule
“"and thiit fower and ‘simpler ‘reqiiremenits be wiade of individ:
*uals, small ‘organizations, small busiesses; and small govern-
* mefital jurisdictions. To achieve suck principle, agencies are

* empowered ‘and - ‘encouraged to ‘issie rules or :regulations

which apply differently to-différent segments of the regulated

+ population and ate réqiired fo solicit atid congider alternative

bo  bo

é '_'regulatory proposails from the’ pubhc pnor 40, the ‘adoption: ‘of R .
';s._:ﬁna,l rllles SN YT :
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“1: ‘Whett ralés are required by statute to be made on the record
2 ‘after opportinity for an agency hearing, Sections 556 and
8557 of this title'apply instead of this sibsection.”.

- 4 % (¢ Section 558 of suclititle is amended by adding at the
"5 - end thereof the following new ubiection: - < ¢

6 - ) For the purposes of tis section, the ‘term—

7 “(1) “individual’ does ‘not‘inélude’ any individual
8 < iwhioris affected by o tule: primarily in his capacity &s
9* 7 an officer or*employee~of & ‘buisiness, “organization, or

10 governmental jurisdiction; -~ 77

11 55 5 (@) %mall busitiess” ha the’ sam fiearing as the
12 term ‘small business concern’ in section 3 ofthé Small
- Y37 = Business Act (15U.8:01:632);'and inclideés' such addic
14 3.0 tional businesses- as‘the agency ‘shall-establish by rule;

155+ - 5304(8) “small - organizationi’ - ineludes unincorporated

16 7 busiiesses;  sheltered sworkshops; - nbﬁfbr—pfoﬁt:—i:z enter-

175 . *prises’ which sré’not dominant in théir fields; and such
18570 5 othet ‘groups” b’l_"iéﬁterﬁ'ri's'es' ‘as"the agency ‘shall estab-

197 o Mshibyuley woe o 0o e :

200 L #(4) ‘sthall governmental jurisdiction” ineludes— "

91 =i b #(A) governments of cities, counties; - towns,

22777 ¢ yillages,: school ‘districts, water'districts, or special

‘assessment - districts, with--a “population of less =

23
947 ¥ than one indred thousand; and: - i
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«7.:#4(B) an: exemption from coverage of the pro-

on posed rule, of any part-thereof, for such individ-

uals, businesses, organizations,-and’ governmentsal

it usjurisdictions - whose -activities -are of a nature

which makes the inclusion  of “such individuals,

b bu"sin"esses,': .organizations, and: governmental juris«
~ dictions of minimal value to the réalization of the

E 3 _'_'goail__s ‘a,nd-purpo's'es- of the proposed rule;

“(0) the clarification, consolidation,: or sim-

broecp plification: oﬂ-mquifements:of the proposed rule; or.

“(Dy--other suitable means;. including per-:

<+ formance - standards and: : differing timetables for

compliance - for- such' -individuals,  ‘businesses, :

v organizations; and governmental jurisdictions; and -
oo 4(T): with' regard to; any.teporting or recordkeep- -
*ing Tequirement:which thé'-c;p,gency ‘anticipates requiring '
< of:tenor ;-more'iinembérs of sthe -public ‘pursuant to the:

_:proposed rule— .-

“(A) a statement. of:the purpose: of the re::
quirement;??its@rform, dts length, - and - the: type of

“ professional ‘skills necessary for its completion;
: *(B)-an ‘estimate of the number of persons®

"2+ who ‘would be required to. submit or maintain re-*

u”.é.x??i.iapﬁrts_gfor. records‘;-’_aj pEEEL:
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2 and: cash - items) -at- -cost'-“consist,;'of - securities. .which -
L Weres= . : |
o .‘,‘.(A')"- acquired ; directly from the issﬁe_lf_:.thereof_-
e trapsaction or: transactions: not inyolving the;
« i Tegistration of the secuntles under the Securities::
.Act of . 1933, or- pursuant to the- exercise of op-:
¢ #tions, -warrants; - or .rights.. acquired ‘in such:
transactions; _ L fafenn O
- ‘fI(B) received in a rem:ganigation; or In g ex-.
.. change offer. in. exchange. for securities- acquired - ‘
(RS pufsuani;‘ 4o subparagraph .(A) of; this pa,ragrgph; s
LOEELOD T h i ‘
“(C) distributed on or.with respect. to any se-: .
- ‘curities referred to in subparagraph (A)-or subpar-.
agraph (B) of this paragraph.’ © b T e
@) The <am;ndments.‘ made by this-section shall-apply to: .

taxable years beginning after =Dece"mber;_r 81,1979 -~ oo

. -_TITLE-NﬁREGULATORY FLEXIBILITY
::SHORT TITLE. -

~‘8gc. 401.-This title may be cited- as: the. “Regulatory

:‘..'FlexibfhtyAet’.’.?.- ST g

AEH FIIQFDINGS-ANDTUREOSES

SEc 402.. (a) The.Congress.finds. thaf—v i

27+ eral regulatory-and:reporiing. requirements imposes in-

A1) i numercus. msta,nces compliance with Fed-.
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1 i “(p). QuariFep Stock OprioNs.—For purposes of
2 thiz part, the term ‘qualified: stock :-option’ means an
-3 -option granted to an individual— =t oo i

4 *(A) after December: 81; 1963 (other than-a re-
."5 - ‘gtrieted stock ‘option granted: pursuant 10 a contract de-
6 ‘seribed in section 424(c)(3)(A)), and before’ May: 21,
T \1976 (or, if it,‘me'e'ts:"sthe, requ_irements “of - subsection
’ 8 (p)('?); granted to-an individual af!:er May 20, 1976, and
:9- ... ‘before January -1, 1980), or . - T e _
10 - o (B} after December 31; 1979 (other:than such a
11  restricted stock option),.

12 for'any reason connected with his employment by a corpora~
13 . tion, if granted by the employer corporation or-its parent or
14 subsidiary corporation, to purchase stock of any of such cor-
15 porations, but only if—"". . .
16 . .. (2).Paragraph (7) of section 422(c) _(reIa_ting-ito-speéial' '
17 rules) is 5mended by inserting “and before January 1, 1980
18  after “May 20, 1976" each place it appears. \

19 ... (b) Paragraph (8) of such:section 422(b) is. amended by
20 striking out ‘5"’ and inserting “10”’,

21 .. {¢).The amendments made by this section shall-apply to -

- 23 endmg after such: date

22 options granted afier December 31, 1979, in taxable yea.rs:
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bution other than cash is made shall not be taken into

. gecount under this séction.
K TREATMENT 'OF . RESERVE WHERE TAX-
“PAYER' ‘CEASES ‘TO BE -A-SMALL : BUSINESS CON-

© CERN.A—

win #(A) IN' GENERAL.—In ‘the caseof & small
 business eoricern which ceases to be a small busi-

T ness concern (other: than by reason of the acquisi-

© @ ST S Ot A W B e

% tion'of stock or. assets of such- concern by . °

H.
<@

: - other person); the Teserve ‘for research and devel-

)

[y
Py

“itreated as such a reserve for a mmall business con-

[y
B2

=t
w
R

cern, except that no further-contributions may be

ey

- *made to'such resérve beginning with the taxable

-
ot

" busines§ coneern. - SN

I
@ 4 &
.

“¢ BUSINESS' CONCERN ACQUIRED”BY OTHER BUSI-

B B B
B O W

o
@

opment of such concern shall- continue -to' be:

* year'in which such concern ‘cezses to be s small’
win 444(B) INCLUSION-IN INCOME ‘WHERE 'SMALL

** NEssi—In the case of a-small business concern
" . which ceases to be a ‘small"business: concern by
reason of the acquisition of the stock or assets of

““such concern by any othér person, 150 percent of

4

amount of the reserve for research-and devel:

w.
s

' ‘opient of sach eoncern as of the dateof such ao-
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EXCLUSION FOR AMOUNTS DEPOSITED IN RESBRVE FOR,
RESEAROH AND DEVELOPMENT L

. -SEC. 303, (a,) Subpart, B of part IL of subchapter E of

. chapter 1.0f the, Internal B.evenue Code of 1954 (relatmg to

taxable year in which items of gross mcome mcluded) Is

~amended by adding at the end thereof the followmg new sec-
~tom:

;-“SEC 459. RESERVE FOR RESEARCH AND DEVELOPMENT

“(a) EXOLUSION OF CERTAIN DEPOSITS IN'I‘O RE-
SERVE,FOR. RESEABOH AND DEVELOPMENT —

A1) In GENERAL, —In the case of 2 sma,lI bu51—
- Dless. conoern engaged ina trade or busmess other than

- ;- Teal estate, the gross income of the taxpayer shall not

.. include the, amount of any. mcome recewed by the tax-

payer during the taxable year Wluch is .dep_oslted into a

.~ Teserve for research and developmenh | ~
2 LIMITATION ON, EXCLUSION —Paragra.ph (1)
- - shall not apply to the- amount of i ingome Whlch is de—
- posited in a reserve for resea,rch -and development
during the ‘taxable year to the extent that the amount -
... of such. income exceeds. the least of the followmg

amounts:

(A)- 10 percent..vof,.the gross TEYeInes. Of the

taxpayer for the taxable year from such trade or

business,
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.ryover:to-each of the 10 taxable years following.

. the year of such loss.”, ... ..
- (b) Section- 172 is amended by add.mg at the end thereof
~.the following new: suhsectwn :
() QuALIFIED SMALL - Busivess "ConceErN.—For
. purposes of this section, the term “qualified small business
: cpncem’~. means a small-business concern (within the meaning

of scetion 1041(b}(2)) whick: during the. 3-taxable years pré-

© w = e > ‘-‘n& R

.ceding the taxable year; or if the concern has not been iit

[y
=)

-,,exis'te_nce for 3-taxable years; during all-taxable:years of the:

11-.concern {including. the. taxable: year), had research and ex-:
12 | perimental expenditures (within the in'eanizig. iof section:
13 174)—

14 “(1) the average of which was 3 percent or more
15 of gross revenues during such taxable years, or

16 o *(2) which exceeded 6 percent or imore-of gross:
17.; . revenues during any: one of such taxable years.”.: -

18 (@) Subparagraph (A} of :sectionu:172(b)(1).is amended : -
19 by striking out “and (H)*and inserting “‘(H) and (J)”.
20:.. - {2) Subparagraph (B) of section 172(b)(1) is amended by
21 . striking out “and (F)”’ and inserting *, (F), and (J)”. .
22~ . (d) The amendments made by this section shall apply to -

23 . taxable years beginmin

ing after December 31; 1979,
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- .- gain was not recognized- had been-held, and the period
- Such replacement small business stock was held asof

.- the date of such sale: or exchange.”.. - ...

(3) The table of sections for part ITT.of subchapter O of

. ;there_of the following new item: . -

it o “Bec1041. Sales of small business stock.”. :
. .(b):Section 1202 (relating to.deduction for capital gaing) . .. . .

~is . amended" by redesignating - subsection. (¢). as (d) and by
adding after subsection (b) the following:.

A0
11

12

18
14 .

. (o) SmavLY, BUusINESS DEDUCTION. —

“(1) In gENERAL.—If for any taxable year a tax-

. payer other than a corporation has g net small business
.capital .gain, .80 percent of the amount of such gain

.. shall be a deduction from.gross ;_income.

“(2) NET SMALL BUSINESS CAPITAL GAIN.—
. ,*(A) Tn GENERAL:—The term- ‘net small
. business capitai_gain’. means the excess. of-—.
(i) an amount equal to the _excess,of;(I)
the.gain from. the sale or exchange of any
small - business stock held for r_ﬁo_re thaﬁ 5

years, over.(II). any loss from the sale or ex-

23

oo ehignge of any smiall business'stock-held more ™

... than ¥ year, over
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<-term is used in title IIT 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 corporation .. (as - defined in sedtiqn
1371(b))- T S . N
() LMTATION -——Subsectmn (a) shall only a,pply to

- gain attributable to sale of small busmess stock with respect

to which.the taxpa,yers holdmg penod is more than 12

..months.

L R T S S o S o S g T
R — - St B~ T N O TR e

“(d) Basis oF SMALL BUS]:N’ESB STocK —The basis of;,‘- .

small business. stock purchased by.the taxpayer during the,
.18-month period shall:be reduced by the amount of gain not

recognized solely by reason of the application of subsection

 (a), If more, than .one. share_of small business stock is pur-

chased, such reduction. in basis.shall be applied to each such

share in _chl_'b_nologicgl order of purchase. The smount of the.

reduction. applicable. to. each share shall be determined by

- multiplying the maximum gain not to be recognized pursuant

-t subsection (a) by & fraction the numerator of which is the.

- cost -of such share and the denominator of which is the total -

.. cost of all-such shares. .

“(e) StaTUTE OF LivraTroNs.—If during a taxable

CHR IR
S & el

“eir W taxpayer Gells s allbusmessstock a,taga,m,then—- —

.+ “{1) the statutory .period for the ‘a.ss_es__sment -of.

- ¢ .any deficiency . attributable to any part of such gain
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reference shall be considered to he made to a section or other

. provision of the Tnternal Revén};e ngie of 1954.

RECOGNITION OF GAIN ON SALE. OF SMALL BUSINESS -
.- STOCK.

- 8Ee, 302. (2)(1) Part ]I[ of subchapter 0 of chapter 1

~(re1atmg-.to nontaxable exchanges) is amended by adding st

-the end thereof the following new section:

“SEC. 1041, SALES OF SMALL BUSINESS STOCK.
“(a) NONREGOGNITION OF (GAIN. —If small busmess

stock is sold, gain (if any) from such sale shall, at :the election

- 'of -the taxpayer, be recognized only to the extent that the

taxpayer’s: sale price exceeds the cost of small bgs,i;:aes_szgtoqk
purchased by the taxpayer within 18 months after the date of
such sale.

-“(b) DEFINITIONS; SPECIAL RULES.—For purposes. of

- thig sectlon—

- *(1) SMALL BUSINESS STOCK. —-The term small
business  stock” means-common ~or preferred stock
.issued by a small business _concgf;l.

- “(2) SMALL BUSINESS CONCERN.— .
. “(A) Iv ¢ENERAL.—The term ‘small busi-
ness concern’ means a domestic corporation or

.- small business mvestment company- (other than an

IR ]
v

section 1371(b)—

 electing small business corporation as- deﬁned 51|
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tmn in the hght of such patent or pubhcatmn if such patent or

_pubhcatlon was cltcd and such request was ﬁled in the Office

_ uuthm the pencd of a stay ordered by the court in accordance
‘W'lth sectmn 310 of thls chapter

“8 310 Stay of court proceedmgs to permlt Ofﬁce review

“(a) Any party toa clvﬂ actmn agamst whom a pleadmg.
Presents a claim fcr mfrmgement or for ad]udlcatmn of the.,
va,hdlty of a patent sha.ll have thc nght by motmn brought}.

befcre any respcnswe plcadmg, to secure a smy of a,ll pro-.

_ ceedmgs n the actlon by order of the court. for a pcrlod not .
‘.less tha,n four months suff1c1ent tc enable such party to

”search for a,nd cite patents or pubhcatlons consnlered perti- .

nent to the patent and to request reexamination of the patent

in view of such prior art according to sections 302 and 303 of |
this chapter. If such party files a request for such reexamina-
tion in the Office and serves and files a copy of it in the .

,action within the period of the stay provided by such order,.

the stay shall be extended by further order of j;he,;ccur!t: until.

;ut least. twcnty.day.s aft,e,r the fix_:_la,} dctcrminaticn of the re-

‘quest for recxammatxon

“(h) The court on moucn c,nd upon such terms as are

]ust may af any time stay the, proceedmgs in g cml a,ctmn in. -

whmh thc va,hdlty of a patent is in issue for a penod sufhclentr _

RN
SRy

o enable the moving party to Glte to the Office ncwly dlsccv-.._“..

ered adﬁltxonal pnor art m the naturc of Ppatents or (prmtcd).
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' reexammatron The pe,tentee shall serve a copy of such state-
" ment on any person ‘who has requested exammat:on a,eeord-

'mg to section 303 of this chs,pter and sueh person sha]l heve

the nght w1thm a penod of two months from such service, to

:subrrut 8 reply to the pe,tentees statement Any reexanuna—

tion proeeedmg under this section shslI be condueted wrth

‘ specral dispatch within the Office,

“§ 306. Response or amendment by patent owner

“The pa,tent owner shall be prowded an opportumty in

a,ny reexammatron proeeedmg under this chapter t0 a.meud

y els,un of his patent in order to drstmgmsh the elarm from
pnor art c1ted aeeoromg to section 502 of this oha,pter, or in
response to a decision adverse to the patenta.bllrty of the

oIarm, but o amendment enlargmg the scope of a cla,lm shall

‘be pemutted in 8 reexammatlon prooeedmg under this

eha,pter 4

“§307. Appeals

““The owner of 5; patent r'nuoltred in a reexamination

)'prooeedmg under this ehapter mey a,ppes,l from a ﬁnal decr-
‘sron in suoh prooeedmg adverse to the patentabﬂrty of a:ny

' oIa.rm, or a,mended cla,lm of the pstent

Certlficate of patentabnhty, unpatentablllty and

BO . bo. KO
u; =GR

g308.

' clarm cancellatlon [

o “When i & reexamination proceedmg under th13 ehs.p—

; ter the time for a,ppes.l has explred or a.ny a,ppeal proceedmg'
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applying the*same- shall become & part of: the official file of
the patent. The identity of the person citing ‘the prior art will

"B6 excluded from' such file  upon his request fo remain
‘ationymois. ' FANERS |

- “g303, ﬁéqﬁégt'fdr examination -

*““Any person may, st any time within the-périod of efi-
forceability of a patent, request reexa,mmatmn of the pa,tent
a8 to the pa,tentabmty of a,ny claim thereof in the hght of any
prior art cited under the prowsums of sectlon 302 of this
chapter by ﬁlmg in the Office é, written request for such
reexammatmn accompamed by 8 reexanunatlon fee pre-
seribed accordmg to this ntle and by a statement of the rela-

tioh “of such "prior art to the patentabilityof the claim or

 claims involved. ‘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 filing of ‘the request.

“§304. Determination of issue by Commissioner of
" Patents R

" %(3) Within ninety days following the filing of a Tequest

for ‘réexamination inder section 803 of this chapter, the

“Conimissioner shall miake a détermination as to whether a

- substantial.new. question of patentability. affecting any. claim.. .

4 of the patent concerned, not previously considered-in exami-

_nation ‘or reexamination of such claim, is raised by the con-
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a.gencles to &gree to allow such persons to retam ownershlp

"of sueh mventlons

“§ 212 Relatlonslup to Antltrust Laws

B “Nothmg in th1s chapter she]l be deemed to eonvey to
create any defenses fo a,ctums under a.ny a.ntltrust Iaw
R A.M:ENI)MENTS T0. OTH:EB ACTS” o
SEG. 202 The followmg Acts are a.mended as follows
(a) Section 156 of the Atomic Energy Act of 1954 (42
U.8.C. 2186; 68 Stat 947) is a,mended by deletmg the. Words

' .“held by the COmmlssmn or”

(b) The Natmnel Aeronautms and Space Act of 1958 is

“a.mended by repealmg pa.ragra.ph (g) of sectlon 305 (42
-‘-USG 2457(g); 72 Stat. 436) e

(c) The Federal Nonnuclear Energy Research and De—
Velopment Act of 1974 is amended by repealmg pa,ragraphs

17 T(g), (), and G) of sectmn 9 (42 U S.0. 5908 (g) (h) and (1}
f‘ss Stat 1889-—1891) - |

' EFFECTIVE DATE

“ SEG 203 Thxs t1tle sha,ll take effeet one hundred and

"exghty days a,fter the date of its enactment exeept that the

Vregulatlons referred to in sectmn 201 or other nnplementmg

: 'reglﬂatlons, may be 1ssued prlor c-to that tlme oo
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“(13) section 9 of the Federal Nonnuclear Energy

- Research and Development Act ‘of 1974 (42 U.S.C.
5901; 88 Stat. 1878); R

“414) section 3 of the Act of June 22, 1876 (42

L U8.0. 19594, note; 90-Stat. 694);

“(15) subsection (d) of section 6-of the Saline

" Water Conversion Act of 1971 (42 U.8.C. 1959(&) 85

Stat. 161);
TE4(16) ‘section 303 of ‘the Water Resources Re-
search Act of 1964 (42 U.8.C. 1961¢-3; 78 Stat.

332);"

“(17) seetion 5(3) of the Consumer Product uafet_,r

Aét-(15'UIS.C. 2054(d); 88 Stat. 1211);

4(18) section 3 of the ‘Act of Apnl 5; 1944 (80
U.8.C. 328; 58 Stat. 191); T
“(19) section 8001 of the Solid Waste Disposal

" Aet'(42 U.8.C. 6981; 90 Stat. 2829);

- 744(20) ‘section 306(d) of the Surface Mining and

‘Reclamation Act of 1977 (30 U.S.C. 1226{(1} 91 Stat.
“ ABB) *

491) séction' 21(d) 6f the Federsl Fire Prevention

23

and Control Act of 1974 (15 U:8.0. 2218(&) 88 Stat.

BT 7T
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© Agency that it has taken or can be-expected to take
- "within - a4 reasonable time, ‘effective -steps to- achieve
" practical application ‘of the invention;

" *{(3) the right of the Federal agency to terminate
) such_license in whole or in part.if the licéensee is in
"*‘breach of ‘an agreement obtained pursuant fo paragraph

550 (b)-of this section; and - o - |
+*(4) the right of the Federal agency to terminate
i~ 'the licenise in ‘whole or in part if the: agency#ﬂeternﬁnes
- "that such action is necessary to' meet. requirements for

public use' specified by:-Federal regulations issued after

" . the date-of the license and such: requirements are not
- reasonably satisfied ‘by.the licensee. -

%8211, Precedence of chapter - -

" “(a) This chapter shall take- precedence over any other

~'Aét which would require a disposition of rights. in subject

inventions -of small ‘business firms or ‘nonprofit organization

. contractors in'a manner that is inconsistent with this chapter,

including but not necessarily limited to the following:

< (1) section 10(a) of the Act of June 29, 1935, as

" added by title 1-of the Act of August 14, 1946 (7
<0 T.8.C: 427i(a); 60 Stat: 1085); -

o
o

| 2) seetxon :205(a)-of -the. Aet of August 14, 1946.?_:,;.:,
@ US.0. 1624{&), 60 Stat: 1090); - .. S
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- plication . or:otherwise  promote :the. invention’s: ttiliza-
1 tionm-by.the publie: ' b fn
+7559(2) A Federal agency shall not grant such.exclusive or

partially exclusive license under paragraph (1) of this:subsec-

- tion-if it determines that the.grant:of. such:license :will tend -

substantially to lessen compefition 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
AgWs.: cocin e e
. .« *Y(3) First-preference in the exclusive or partially exclu-

-give licensing; of federslly. owned i_nven_tio;zs;shalli-«go to small

business firms. Submitting -plans that are determined by the

~-agency to be within the capabilities 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. - .
- *(d) 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 partially exclusive licenses in any invention cov-

-ered by.a foreign patent application or patent, after public

[ B S T

“iotice and -opportinity for filing written objections, except .

‘that a Federal agency shall not grant such- exclusive or par-

tially exclusive license if it determines that the grant of such
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" *(8)" undertake all other suitable ‘and ‘necessary
steps to protect and administer rights 6" federally
owned inventions‘on behalf of the Federal Government
either directly or through contract; and
gy trafisfer "custbdy‘ ‘and ?~aammmmon' in ‘whole

St dgr in” pait, o “another Fedéral’ agency, “of ‘the” nght

7 Viitle, or“interest in ‘any federally owned invention.

+45209, Regulations governing Federal licensing”

© I “Phe Agministrator of Gleneral Services is aiithorized to
promulgate’ regulations specifying the’ terris and ‘Gonditions

“upon ‘Which' any federally owned invertion may bé licensed

on a nonexclusive, partially exclusive, or exclusive basis,
«§ 210, Restrictions ‘on licensing of federally owned inven-
“otions' : 3
“(s) No Federal agendy shall grant any license under a
patent or patent application on a;"'féderally ‘owned invention
uniess thé-‘person -Tequekting the license has 'sfﬁpplied the

agency with & plan for development and/or marketing of the

invention: Provided, That any 'pla,ﬂi"rnhy"'be”frééted by the

“Federal agency a8 commercial and financial information ob-

tained from a ‘person and privileged and confidetitial and not

'suh]ect to disclosure under the Fréedom of Information Act.

“usé or sell a,hy'-zfedera,lly:-bwned"mvention in the United States

only to a licensee Lt-hat‘:a'grge_js' that any-products embodyihig

Federal agency shall normally grant the right fo
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%8205, Preference for United States industry =

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

..o small business: firm -or nonﬁrofit:organization which re-
. ceives title. toany subject invention and no assignee ‘of any
- such. nonprofit or'ga,nizationssha'.llrgrﬁ.ﬁt‘to any person the ex-
. -clusive right to use or sell any éubje’ct invention in the I&nitéd
- States unless such person: sgrees that: any products émbody-
ing the subject invention or; produced through:the-use of the

subject invention will’ be manufactured: substantially i the

- Tnited: States. However, in individual cases, the requirement’
. for sucl_i an agreement may be waived by the Federal agency’

-under . whose funding: -agreﬁement-; ‘the invention ‘was made’

npoh & 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 circum- -

- stances -domestic. manufacture’ is ot commercially feasible, :

. %§ 206, Confidentiality -~ . -

“Federal agencies are anthorized 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 a nonexcluswe hcense) for a-Tea- 5

B b5 RO L bo
& o -p_;_afc.o

sonable:-= tune in-iorder: for:a- patent apphca,t:on to: be ﬁIed A

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

lease copies of any. docurnent which is part of an application
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“ .« *(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, assigneg; or'].icensees;-t.,or' SEE
“(d) that. such. actiori is: necessary ‘because . the’
“agreément: required -by:-section- 205-has not been .ob- -

. -tained’ or-waived or because a licensee:of the exclusive

. - rightsto use-or gell any subject invention in the United

=i Btates is in.breach: of-its -agreement- obtained - pursuant:

to'--aéctioni,205;::a;' B T T

-.%“§204; Return of Government investment - _
Sovge () If after the-first United States ‘patent-application'is -
-filed -on. & subject invention; a nonprofit organization, ,‘a. small’:
»-husiness-firm, or‘an_organization‘.to'whdm such 2inventioﬁ'.wa3' :

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

income for any one calendar yasi.rfl"om; the: licensing -of a:..

+ subject: invention orseveral:related- subject :inventioﬁs, 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 nonexclusive licensee. previously:held an:exclusive :

[
bl

24~
_ 25.

“(b)At after the:first United States patent application is:.:

filed on:a subject invention; a nonpmfit-korganiza,tion,‘a small ./

business firm, or an assignee of a subject invention of such an




+.5hall e on:the record after.an .opportunity for a’hearing. An

58,

~assign whatever:rights it:may.acquire-in the subject invention;
wfrom its:employee -fo the:contractor subject: to:the conditions;

<isetforth in this chapter.

- £40(1) No funding: agréement, with a'small business firm,

-‘or nonprofit-organization:shall:contain-a-provision’ allowing a:
- Federal:-agency  to reriuimf;the,a;]igensing--ftq;.;th.ird‘ parties of. |
#inventions owned by the contractor:that: are:not:subject in+-
+ventions.unless such provision has been‘approved by the head:
- of the:agency-and a written: justification has .bee,ﬁ; signed by:
sithe-head-of the a;gency;.:Any-Su'ch,i)rovisiog; shall clearly state :
:'whether: licensing -may :bé: required: in- connection with the :

~practice-of 2 subject invention and/or: specifically identified: -

work objects.- The head of the agency may nof .delegate the: -

:authority-to approve provisions or sign justifications required: -

by this subparagraph. _ spade v o TR :
'+ = #42):A Federsl :agency shall not.require:the licensing of: :

third- patties: under- aiy: such provision uriless the head of the :

‘agency determines ‘that the use of the inventioﬁ-::by*.pthegs is.:
“necessary for the:practice of ‘a subject invention or for the use. :

~of &-work -object: of . the funding - agreement and that such -

action is necessary to achieve the practical application of the ©

“ssubject invention ‘or “work ‘ohject: -Any.such determination. -

- getion commenced for ‘the judicial review:of such determina:*
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wiivy support:and that: the-‘(.}ovemment:" has certain rights in
* the fnvention, -
vy 2#(7) In the case:of :a nonprofit organization, (a) a
» ,i..‘!:pi'ohibition upon the -assignment of rights to a subject
- invention in*the ¥Tnited States without the approval of
“the -Federal ‘agency;: except where : sﬁch- assignment is
"~ made.to::an organization which ‘has as ‘one of its pri-
~~'mary: functions the management of - inventions and’
*which ig not, '.itse]f,f‘én'gage‘d".'in"oi:':doesf not-hold a sub-

*.:stantial interest. in- other ‘organizations ‘enga;ged' in the

manufacture or sale of products or the use-of processes

. that might utilize the invention or be 'in competition. ’
-+ with embodiments of the invention (provided: that such::
vt assignee shall'be subject to:the- same’ provisions as the
“contractor) (by'a prohibition against the granting of ex-

. elusive  licenses 'under United: States- patents or patent’:

* gpplications in" a; subject invention by the" contractor to :

' persons’ o.‘ther--rthé,h small business firms for a period i :
*+ “gxcess’of the ‘earlier of five years from first commercial -
. sale ‘or use- of: the: invention or- eight  years from the "
33 date of the éxclusive license ‘excepting-that time before

“iregulatory ~agencies: necessary: o *‘Obtain:: premarket -

PR
St oM

siiniscgleprande-unless;. on-a:onse-by-case-basis; the Federal i . ...
‘agency approves:a’ longer exclusivelicense. If exclu-:

--give field-of -use: licenses ‘are ‘granted, commercial sale’:
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1870
ot b #8) At least once each year; the Comptroller General
 shall transmit, & 'réport to the Committées 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 such ‘other aspects ‘of -Government : patent--policies: and.
6 ‘practices with respect to federally funded inventions as the-
7 - Comptrollér Gieneral believes appropriate. R
8+ v “(c) Fach funding agreement with:a small hsiness firm*
9" or .nbnproﬁt organization sl.iajl'contain‘ ap'prop'ﬁate. provisions;
| 10 o-éfféctuate the following: = ==+ ol dee A
1150 st (1) A requirement - that: the: contractor: disclose :
12+ % gach*subject invention to. the Federal agency within a.
18- “iressonable: timé after it is~made and:that the: Federal :
1470 “Government -maja'réeefve-title-:to—:-.any subjéct ‘invention -
157047 ot réﬁ'orted'-toi-ip within ‘such time. +:%. " 3 o
16 it 20 Q) A irequireinent -that the! éontractor make an
171 “election.to retain title’ to' any subject invention within &
18 7 reasonable‘time after.disclosure and that'the Federal -
_19""’ © Government: ma‘y-‘receivé ‘title ‘to: any:subject inverition :
20 - “ in which the ctmtr_aieﬁor does Tiot; elect to. retain 'rights-.‘-
21" " or fails'to elect rights within such time, -
99 ©'I. i (8) A requirement that:a -contractor -électing’
.- sights file" patent applioations within'reasonsble times-

95  any subject inventions in the United States-or-other:
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16:

- extent permitted by:.law or -Government regulations

+ [:-available to-the. public: on reasonable. terms. ...

2wt o2 *(g). The- term ~‘made’: when - used..in-relation to

" .- any invention means the conception or. first actual re-

... “duction o practice of such invéntion.

e nwr. “(h) The term. ‘small business fu’m’ means: 5 small

. business concern:as defined at section 2.of Public Law
-+ 85-536 (15 U.8.C. 632) and implementing regulations’
‘of -:the Administrator "of: the .- Small Business:

10 Administration.
114 “G) The sterm.:‘nonprofit. organization’ means uni- :
12 versities and other ;insﬁtptions,:of;highér. education or ’
13 ' an - organization of “the: type:described in section .
1d:0 50\1(0)(3)310f:.the, Internal ‘Revenue: Code- of 1954 (26 -
15  TU.B.C. 501(c)) and exempt from ‘taxation under section: !
16 - 501(a)- of- the Internal Revenue. Code” (26 U.8.0
17 20 BOL@) o oo [
18 “§ 202. Disposition of rights .= -~ = i~ =
19 “(a) Tach nonprofit organization or small bisiness firm :
20 ' may, within a.reasonable.timeafter disclésure. a8 required by «
21+ paragraph (c)(1) -of:this section, -elect: fo-retain title to any
92 subject invention: ‘Provided; however, That a-funding agree-
= ament may provide-otherwise (i) when-the-subject- invention-ig -

. made under g -contract for. the: operation -of :a. Grovémmenté-f;

“owned research or production.facility,. or {ii).in exceptional :
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44208, - Domestic and foteign protection of federally owned mventmna

T R T S S O S G G Y
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%309, Regilations governing Federal licensing, -

. 210, Relmct:ons on livensing of federally owned mventmns

L=l f-l o ';‘;c.n 0 S T R S

o

“212 Rela.tmnshlp to antﬂ:rust laws.

‘:“§ 200 Pollcy and obJectwe

Tt is the pohcy and objectwe of the Congress to use the

- patent system to promote the utilization of inventions arising
:from federally supported research.or development; to encour-

.-age Mmaximum partwlpatmn of small business firms in fed-

erally supported research and development. efforts; to pro-

-mote. collaboration between commercial, ¢oncerns and non-

proﬁt orgamzatmns, mcludmg umversmes, to ensure that in-,

ventions made by nonprofit, organizations and . sma]l business

firms are used in;s, manner to promote: free competition and.

enterprise;. to  promote. the commercialization and public.

availability.. of. inventions . made ,in ,the Tnited States by,

“United States industry___a;_ldulg.bgr; to ensure that the G'roven_l__—;,_

e
;@

ment _ohta_ins su_fﬁcient-;rights:,in_;f_edera,lly ,suppoxjj;gd inven-_.

: 'tlons to meet the needs of the Government and protect the:

public against nonuse or um'easonable use of mvel_;tl_,pps,_a,nd,

o minimize, the costs. of administering policies.in.this area..

“8 201 Deﬁmtlons

“As used in this cha,pter—

“(a) The term ‘Federal a,geiiéy' ﬁléé;ilé "Iié,hyfé_ziécu-

O D fo
W 0k

Thited
States Code, and the. mlhtary departments as deﬁned

tive agency as defined in sectmn 105, of ‘ntle:'

. by section 102 of title 5, Umted States’ Oode.
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12.

.. cerns and to take such action as may be necessary to

change or eliminate such discriminatory procedures.

. DEFINITIONS

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

'

, 1, development.

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

., tive agency as defined in section 105 of title 5, United
. . States Code, or. a. military d_epartmgnt._as' defined in

., section. 102 of such title; . . . . ..

... () the term ‘‘contract” . means any contract,

grant, or cooperative agreement entered into between .

S\ Eederg,l_,:agency_,and,any_orggnizg.tion or person for
.....the performance. of experiments, developmental or re- -
.search. work and includes the assignment of any. such

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

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

. contract; .. . I
% . (8). the .term “small. business concern’. has the .

-, -ssme meaning as in section 3 of the Small. Business

. portion; of a Federal agency’s research or research and -

effort.is. reserved, for gward: to small busi-

95

sition process having a phase for determining, insofar
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10
© v ¥(2) prohibit :-e‘a’ch_;:Eederal‘--agency‘ and each office:

: »i+ix o1 component thereof from excluding any small busi-:
+:ness concern; from competition for any.research-and-de-:
~+s'velopment: contract on’the same: terms.and conditions.

as any other business concern;

+:(3) require-each Federal agency to consider-unso-,

~licited. résearch - and -development proposals -from small-

i< business coneerns. and.to-promptly and fairly review:

“siich proposals hased fipon their merits; . -

: : 10 g
.

-(4) Tequire: each:Federal. agency to consider small.:

- businéss. concerns..on ‘an equal,basis. with sny. other
‘business concern in the.award. of:sole source research :

oand: ﬂevelopment Coniracis;.

= wpenses-of .,a.;;ESea,rch_-'a,-nd d_evelopment_cqntract,jj;he,_m- .

dependent research and development: costs. and the:bid :

-and-proposal :costs incurred by small business concerns :
- ghall be attributable to.expenses; of;izhe_--cqptmct_ in. the -

=% fiseal year in which such -expenses are incurred;

++-(6): require..each -Federal -agency. to evaluate the -

feasibility of dividing. all proposed large scale research -
:and-: development - contracts. -into. small_gr,,se.gments in-.

-order. to: facilitate :the. partmpatmn of . small busmess,._’

24y

:,H.concerns in ﬁuch contracts,
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8" i
- of that research totechnological innovation:in ‘the pri-
w% lvate “sector b'rr- for technological immovation: in‘:prodicts
“:intended for Govermment use;'and -~ L
“(8) the terms ‘research’'and ‘research and devel--
opment’ have the-meanings givento such terms by the
“.Cost: Accotnting Standards Board,”.
. 4 REGULATIONS FORE THE SBIR'PROGRAM

¢ wiisBeo, 102, (a) The Administrator. for Fedéral: Procure-

+:ment Policy;in conjunction ‘with the :Small Business' Admin~
~istrstion-and the National Science: Foundation, is authorized

vand directéd to promulgate and issue appropriate regulations, .,

«in gecordance with the provisions of this‘Act and within oné :
hundred and twenty days of its enactment, for conduct by" ¥
-gr'a,ms ‘es‘ts.bhshed;--ptlrsua,nt'rtorsectlb'li ‘GA-of the-Small Busi- ¢
~ ness:Act. Such regulations shall oo™l s oy
(1) ~provide for simplified standa,rdlzed and:©
""" ¢ “timely - SBIR sohcxtatmns, proposals, ‘and: evaluatloni

L5 procésses;

©o0(@) reqiiire” Federal: agencies to coordinate SBIR:

Fiwtts golicibation release: schiedules -with. the :Small-Business -
< Administration; and - . oo

- {8)-inélude uniform: re,qu_u-ements forpatentn ght §i
data > that"
ifitenit of this Aet. 15 o

‘are”'commensurate - with the”

il rights
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6
- SBIR program shall not be counted as meeting-any: portion
. of the percentage requirements-of this section.:. x: wiwi v
- *{d) Each Federal agency required by subsection {c) t¢
-estahlish-an SBIR program shall,'in:accordance with this Aet-

i

2

3

4

5.~ and regulations issued under this-Aet—- = = ©7:

6 «: *(1) determine- categories -of projects to.be in-its-

T: oo SBIR program; =0 0 o et

8 * +*4) issue SBIR . solicitations in-accordance with a:

9 schedule determined. cooperatively:: with:the -Adminis--
10 tratiom; - o Pty v
11 s *(8)-receive and:evaluate pfop’osals ‘rGSIﬂting-:ﬁ'Om’ :
12:: .- SBIR proposals; A N
185070 0 #(4) select awardees for its- SBIR con_'E;Lct's;: LRSS
14+ e 37445) administer 'its own:SBIR -contracts (or dele-:

15 . :gate such-administration to another agency);~ i it

1670 5 144(6) miake-payments to- SBIR coritractors ‘ot the
17 -'v'--'.;'basis:-of ‘progress ‘toward or; icomplotion” of ‘the contract :
18’7 . requirernents; and 7. :
19~ + =+ =#(7):make quarterly reports ot ‘the: SBIR pmgramfl:i
20 -t to the’Administration. - .
91 i #(e) Bach Federal agency subject to'the requirements of

22 subsection. (b) or (c)-'of this'section shall Teport quasterly to’

' 24 ‘contract: a,wa.rds to sma,ll usingss coneerns: under this- sactlon?=.;' :

25 (for contracts: over. $10,000 in amount) and the dollar value.
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4

i, ested, small -business-concern the:opportunity to partici-

»-pate. in:Federal agency small:business: innovation re:
search (SBIR) programs; . -~ i fons
;. 1¥(3) coordinate the :development of a schedule for
--:;:-rcleasé.-~:o_f--S..BIR.; solicitations: with participating agen- . . . . .
cies, and prepare a master releage schedule to preclude -
... several Federal agencies. from relesising such solicita-
. -tions.at.one time and thereby-limiting the: opportunities

I R

~of small business ;concerns -to -respond to some

fory
O

.- solieitations;. g e

et
[

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

;;a;a;ﬁ.onz* of ‘SBIR: programs; within':participating : Federal -

—_
w b

agencies; and ¢ v

[y
.

-*(5) report annua.ﬂy 1o the. Select. Committee on :

Small,.—,_Busmcss .of the Senate-and the Committee on :

[y
[

> Small {Business. of the House of Representatives on the -

s
R

st
=

@ ;-activities .of . Federal. agencies ;in - meeting . the small

i
[e2]

* business research and development, set-asides; required. ;

-t
0o

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

bo
St

. iy Federal .agencies, snd the information and monitoring
2% efforts of the Administration related to the SBIR pro- -
22 ... gramS,,

94 set-as1de for award to small. husmess CONCErns a, percentage_;_ﬁ

- 25 -of the:total dollar amount. of its budget for prime research and. . -

1
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2 3
BTATEMENT OF FINDINGS ‘
SEec. 2. The Congress finds and declares that—
(1) technological innovation creates jobé, iucreasés

productivity, competltlon--and economic growth and is

a valuable counterforee 1o mﬂatlon and to the Umted
_Sta,tes ba,lance-of-payments deficit;”
H (2) small busmess 8.4 pnnclpal source: of the Na,-

tlon 8 ma,_]or mnovatlons

W o e o W e e

(3) small busmesses receive less than 4 per

gentum of Federal funds for research and deveIopment

[a—y
o

(4) pnvate teclmolo"”"'"

et
[

'expemhtures in the Umted_
S ."tes are’ h1ghly concentrated i nerta,w ﬁelds and in-

et
b

Joad
©

' -dustrles g only s1x mdustnes aceount for over 85 per

:::centum of all m&ustnal resea.rch a.nd deveIopment.

-
o

15 spendmg and only _thu'_ty-one compames, many of them

16 3mu1tma,t10nal companies, account for 60 per- centum of

17 ‘total United States research and development;

18 (5) the tax structure of the Internal Revenue
18 Code of 1954 prowdes msufﬁclent support for the for-

20 ?fl?-i'matlon growth -and long-term mdependent opera,tlon";'

nesses. to be innovative; L.
SoEATLE T S E I T D R SRl VR
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Senator. StEwaRT. - I appreciate your coinments, because that is the
concern I was addressing.

To give you some examples of what I mean by research and: develop-—
ment, we have had some hearings on saving the small farmer in the
Agrlculture Commlttee Itis a very 1mportent a,nd v1tel 1ssue in thls ‘
country. =

During the- ent1re t].me we: hed thoue heermgs, Wwe d1d not hear once
about agricultural innovation. . g

Many of the people- who came-and testified were- connected in-one: i"f
‘way or another with large-sized concerns.:They did not talk about the "
technology thatis avail able such as thenew kinds of tillage equipient
and other things available. "All of this type of information came from

--gmall companies: -Some: of those:smaller: firms obtained their first™> =~

‘research moncy from the Government. They had begun ‘to develop =
some innovative kinds of things, but if:they had had what you are -
talking about—my ear and the ear of Government pohcymakers—
imagine what could have beén done:
Solar technologies is another example. N obody seld a word about*

-~ the development of small-scale systems: But yet smal]er compames‘

are marketing energy-efficient produets. - e
That tells the tale to me of what research and deve]opment morney
can. do fur those smaller companies and the country. I think you have
something here that you probably should shere Wlth ‘the Senators
concerned with energy legislation. .
" Mr, GreEeN. Senafor, T know others would be 1nterested too We:,\
are doing a.demonstration in Utah and New Mexico on crrewmg plants -
that grow oil, and this indeed.is crude oil that:comes: from the milk-+
weed species in' Utah, and we-are monitoring how many barrels per’
acTe per year we can grow.. - -
It is not really a new area, in fact thls has been talked: up a.round
the world, and we are actually doin o
Here,is a tube. of crude. Olfr the: érst we extracted. from m1lkweed _
in.Utah, and our goal is to. mionitor how many barrels. - :
‘Senator STEWART. 1. deeply--appreciate: your coming hear toda.y
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 in
the House. You all.have a.lot of answers to a: lot of the problems of ©
this country of ours. .
Somebody told me the other day that not sinee: Harry Truman,
haye we had folks in Washington that-have been. concerned with small -
business people and the:small. busmess commumty I Would dls&gree g
with that.
" ~There are a lot of people T serve, Wlth in the Senate tha.t are’ very
much concerned sbout the small business sector. ‘A lot of us are new
to this. business, but we plan to. stay with the program e.nd the 1ssue_
until we get some meaningful results. - - e
Before closing, I want to mention-that we w111 mclude n- the hearmv :
_record s copy of the innovation report prepared by the Chief. Counsel

“for Advocacy, Milton: Stewart. Excerpts from ‘various subcommittee
're orts prepared for the Advisory Committee on Industrial Innovation, -

ich . was established. as part’ of -the: Premdent’s Domest1c Pohoy :

Rev1ew will -be included as well : o :
‘Thanks to.all of you.
We stand adjourned. - ' v
[Whereupon, the commlttee was ad]oumed at 12 noon. ]
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I used to. always eriticize our Government people for. coming out
with & 17-man preaward team to a company like ours which had 4::
people to talk to. It is kind of difficult to talk about the:bid requirement
- if we do not hiave: experience in that particular field; we might mever
convince them.:There are many Government: checkpomts ‘there. s,
the. preliminiary. award, postaward, and with everything -else being. .
monitored,. contractors havmg problems should be recognized. I think
the mechanisms are. there;: and unfortunately you have an mstance-"
where the surveillance system did not-werk...

Senator ScaMrTT. There was one more: mechemsm it Was 2 cormon: =
decision that awards go to small business. I had no’ problem Wlth it at;

. the time, but there were concerns.

* reasons why the Government-

Senator STEWART.. I think you can pomt out many events in I&rge
sized projects that turned out to be just as much a problem. : o
Senator ScaMiTT. Ldgree. I think I'will leave it at this pomt but if
- you have any further:thoughts on this problem, of deciding onthis 10
. percent. It is a problem but it is.one that can’ get you or‘the Govem— -
ment in trouble.::

Mr. Daniews. As I mdlcated some 3 percent goes to small busmess :
We really have two recommendatlons -one that th1s 34 percent begln
to grow at-1 percent a year in the R. & D. ares. D

We have a second recommendation, where we: have an agency tha.t
has $100 million in- R..& 1. budget, that: they be ta.bbed to put 14
percent of this into small business. ™ - e

The procedure for:small business set-aside Would perm1t. a small
business set-aside to proceed with at least two- quehﬁed sources 1f=:';
found available.

Somewhere in NASA you may interject that you had t.wo quahﬁed
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 situations Where you W1]] be sorry you ma.de the small busmess 5
set-aside. i

Senator SCE{MITT But you thmk on’ bal&nce tha,t is stlll 8 good type.‘::z
of procedure? - -

Mr. Dantess. The reason I feel tha,t way, becsuse of- the sub]ect you -
really have to talk about ma,mly competltlon and E: thmk one of the :

__ Senator STEwarT..1:was trying to talk a.bout tha.t a mmute ago
‘T think there is some.competition from public policy.

I think research money sets that policy, and you gentlemen are not
getting enough of t.he research money to.provide competltmn mn some--’;

C-areas.

itis my understandmg all busmess and industrial firms receive some
46 percent of the basm and a,pphed resea,rch moneys expended by the L
Government. 7 -
Is that a correct: ﬁgure"' ‘
Dr. Springeorn. I believe [ gave you Dbasic: resea,rch S
e M DantuLs. - But if you: take:- that}u.nd go- to: the.mwhole ﬁeld, i
qulckly drops backinto 3% percent. .
Senator STEWART. That would 'sound about. rlght ;
I also wanted to ask you:-about procurement HOW much of t.he‘=-
procurement dollars are involved? - 35
Mr. Dantirs. Roughly 20 percent of the proeurement dollars -
Senator STeEwART. (Goes to small business? DRTREE
Mr. DaNiELs. Yes.
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could be implemented, it was the right. phﬂosephy I :am: very, very
excited to hear you are making some progress in the industry. - 8
‘Mr. GuLLer. This is the industry, not the Bureau ‘of Mmes
Senator Scamrrr. I understand.
Senator Srewart. It took you 1 year to solve that one problem
Senator Scamerr. It is-one of the reasons why we have to do what
these gentlemen are requesting us to do. Innovation is.in' & erisis; and-
for'small business, it is innovation that:says-the mdependent explormg.'
compsanies and producers are-to discover energy supplies. ' . © ©
You all have the same kind of mentality about risk taking, the: neediE
to turn over capital so it further stimulates innovation. 1. think that
- we have to do something, ‘and- I do not think we are nearly  doing

enough. It is my hope that this committee will become:the chﬂ,mplon'ff =

on the good news side. The 95th Congress did take some steps-as you
described in tax policy and there is an effort urder way new with
3. 1597 which provides R. & D. mcenmves (lepreclatmn 1neent1ves
and also savings, investor savings incentives.

We would also call your attention to the procress thdt the cham minn
has slready mentioned is being made, in trying to get legislative control
over the ‘major ru]emakmo' activity of ‘the Federal ‘Govérnment. -
The suggestion now is 1o: decide how do we. pull these things together, |
so this List of recommendations that has been maie- can be 1mp]e-‘=
mented. If we do not do it these opportunities mny pass. - e

All you have to'do is look at the record of small de}IleSS forma,tlonﬂ
versus small business formations’of years ago; and obwous}y there are’
a lot.of things wrong because things are not happening as they should. :

Mr. Apranamson. May 1. sort ‘of summarize this by explaining’”.
that whereas none of our récommerndations Tequires increase in ‘any -
Federal appropriations—not a- ‘nickel—one of them: would require’
some ‘adjustment ‘in the portion of R.'& D. funds-going to" small*
businesses. At present only 3 percent of the R. & D fundmg is gomg 3
to small business.” =

‘What we are’calling for isi t.hat eech Federal egeney “rételving
R. & D. finds be required to diréct some percentage of those funds
let us'say 1 percent for the'first year, and increasing biy 'l percent "
mcrements annually, so-that at the'end of 10 years; 10 percent of that ;
agency’s R. & D. funding goes to small business. ‘ i

‘I do not think there’is an ageneyin town that could make a crechble
argument that that:is inipossible; -

I do not think 1 percent per year over a lﬂ-year penod is going 'to
be a hardship ‘on any agency receiving R. & D. mondys, so [ would*?
urge you to consider very seriously that recommendation. '

I-think-it is extremely well founded it ha,s been earefully researched
and’ discussed widely. ~ . ;

‘Thank you.

Senator Hupprzston. 1 want to express my personal appreolatlon‘
to all. of you for appearing before us today. Senator Nelson hoped to-
...be able to get here, but unfortunate]v was unable to doso. T know h
lsvery interested i in this subj ect and the whole Tange of Tecomments:

“tiohis you have made He wdl glve h1s enercry a.nd eonsadereble ta}en ,
to this catise; - L

You are making a Very good reeord I appreelate the frankness w1th’=‘t
which you are presenting your views. Thank you:- -+ + , :
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Similarly there is a . concentration. of :U.S. 1ndustr1&1 R.: & D.,
into a few.industries and into a few companies.: :

“According to the numbers in a Government pubhcatlon in 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: ‘ L

QGreater than 80 percent administrative R & D. is carrled out: by
only 200, firms.

~Senator SeamiTt. Is that large size ﬁrms or sma,ll size ﬁrms‘?

" Mr. Cronin. Those are large. MeDonnell Douglas—

Senator Scamrrr. Do you see the beneﬁt of subcontracts are they '
0'ener exchanged? .. ,

rontx. No; I see no beneﬁt ;

Dr (GOODHEART. "The majority of that- does go to ]arge ﬁrms We
are not in the aerospace business, so 1 am not aware of that from a.
personal standpoint; however, we used.to be eligible for contracts :
through the NCIL. Techmcally I suppose we still ‘are; however, the"
NCI has recently . changed pohry, so that it speozﬁoal]y does not
award as many contracls anymore. ‘They have shifted to a-grant
‘mechanism; the great majority of the work for basic resesrch throu0'h
the National Cencer Institute is to: be awarded by gra,nt rather than.-

‘contract. - :

The. 1mphee,t10n is. that compames such as _ours are not ehglble ‘to
work, in the. cancer program, because we are not-eligible.fo. receivé..
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 dropped more than 50 percent in size when that happened. We .
had 26 employees before the termination of the contract, and we now: :
have 10 people. :

Dr. SPRINGBORN. The Federal basm research funds by performance, :
the latest data I have, and.this goes to 1960 .to 1977 the source is’
National Patterns of R. & D. Resources, National Science Foundation,
T can leave a copy of this if you would like. In 1977, $3.5 billion was
spent, the Federal Government laboratories received $750 million, 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 o your question:’

This .1s from..the National Science Foundation. That is basic re-
search. I also have the data for a,pphed researoh but these data are.”
all available.

Senator HuppLESTON. In regerd to development of your 1resh air
‘mechanism, how extensive.is that.n use now?.

Mr. GULLER Senator, it is, .being . -used i, Ga,ry, W Ve, qulte o
exte:ilswely in several of the mines tha,t .are. run by Unlted Stutes=
Steel.. - . L T

Jthas, been. i usa TIOW. for,a couple of years,n_sxr

Senator HuppLEsTon. Did your COIPAany. . develop thls_
~Mr. GuLLER. Yes, sir. s
-Senator Huppreston, Were you under eontraot'f‘ e .
Mr Gurrer. No. We took it—the development costs—out of our__ -

earnings. L N
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State, all very fine people and workmg very hard, but they are &ll
competition. :

Dr. SeringBorN.-1 do thlnk the innovative approach should be 011.?
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 great
country was founded on the prm(:lple of innocent until proven giilty,-
but in’ the regulatory field - we are guilty until proven innocent. There
can be- s tremendous-financial and negative manpower impact to the
small busmess. just trying to defend ourselves agamst the regulatory
processes. i
- 7T know George Lockwood.deals with 42, agencles, 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:redro for all:costs incurred in defendmg ourselves against the regu--
ators :
-Senator Huppreston: I.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 challenomg regulatlons :
sSenator STEwarT, That has just been passed.

:Senator Scamire. 1t has passed the Senate.- : g

Senator. HuppresTon. I-think passage of that measure 1nd1cates¥
there is more interest now in equalizing the Sltu&tl()n and not put’mng
all of the burden on the business person. -~ " .

Many ‘times we forget that: regulatlon is somemmes more. d1fﬁcult’»:
to. deal with than law.. C §

I would much rather go to court on a matter of Iaw than have to ’
confront a regulatory problem:. . -

+ I 'think your chances of prevmlmg are better and 1t is usually lessi
expensive. b

enator STEWART I want 1o mtergect. one comment Since 1 have-'
been here:7+or 8 ‘months, Ihave had a number.of visits from.some-
large-sized concernsin the country. They are not-urging deregulation,"
Instead they. are talking about regulating. certain aspects of & given-
industry..I-am not trying to-point the blame, certainly :not at-this-
group, because 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, because:of business. They have been estab-:
. lished by business. Mﬂt()n talks about:the large-sized institutions.: T
- 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 to help us in dealing with' that :problem.:
1 understand that small business concerns are independent; that-
is the reason they are small businesses; that is the reason they are inno-
e Vators.: But L find sometimes. when I slt down with:a group of them and-
talk to.them about getting their act to%ether and helping to establish
& broad consensus of opinion that legislators can deal with, that this:
intangible problem exists. I' think we need to talk a,bout it, to address
1t because 1t is a reality, snd it is a problem. ' :
I have seen lobbyists for large-sized concerns, probably one or two
a~day, and they are certainly not talking‘to me about lessening Gov-
ernment regulations. ‘They do not seem to want to be regulated
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- Today Mr. Norris. is still concerned -about unemployment, but-:
addltmnaliy about the declining productivity in our ‘country; which:
" runs right to the heart of our inflation situation: We know that there-
18 technolowy being developed today, we know it can beimproved and
-we know it can-be stimulated: But we also know that it'is not moving
from. the Government laboratoriés, from the universities, into :the'
business community at the proper rate, and that technology unused 18"
social waste.

We cannot afford the social waste, so.we have to improve the c1l—
‘mate tofoster.its use: You have heard a number of specific recom-:
mendations here, and the Norris work group made 12 recommenda-:
tions, many of which deal: with changes in the tax laws and in Federal

' pohcles T should like to emphasize the point that none of those recom-
‘mernidations require an incresse in Federal appropriations.

We endorse what Mr. Springborn just said. In many areas we need
less Government; not more. Therefore, gentlemen, we commend your-
interestin this issue, and we are pleased to be here. Now, in represent-
ing the Norris work - group, I am reay to answer any questlons you
may: have.. .

Senator Huppreston: Thank you very much - e

I wish to thank all of you gentlemen for:a very excellent presenta.——
tion that 10unds-out the material we have in the: prepared report.
Your: comments will be vely helpiul t0.us in gmmnnr & better per-.
spective.

* Iecan certemly understand the concerns end sore frustr&tmns that -

~ have been expressed, particularly by Mr. Springborn, because this
area has been examined before. The problems- have been: apparent
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 innovatior. One of
myformer fellow:Kentuckians, Congressman Breckiniidge of Ken--
tucky, expressed his frustration in that we develop facts about the:
importance of small businesses, the contribution they make to em-
ploymient, development; and lnnovatmn——they are responsible’ for’
hall-of Amencan innovation—but. small businesses .do nof recelve one-
half of the Federal Government’s research and development.funds.
- Tt 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 cap1tal formatlon ‘taxation,
and certalnly regulation. . |

These are issues still on, the front burner and I hope we can keep
the 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 le islative process. .

.You mentioned tax %e.ws Mr..Cronin. . That was very 1nterest1ng
information you gave us about capital formation which came about..

as a result of the capital gains reduction enacted last year.

. It.was.my. judgment,. at, ‘the.time. that.there.would. be/grea,t beneﬁt, S

. Irom such.a reduction, but .l have.not seen.any specific figures yet.:
indicating how repldly investors . have responded to. the levislatlon

You indicate a very impressive record .whereby much more capltnl .

has been made available.

Before -we get into specific questions deahng with, your proposed
innovation legislation, I wanted to ask whether we should try ‘to;
accomplish virtually everythmg in one bill?
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Mr. CroninN, We will now hear: from Bob Sprmgborn pres1dent of
Sprlngborn Labs. ‘

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

Dr SPRINGBORN Thank you very much. ' .

::'To try to save time, I would like to br1eﬂy present our credentlalsL
as requested by the chau'man — -

‘I have had 15 years experience in dn'ectmg larO'e corporatlon R & D.
and new: venture companies, 5:years, in venture capltal activities, and
I have been invelved in helping deyelop- 22 companies mcludmo-
start-ups, either as chief executive officer or as an active director.

For the past 6 years 1 have heen. 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 :
marketing. = . ‘

- We do 3 ¥ery httle Government Work less than 15 percent

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

1 have been very interested in the mnovatlon 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 this
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 issues for many
years, you may recall that in 1967, Bob Sharpy—president of Cabot
Corp.—put together an excellent report on innovation in the United
States and what should be done to encourage innovation. His report
states many of the same. problems our ad hoc SBA committee report
states. Also, Prof. Richard Morrison published a report on innovation
‘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 oyr ad hoc SBA committee,
one finds our recommendations are not much different from those of
the reports and recommendations of & decade ago. We simply cannot
allow .another.decade to elapse with no.activity bec&use the small ~
innovative company may not survive 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 undersmndmg of the needs
.of the small innovative company. Frankly, I think that sma,ll busmesa
was treated with benign neglect. .

I wrote to President Carter’s staff, Mr. Bisenstatt, &nd he did not

_even have the courtesy of answering, ‘the letter.

.. I'then asked:Members of the Senate to be mvolved o hel})mg sinall
* bisiness 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. Stewart’s efforts we got_together our own
" ad hoc group to make recommendations to the leglslatlve branches of
Government regarding what is needed to rekindle the spirit of the
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One of the sayings I often use, I say you do not have a company
\Vithout sales, and, second, I say go get.a Government contract in the
related area for- act1v1t1es 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, 1
think: Government spénding, it really plays a significant role in small
busmess development, in the innovative process. -

1 do think when th1s bappens, that we accomplish two thmgs, we
accomphsh performing the research and advancement .ol the state-
of-the-art, which is usually the main product of the Government
contract, we also end up in many cases in developmg, in nurturmg
small business endeavor. :

The role of Government R. & D. spendmcr has come up ‘over and
over again in our task force deliberations, it 1s in this report, it is one

-of the recommendations that the Government takes certain action
regarding spending R. & D funds, and it came up in another report
as I. mentioned. .

_..1 personally believe thls is a very high prlonty item.. i I could
leave one message at this hearing, it would be that I think in the sarly
stages of mnovatlon the really eatly stages in forming the’ company,

" the scientists and the engineers have not even yet defined their product

* very clearly, that people are struggling awfully Lard to get these basic

resources, and: the best talent, you are tying up the brightest ehgineers,
scientists, the best. managers, to try to get.their early resources to
keep your venture going.

That talent can show you a lot more toward mnovatmg, if they could

. spend alittle less time in seekmg out: these baxic resources.

- T think this business is in a stage where a little bit of Government
~ action would have a very big 1mpact 10 to 15 yeers from now, that

may not be the case though.

" It may be that & lot of Governnent action has httle impact,. but

1 beheve a small Government action can have a very la.rcre 1mpact

- Thank vou.
. Mr. CroNIiN. We Wlllnow hear from Mr. Alfred Daniels.”

STATEMENT OF ALFRED C. W ‘"DANIELS, H. H. AEROSPACE DESIGN
C0:, CIVIL ATR TERMINAL, BEDFORD, MASS.

- Mr. Danros. Thank you.

-The company I come from is a technology mtense compa,ny, We like
to think we are an aerospace company,but we found that in the trans-
portation field there is lots more moneyin railroads and in surface
transportation. and in automobiles, so we spend a good bit of our time
in applying the aerospace. knowledge to new uses.

I think I would like to comment for the record that T also am presi-
dent of other companies, and that I have a board position with the
National Association of Black Manufacturers; I likewise am a mem-
-ber- of -the:Procurement.Task. Force for the. Small Busmmq White
‘House Conference.

-Dan would frequently tell you I hke t0 thmk of myself 2s better
g versed in procurement, than in almost all of the other sub]ects you
have talked about.

. T have tried to. ﬁfrure ou’c how to synopsme some ’r.houghts for you.
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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 fuel 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 car with gasoline "

and when thatsupply runs low, or the red flags go up at the gas pumps,

if.you had propane or liquid natural gas, all you would need do s
turn off the gasoline supply snd ride on either propane or natural gas. -
" "The economy of that type of move is well known. I think propane-

runs: approximately 27-40 cents ‘a gallon.

‘Liguefaction of liquid natural gas would cost :Vsome.thing“-lesé th'é,n-
20 cents a gallon, and each gallon of this fuel is-comparable in its:

efficiency, and in its encrgy to about 95 percent of gdsoline: There are

some examples of innovative-ideas that can be developed from existing:

technology. = :

“In the past month our small comp anjr has been b'.esieged-r’by a number

of requests: for: the propane and natural gas conversion systems.
There is a growing industry in alternate fuels for:vehicles which would,

take more funding, and more financing than our earnings can justify.
The recommendations of the :small: business innovative task force
would zo well to help in these respective areas, =

“I would just like to add one thing more about the possibility that:

small business would have with' regard to exports.-There are anumber
of"countries today .supé)'ly'ing 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, andjor the propane, have not yet met with favorable
response, and it may be that perhaps the action of one such country
to reduce its support of oil may be aploy.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 hatural gas-

systems have caught the attention of people in that area; and perhaps

we 25 small business will have an opportunity to find an export market.

in that field.: .

I would like to just close with the comment that in .our aﬁplied

- research, we have been able to accomplish a great-deal with our earn-
ings, but I 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 accepted. ..

I think the innovation process which our administration has noted’
__as declining at this: time as opposed to that in the fifties and the:
iXties, may beé nccelérated by the ddministration-similar-to the goal

g6t by President Kennedy when he said we will put a1nan 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_area whereby our country’s industrial efforts can-be galvanized,

and all of the companies, small and large, cun enter into that developed

field with regard to research. -
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STATEMENT OF HAROLD GULLER; ESSEX- CRYOGENICS
INBUSTRIES ST LOUIS MO :

© Mr. GULLER Thank you: : ‘ :

I guess our first opportunity to bc 1nnova.t1ve was to begm in a de-
funct funeral parlor, where to progress, did not take much every—'
thmg had to look up from that:point on. :

-Senator ScaMITT. You started out with a few skeletons. : .

" Mr. Guirsr: I had not thought about.that, but that is absolutelyi
true,

‘Part of my task in payment of rent was to assist the other organiza-

-tion in moving some of the caskets around, some ol which (hd rabtle.

‘Onr office was parlor A; our engineering dcpa,rtment was in parlor B,
a.nd we kept our spare parts in a.little room in back of the chapel

- Senator SCHEMITT. Spare parts room? P ‘

“"Mr. GuiLrer. Right." : :

. 1t has been a little while since then and We are now a small f amlly of.
-companlcs, 5 small compames together which employ about 300
people. : :

_ IE was 30 years ago we sta,rted in the defunct funeral arlor -and in’
between we were blessed to find as we ‘expanded a defunct bank-in
which to grow. Our machine shop had the only marble floor and mniar-
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 01' aerospace’ products, and e&ch
of our companies has a definite direction or discipline. L

For example: Qur cryogenics company deals with many components:
in the low temperature liquid gas field. Our subsidiary - ropcllex pro-
duces products in.the pyrotechnic field, items that function in the
ejection systems of aircraft, that permit a'pilot and his créw 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 possﬂnhmes
of delivering. ordnance from  aircraft today. Many of our existing
military aircraft carrying ordnance are not like the ones in the World

 War IT 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 airstream. Propellel ;
englneered products assist in that area. :

- We have a screw machineé subsidiary that fabrlcates a lot of the de-
tailed machined . work. We recently acquired an organization that’
manufactured and designed special valves and controls that are used.
in general aviation industry, business industry as well, and our parent
company handles most of the designs in cther fields, such ‘as electro-

mechanical items, hydraulic, jet fuel, pneumatlc, and so forth. o

An example of ‘our products is the pilot’s grip asscmblywthe eTip
stick-with which the pilot flies his aircraft. Our design is.being used on

“McDénnell’s” 1=, and the” Mc’DonncIl’s F-15 g Rockwe]l B“

' and on, the F—18 alrcra,l"r o : ‘

INNOVATION THROUGH APPLIED RESEARCH

Thero #re engineers in our small company who ‘are. capable of wood
ideas, just as well as good engineers from many large orgamzamons
With borrowed funds, and the earnings of our companies, we are able
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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 cells in a flowing stream of nutri-
ents, rather than using individual test tubes, bottles, or flasks. The output of cells,
and cell produects, would he greatly increased, and the cost would be much lower
than with the present methods. Machines using this new concept could readily be
controlled with small computers. The low cost. production of large quantities of
eells would make the innovations described in preceding paragraphs mueh 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 illusirate some of the innovative
concepts that could be worked on by a small company. 1t should be clear that
not all of them originated at BioLabs; the eoncept 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 miech higher probability of success and .at much
lower cost. - . : RS - : o
o OBSTACLES TO INNOVATION

- Many problems stand in BioLahs’' way in. bringing these, and other, produets
to the benefit of the people. During the ten years of BioLabs® existence, I have
frequently had to cope with these problems. I would like now to discuss some of
them, including those we have cncountered while attempting 0 work on other
Ppotential innovative concepts we have had, but which we have been forced to
abandon., = : : ‘ o
~ “''The higgest 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 fatvorable tax treatment of long-term capital gains that oc-
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-
igtration Office of Advocacy Task Foree 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 éssential 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 understeod and faced in
any legislative proceedings. We hope our report makes this clear. -
* BioLabs has submitted a proposal for a Phase I grant for funds under the Small
Business Inmovation Research solicitation of the National Science Foundation.
This would be astudy-of the feasibility of growing cells, as described in a preeced-
ing paragraph, If the grant is awarded, the value of that program of the NSF will
be illustrated graphically. The merits of the program are so great that our task
forge felt it should be extended to other ageneies of government, as indicated in
.qu.r I'E-pOI"t. '5':' . - T o - LT
_" Another problem area concerns patents. Of the examples of potentially innova-
tive products BioLabs could develop, as discussed’ above, the only one-that I
believe to be patentable is the new way of growing cells, and apparatus we would -
désign based on that concept. We have made diselosure of the concept, thus es-
tablishing a date and-priority. Becaiise of probable nonpatentability of the other
items, we may have to drop further development. Aequisition of capital is diffieult
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 capital. A large company with impressive marketing strength does not
face this problem. If BioLabs were to develop a new product on which there was
not any patent protection, that is suceessful enough to appeal 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, strofig patent laws help ¢reate a healthy
innovative climate and fnerease competition, as was foreseen by the writers of
b le COnBHIMBTON . ~ it g e DA
You may be interested in an incident that oceurred a few years ago coneerning’
patents. I was discussing’a proposed project with'a National Science Foundation -
official, BioLabs proposed to work with Armour Pharmaceutical Company to de-
velop a way to utilize waste blood from packing houses as 2 new protein source.
We were told that Armour had so many patents in this area that the government
would not be able to obtain a controlling paient; and therefore the NSTF was not
interested in the project. "Yet only a few of the government-controlled patents
ever get used for the good of the people. ' . B s




14

could, but T know somebody who ¢an do it a lot cheaper. We cannot
compete ‘on price, and in good consciousness, I must tell you about
it.” Then I give them the name of the Umverswy Naturally, they
have not had us do their testing.

- I'his is one area of competition that is unfalr Umversmes are 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 thiz moerning will speak about this alse.

- We found that if we come up with an ideg for a new product or 4
process that is not patentable, it is virtually 1mp0351ble to get it
funded. The capital risk involved is too large, and that virtually kills it.
We do need stronger patent protection.

A few years ago, I was talking to officials at the National bc1ence- :
Foundation aboul pm]ect

We proposed to go in with a large pharmaceutmal company to
develop some better uses of certain blood products. . .

The National Science Foundation officials pomted out that the
_ other company had many patents in this area, and therefore, it would

be impossible for the Government to get a controllm patent They
" said that if the Government cannot get a controlhng patent, they
would not be intcrested, 8o that idea was dropped.

What [ am trying 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
chmate were better; so that the ideas would not have to get, Lilled,

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

Senator Huppresron. Without objection, so- ordered.. Thank you
very much.

““[The prepared statement of Dr. Goodheart follows]: |

STATEMENT OF CLYDF R. Go()DHEART, M D PRESIDENT,
Bro Lass, INC, NORTHBROOK, ILL

.-" -..: INTRODUCTION

" Mr. Chairman and’Members of the Committee, my name s Dr Cl de R
Goodheart. I am founder and President .of BloLa.bs, Ine., located in, Northbrook
Illinois, one-of the northern suburhs of .Chicago,

Briefly, my background is as follows. After finishing medical school and my
internship, I took g three-year feliowship at thé California Institute of Technclogy
in eancer, virology and tissue culture. My director was Dr. Renato ‘Dulbecco,
recently & Nobel Lauréate. Then I did basic research in virology at Childrens

- Hospital of Los Angeles forfour years. When the American Medical Association-
Education and Research Foundation opened its Institute for Biomedical Re-
search at its Chicago headguarters, 1 starfed and dlrected ‘the laboratory for
cancer Virology. Our work was devoted to basic research in understanding :the
cancerization process: Five years later, in 1970, the AMA _discontinued the lo-
gtitute, and I founded BioLabs. Now, in addition o being President of Biokabs,
Lhold the tank of Professor, Department of Microbiology, Rush Medieal College.

- Recently, it has been o grent pPledsure Tor e to work with - Mr:~Milton* Stewart;--

“Chief Counsel for “Advocaey; Small Businhess. Administration, on.the Task: Forre

for Innovation by -Small Business. -

. BioLabs is a-;small, independent-laboratory rov1d111g services in, resea.rch
produot development, quality eontrol and sterility testing, and sterile bottling,
We also make and distribute products for laboratories doing' tissue giilture, Our
work 13 therefore prlma.nly in mleroblology a.nd txssue culture ThlS is 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 pesitive results by reducing
the capital gains tax.

In our review, thiee of the recommendations applied to encouragm
capital formatlon one of those is to defer the tax so that the capita
is reinvested in other quahﬁed small eompsanies durmg a certain
penod of time.

Second: Another important recommendation: is the restoration of
quahﬁed stock option, this is particularly important I would say for

-innovative ‘companies, bec&use they are: a long: time in becomlng

successful

Enhancement of subchapter S prov1slons permlttmg up to 100 in-
vestors, including corporations to be stockholders n sub(-hapter S
corporatlons is important.

- Other ‘recommendations are- ta,rgeted more. speelﬁca,lly 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 ca,pitalwed by leaning on: management capaelty, they.
sre the ultimate ventures. These are the kinds of companies that
usually abserb far more funds for their venture products.

. Vgnture ea,pltahsts are nsk takers end their careers can be. short-
ive

Tt follows that in the companies for whlch the task force is con-
cerned are classified as long shots, and the odds for venture ca,pltahsts
have frequently-invested in the unknown,

The recommendation is to_tax capital gains from mvestment in -
firms held for a minimum of 5 years, and one-helf the regular ra,tes,
14 percent maximum, - : .

:'What we are trying to dois’ 1mprove the odds on long 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 exercising:stock options, for a maxi-
mum of 10 years, a,nd ‘bhlS is to encoura,ge t.he empl%yees to stay. Wlth
the company. -

“F.think this is & cr1t1cal thmg We are getting a better deal in busl-
ness, but still the raising of capital is.phase 1, and-then you have: to: -
m&ke the investments. and the trick is to have. people take.the risk..

-T think the point is to encourage people to-quit:the good job with
the nice pension, gnd: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
5:to 10 years, second, allow the company to write off specialized equip-
ment, mstrumenta,tmn, for -developing testing,-over the period of 5.
years;and third, allow the .company to set up 2 1esearch and develop-—_

.Jnent program for use in periods of distress. . . ..

+ I think these are critical and important recommenda.tlons for these:f_:_‘

"\umque companies; companies that {rankly are not bemg supported

orously by the venture capital community. -
lgWe have a-fiduciary-responsibility for .our mvestors a.nd you will

find if you lock at the average venture capital portfollo, about 1 out

of every 10 is what you would call a long shot.




10

innovation in America had declined during the past decade and ordered
the Secretary of Commerce conduct ‘a réview of metters eﬁeetmg
mnovetmn ‘

*'The Secretary -of Commerde put together an Adv1sory Commlttee
of some 150 executives'of a broad range of :American enterprise; some
6 or 7 of us where from small businesses interested in ipnovation. :

“Thére were seven subcommiittees that-we were assigned to, having
to do with econiomic policy, regulatory policiés, Federal proculement
Féderal R:& D, patents, concentratlon mdustrlal concentratlon and~.
an information exchange :

“"After the completion of the reports of these task forces it was de-
mded 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, bul directing it more toward the peculiarities of.
small businesses in the innovative process, so that-is why this report
was prepared for the Secretary of Commerce, Mr: Stewarthas included
it in his particular document, and it is mterestmg that many of the
conclusions we have reached, and many of the recommendations we-
have made ure the same that keep emerging from other studies, even
thiough the genesis of our work was in the domestic policy review.

We make recommendations in-basically five ‘areas. We have: con—'

_cluded that a major impact is being made on innovation by small in-
dependent firms because of the tax policies of our country.

“Also the policies that have to do with flow of retirement se.vmgs,

'and the policies of the Securities and Exchadnge Commission.

‘These are having a major impact on the flow of ceplt&l Whlch is an-
essentla,l tool for small-business innovation. : o
. Becond: In the area of innovation, it is quite-clear to us f;hat regula-
tlons‘that are intended to:affect all ot.her areas.of business and to apply
équally to all areas of business, when: they- apply to small business are
disproportionately dlscnmmatory, that small-innovative businesses
are having a very difficult time complying with and meeting the regula-
| tory standards that are commg out from the Congress, and from our’
i regulatory dgencies. g
“In the ares of :Federal- procurement the -small mnovatwe ﬁrm; :
: baslially has been excluded from this area of thls huge a,nd 1mportant
i market.
I In the area of Federal R. & D. there has been a very dlsastroas trend:
' overthe years to'have more and more of our applied research done out
of the private sector, and done 1n universities, and yet small mnovatwe*::
ﬁrms have an enormous potential to. contribute in this ares. -
! In the area of patents, we have seen a-disastrous trend oceur, aoaln
i 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.guality: ofp patents has substantially

- declined, something like 50 percent of the patents contested. in court
are now found'to. be invalid, so -there is again the small businessman
and small businesswoman who simply cannot pursue technology w1the
the same dcgrcc of protectlon gs can Ia,rge compames .

i
1
i
1
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national problems and their relationship to smalk science-based é¢om-
panies. In turn George Lockwood played -the lead part for the six:
members of the Domestic Policy: Review Group, which'is the second
document reported here.

/The.fina} group limited its considerations. The six. members of the
Commerce :GGroup were co-opted for discussion purposes, but joined:
in'approving the document. What in effect: they decided: they would de!
is actually draft a layman’s Versmn of What kmd of lmw they would.=
hke to see-on the books. -

:‘The -central question they were trymg 40 answer ‘is ‘most. sunply;
%ut this way: What do we as innovative ‘entrepreneurs need:from ‘the-

ederal Government, affirmatively and negatively? What shoud: they -
do and stop-deing, 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, acedemic campuses, and go on the1r own, and
start the kinds of businesses these people run? i

‘There has been a generally noted decline in that. aeiannty, and we
raised the question ol .what kinds of changes do we need.to make or:
what contribution to Government pohoy are needed to bring: back:

ha,{t1 entrepreneurral chmate for a.ll of the reasons set forth in these
studies.

There are some dlssents noted These like:all smell 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 are all very articulate people.

Not all of the people involved are here today. Sherman Abrahamson:
represents ‘& task force of 14 people; George Liockwood and Robert
Springborn, a-task force of'6 people; Dan Cronin; 7 venture capital -
managers, all of whom have financed 1pnovative businesses. The other:
five fellows areheads 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 comments of all three groups: They are under
five or six headings; tax recommendations, research and development:
recommendations, regulatory procedures; capital investment recom-:
mendations, procurement recommendatlons and patent ‘Tecom-
mendations,

"By way of conelusmn, my eontrlbutlon to this process is S‘ummarwed
i in three brief pages at the beginning of the document. In summary
i I'have tried to explain something about the nature of the consensus. -
j With your permission, I-would like to read these 9 sentences which
summarized what seems to be the heart of the agreement among the
14 people involved in this project. ,
Cl;n The: critical need is for:an entrepreneurml environment far
more favorable to innovation and: rlsktakmg than we have had for
the past 10 years; ;
st WO 5 Primary. relm.nee for mnova,tlon CATE fmd should be p}&ced on;..
the Drivate sector; e
Three: The unsetlsfactory envrronment for 1nnova.tron and nsk—
ta]lnng results from the cumulatrve 1mpact of & number of Federal
policies; -
Four: Small business is the most underutlhzed pertlcplant in the-‘_
Nation’s innovation process; . , i Pt




6

special assistant to the chief executive officer; Control Data Corp. ;
Mr. Dan Cropin, Ampersand Associates, Boston Mass,; Mr. Alfred -
C."W. Daniels, II. H. Aerospace’ De51gn Co., Bedford, Mass.; ; Dr.s
Clyde -R. Goodheart president; Bio Labs, Inc Northbrook “TiL. ;
M. Sid Green, Terra Tek, Inc., Salt Lake Crty, Utah Mr. Harold -
Guiller, Essex Cryogemos Industrles, St. Louis, Mo.; Mr “George
Lockwood Monterey Abalone Farm, Monterey, Ca.hf and Dr.-
Robert Sprmgborn president, Sprmgborn Tabs, Knfield, Conn N ,
MI]' St.ewert “you may proceed mth your: statement and w1th the
pane .

STATEMENT OF MII.TON STEWART MODERATOR OF PANEI. DIS- .
- CUSSION, CHIEF COUNSEL FOR AJ)VOCAGY U8 SMALL BUSIHESS';
" ADMINISTRATION

Mr STEWART M. Chelrma,n Senators, I would ]ust like to teke
the time to state that I a.ppeared before this committee whleh 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 innovatfive entrepreneur, which

Senator Hayakawa has been pleased to call attention to, and while -
-innovation and: entrepreneurshlp are ot unique, ‘there are innovative -
entrepreneurs eveh in’ the executive branch of ‘the Government; as’
well as in both Houses of Congress, the innovator has s pa,rtlculerlyl'“
hard role to play in a society particularly dominated. by large-scele

institutions.

I would like to mention that the’men 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 dooument. S0 you.:
can ‘make easy reference as they talk to you today. - - " '

"There are three reports contained in this document. In one of those
Mr. Sherman Abrahamson; directly to my right,’ re%resents 14 people .
who prepared a study. for the Assistant Secretary for Commerce. for .
Science and Technology on the Slgmﬁoenoe of Small In.novetlve Busi-
nesses Tor Job Creation. "

That is chronologically the first of the reports, and in that document
12 recommendations are cited. There are blogrephles of. the 14 people .
involved at the tail end of the document. . ;

. “George Lockwood . and -Bob- Springborn, over to the Teft here,'.,
represent six merabers of the Domestic Policy . Review Layman’s.’
Group. which. the Commerce Department set up as part of the Presi-
dent’s-Domestic Policy Review Study. :

. The other five people represent the SBA Advoca,cy Tesk Force on -
Innovative Small Business People in general. ‘

. 'They are all included in the d)ooument’s biographies of these gentle-,1 :

men: end I'will let. them tell you about themselves, as we proceed durmg ‘

- .. the morning:

“What I would like to meke a matter of Tecord is 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 agenoy in the Domestic Policy Review, and as a part of that -
process, 1t became olea,l to me we needed some mput d1rectly from_
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relatives are asked to invest in their new idea, do'so out of kindness
rather than out of any real belief in his prolect but these are the
glowing points of culture. The real conservative forces, Mr. Gilder
says, are the conservative types.of big business, the big Tabor unions
and big Government, as opposed to the free 1ndependent-mmded in-
d1v1duals, whether in Government or in academniia, for that matter, as
in t}llle ares of my experience, or in business, Who are threa.dmg new
paths

My father was a small businessman, but my own academic expe-
r1ence is fascinating to me m hght of what people are. domg—hke your

cra,zy abslone farm.’

You know, when I became interested in semantics, back thers in
the late 1930’ s, the professor under whom I earned my Ph.D.;a
- professor 1 respected hlghly, told me not to’ mess amund with' seman-
tlcs

You are estabhshmg a reputatlon as a literary sehola,r 80 do. not
please mess around with semantics, it wﬂl ruin your career, so I

_should have listened to him.

Senator HupprEsToN, 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 new type of metorcyele engine, whatever,
for these are creative to, the culture, and in a police state as in the
Soviet Union, there is no creativity, absolutely none, and this is why
we are ahead’ of them and will remain ahead of them indefinitely.
‘This is why I am glad to be a member of this commlttee I'am glad to
ta,ke part in your deliberations,

Mr. Chajrman, thank you. - e - S

- Senator HubprEsTown. Thank you very much Sena,’sor :

“For the record, all prepared statéments submltted by members of
the committee, 1ncludmg that of the chairman, Senator Nelson Wﬂl
be made a part of the record at this point.

[Additional prepared statements follow:] -

STATEMENT orF Hown.  GAYLORD NELSON A LB, SENATOR FROM THE. STATE OoF
WISCONSIN, AND CHAIRMAN, SENATL SmaLL Business CoMMITTEE

Toda.y s hearing is a first in a series of comprehensive hedrings which will ex-
plore the role of small and independent enterpiises in our economy and our quality
of life and how they can contribute in solving many of our most pressmg national
problems.

In the next three months we intend to examine how federal agencles and” depart-

. ments' assist or hinder small businesses in stimulating real economie growth,
increasing productivity, expa.nding job opportunities, arresting inflation, expand:
ing exports and providing alternative energy sources.

At fthe conclusion of these hearings, the. Committes will foward to all delegates
to the White House Conference on Small Business s’ summnry of its findings to-
gether with recommended legislative and administrative solutions in the:areas of

%68, capital and credit needs, technology transfer and inn tion, procurement

economic concentration” and untl—trust régiilatory “ard “paperwork reduction

" energy, rural agsistance, mterna.tmnal trade and small busmess a.dvoca,cy w1thm '
the Federal Government.

"Today we will hear from witnesses who served on -one or more of three task
foreces which concluded thas federal: policies have systematically excluded small
firms from fully participating in government sponsored or initiated research and
development. The Office of Management, and Budget has found that independent
entrepreneurs have accounted for half of major innovations between 1953 and
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Itl 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 policies which benefit small businesses, 1
will be striving o stay away from a “ﬁnger pomtmO‘” &pproach during
these hearings.

Our goal should be, not to lay blame for present madequacles but
to focus on what p051t1ve 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.
. committee to undertake this rather large undertaking. “Senator

Stewart, we would appricate having your comiments at-this time.

STATEMENT OF HON. DONALD w. STEWART A U.8, SENATOR
FROM THE STATE OF ALABAMA

Senatm Stewart. I have a written 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 programs and policies and how
they affect smiall businesses in this country. We plan to éxamine what"
the Government can do, and what it perhaps ought not do it some in-
stances. There might be &’ better way of operatmg, as far as small
businesses are concerned.

1 am glad to be a part of these hearings, and 1 look forward to work-
ing with you, Senator Gaylord Nelson, and ‘with other” members of
this committee in making these hearings & successful venture.- :

. Hopetully, we can have ready for the delegates to the ‘White Housé'’
Conference on Small Business, as well as others some kind-of-gime
plan’ that we can follow at the national Jevel to assure that govern-"

T ment will do what it cught to do in the area of small business!

1 want to say a specml word of thanks, Senator Huddleston, to the
members of this committee’s staff, who have worked very hard to try-
. to get these hearings underway. -

“ A lot of times we hear ctiticism leveled at members of congressmna,l
‘staff. T think these folks have done an excellent ]ob and want 10
thank them publicly for their help. '

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

f the kind, of work that the Small Business Administration ought te~

doing. I want to tell you that publicly, Milton, and"1" ‘cormend

to get that agency in more of these kinds of activities.

" Twill end my remarks by sdying I know we ha,ve some people here

who are rather shy. {Laughter.} -'
Seriously, T will not take any more of your time. We look forward

to hearing from you. You have all done an excellent job on this report.

Qur job this morning is to hear from you.

“you for 16T am hopeful that one of ‘the fruits of this hearing will'be” ™
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3 Pears all o

.B.S.. from Un;ver31ty of Denv r, Commercial Engimeering.
General Motors Institute. " Fouder and- Pre31dent of
‘the Small Business Development Corporation. Prevlously
founded .and was.President. of .the Pearsall Co
(1955~1966) and of Statitrol’ Corporaticn - (19m2 1877)
.-« Member; of several professional societies.: Member of -
L {ve Committee and Board of, Directors of Demver
* Commerce. dnd Council of Small Business of
f the U.S., Repional Vice
: ) ess, N.W. Region, Serves on
p . loradg, Distric Advispory Council and M,F.I.B.
“Action Coumelil ‘Committee. “Has published several
technical papers. Colorado Small Business Person of
~the-Year ~-1976. ~National'Small Businegs Person-of
the Year - 1976. Outstanding Citizen Award Mile High
Sertoma Club - 1978.. Serves on the Board of Directors
of several companies and organizatioms.

SMALL BUSINESS. DEVELOPMENT CORPORATIOQN:

- Thig was -formed - toAsupport “thred ‘acfivities - as
4 businesses; “as -an-investor in
small ‘business -and:to organize “stronger voice for
3 i ederal“legl lation -

A B Columb Unlversity, Georgd’ Washlngton
University. =‘Lecturer, Patent; Trademdrk:& Copy-
right Law, Gecrgetwon Unlver31ty, 1974-present.
Executive Vice Prasident of the National Patetit
Council, Inc., Chairman of the Board of Trustees
of the Naticnal Small Busineas Assoc., 1979.
‘President, Erdoe Co., Member of various legal &
- gselentific associations and the bar of V.A., D.C.,
Supreme Court and Court of Cuatoms and Patent
-Appeals.
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. RTOGRAPHIE“ e

RS "OF ‘COMMERCE “TNNOVATION
53 "TASK FORGE""

* Texds A&M; Summz Cim Laude Graduate - Georgia'
Institute of Technology, 1950. Serves as -
Chairman of the Board &. Chlef Executive Officer
of the Wayne H. Coloney-Co.’; Tallahasseée; Florida. .

. Formerly associated w1th Barrett Daffln & Coloney,

and -J,E. ‘Greiner & Co: 5

dn. ‘Society of
‘of *Professional

professi ; s ted in
in ‘the |World " aid -in-the ‘South“aad- Southwest.,
Mr. Coloney holds several patents and has published
articles related to his extengive interest in know-
ledge of land planming, transportation facilities,
drainage and air pollution and historical renovatiom.

WAYNE H. COLONEY COMPANY:

*- Fomnded in 1970 as & broa “based engineering firm
~dealing with structural; mechatical “and legal
‘engineering ‘in the" reas of land plannlng, pollutlon
'control;an' design’ 'Grew from‘

D1 L ) ;
Control”Citarion; 19757" SBA Repional: Pri
“of the Yéar, p "in top 500 desi
By éw‘Hill :

me Contractor
rms chosen

B_A )from Swarthmore College” M S from Columbla

| a Wést ‘Palm Beach, Florida

mpany, Chairman Eleetronic’ Research
Mounachkie, New Jersey, ‘a'manufacturer

: diloudsp akers Ch"rman of REFAC
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~Harry-Ds-Rirchardaon:

. SCMP - .Harvard: University,: 1976 cME - Englneer:mg,
-\Un:urers:.ty of Alabama, 1950; BS .-:Mechanical-
. Electrical; Engxneer:l.ng, Lou:l.s:l.ana Polytechnic
=i Institute,: 1941; . Chairmen and President; of Nuclear
. 8ystems,-Inc. singe 1971.. Currently crmsultmg
... Professor-to Louisiana: State University.: Member
of the: Board of Directors of several companies
; and.. metnber of numeTous. prof 1<mal societies.

1\IUCLEAR SYSTEMS INC

Is a small technology cnmpany Primarily it is
engaged in- (1) developing, manufavc-‘turing, and
marketing equipment using radioisotopes, (2)
-envirommental and-quality:control-testing..
electronie comporients, and (3) developing,” ‘Danu-

facturing, and: market:l.ng products, for. management.

. and--conservatiod of energy.in homes .and small

veommerical: buildings.. | In 1979,- the :sales volume

{:employees located :in :six U.8..:locations .and one
cmanufacturing.plant. in Mexico,. . NST is. a public
- QO 81y with,_naarly‘-—SOO"stockholders‘ P

Walter D, Syniutay " - oo

Se.D - M.I.T., Mechanical Engineering, M:S¢|" Queens

- .University, B. Se, Queens University.. President Advanced
. Mechanical Technology, Ine. . Formeriy with Scientific
nergy- Systems Corp. , Ass:.stant & Associate Professor

f. Méchanical Englneering, M.ILT. Englneerlng Consultant,
evelopment Eng:l.neer & VibTa ion Eng:r.neer Member of
various professiocnal societies & author of several
ublications. relating to.his; exp'ert:.se in the field
f. \__ectron ‘mlcxoscopy..) -

ADVANCED MECHANICAL TECHN GY IN

Iy Massachusetts ,corporatlon engaged in ¥ & D and
cmanufacturing of- instrumentation. Engaged in R&D in
the field of enexrgy converaion. systems, with current
; _.development programs .in. ga ater heaters,
gas-fired residential sp heating, waste-heat
. recovery systems a novel heat—actuated heat-pump
.based on the, 8tirling cycle,. use of teramics in heat
. nglnes, -and. heat. engine combustion research. AMTL

g currently ngaged i mme ¥, :.al engineering
,projects, .
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y hhe

that are” used. in advanced
aining programs; . ECC “bletids comguter technology
“with! modem  task: riented ingtrierional methods

to: prioduce fully” 1ntegrated t:. chnical raining
programs. ' '

"Dr. Art:hur ,S. Obeymayer:

“B.A. with High

Cown e PRVD, 1n‘Chemlstry, M 1.T.°
e NST . Eellowships. | Presldent and fomder— of ‘Moleculon
Research Corporation. Founder and first Chairman
of the Research Management Association, ''Currently
Vice President of the American Association. of Small
Research: Companles Has seryed’in’ various capacities
“theAssociation of: Techn1 al Profess s, Boston
] i j Sclentists

. . M £ C patrations’
"o £6r” hydro-metallurgy ad

wdste water) and’ color change monltormg of toxic

vapors. :
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mséacatrsms TECHNULOGY “BEVELOPMENT 'CORPORATION :

A public-purpose develdpment findhce mechanism
established by an act of the Massachusetts State
Legislature in July 1978. Has theé dual capability
to provide management and direct finsncial assistance
“toearly-stage,” technology-—based -small businesses
In” ‘Missachisetts. " 'The MIDC-ean provide seed capital
e {2 mmercial:.ze new’ tedmologies which will foster
| tion and :anrease :

B,E., The Johnsg Hopkins T.?niver31ty, 19!;7 M S 1948.
- Ph +1963, Environmental Engineering.t Pre31dent
and Founder <Chalrman "6 £ '_-=Board of: Directors,
Biospherics Ine. ) 1Le ‘Formerly Director,
Life Sygtems Divi i j ry oard of/ ‘Directors,
Hazelton Labs, Ind Y “Holds more

¥:3
technical publicatichs

BIQOSPHERICS INCORPORATED:

trol and’ health; ‘the, Lah 'ratory D:Lv:Lsicm which
performs -contract xésearch’ nd’ development on
. senvironmental and. healtﬁ roblems, develops Biospheries.
‘proprietary products in tgese areas and offers -
“commercial analytical services in chemistry, bio=-
chemistry, microbiclogy, pesticides, and toxie .
substances; the Science Writing Division which wrltes,
.edits,, produces and \ch.ssemiuates informaticm in these
sof :Lnterest._ R . .
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Roger Hill:

‘:Northwestern University

‘B.'S. Phys:.cs
- I‘!orthwestem University,

TDoctorite /8 tud:.es Aat’
‘Bmwall Business person

--’of ‘the'Year in’State of Wisconsin, 1978." Member

GETTYS, MANUFACTURING CO

‘of ‘Independent Business Assoc:lation of Wigéonsin,

" Special Committee .on Small® Business of Wisconsin

LegisTative Cowicil, First Nathonsl Bank Board of
Directors, Intemati.onal Trade. Subcomm.ttee of the
Chanber of Commerce 4f-the U.S
Elec. & Electron:u: Engrs

Robert Hililas:

. WARBURG,- PINCUS. & 'cD.:

Founded in 1959 by Roger Gettys Hi; as :a three-

person.engineering and consultlng ‘firm:and later |
dynamically. expanded into.an international’; multi-
million dollar enterprise with’ subsidiaries. in

_England, Germany .and Italy.  Today, Gettys and its

“licensee supply over 50% of the world IC serve drive

~market, In 1965 introduced world's fixst all-electronic

three-dimensional tracer.

I

Specialists in financial services.: .One of. the
larger private venture capital pools™it’ the"
country. .Deal with start-up money. partlcularly

win large publicly held compa.n:.es
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‘Clyde” R QOUUREATE

...-B.8. din-Biology, Northwestemn University;.MDr- :

. Northwestern Medical School, MS:-!Northwestern::
- Graduate School,... Three years-atr Callfornla Institute
of Technology in Post—Doctoral FellOWShlp ; Asgistant
Professor and: Associate Professor, Department of
;Pedlatrics. University of- Southern Califormnia Medical

. School, Children's Hospital of Los Angeles.  Well
~known.. For. his. work in cancer research; Dr.. Goodheart
has.been invelved in bio-medical studies and has
written: many scientific. articles.,

BIQ LABS, INC.:

-Founded in July,: 1970 by-Dr. Clyde R. Goodheart, it
i ... . 3erves, government and industry through contract:
. 1. research, product development. programs,-quality:
.2 control- testing, industrial microbiology: - Current
hresearch areas ipclude tissue culture,work immunology,
.blochemlcal and blcphysical work W1t v1ruses .

. :of:Missouri -in Mechanical Engingering,
; M.8;.University of Pittsburgh, 'attendéd ’University of
:.Pennsylvanla Graduaté.’School & received: the'degree of
wo.Engineer ' in-Engineering Mecharics from: ‘Stanford University
Formerly. with: Westinghouse Electric. Company: Research Labs,
General Motors Defense Research Labsg, &. GM:Technical
Center. President & Chief Executive: Officer:of Terra
Tek, he is active on many government committees &
professional societiés, Published over 40. open:
. literature papers and reports holds several atents

'I'ERRA “TEK: e

Founded in 1970 as a for profit company, a springoff

venture pursuing application of ideas primarily initiated

at the University of Utah. Recognized 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 : i
of business include R&D, manufacture of sophisticated :
servocontrolled eomputer interfaced test gystems,

full-gcale testing of drilling, mining and exploitation

of new ventures.
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Dan Cronin:

B.A. Harvard, Economlcs, -Cum ‘Laade, 1950
Advanced Management Course, -Harvard. V:Lce
President, Small Business Association of New
England. Formerly salesmsn, manager and then
President of small hospital supply co., which . .
merged in 1968 with a large company with 150 /7ar .3l
_employees and 5 million in business, In 1974

~“gerved ds Assistant to. thethen Sécketary of :
“Comnierce, Elliot R:Lchardson 1977 Joined’

'Ampersand Associates, ‘a venturé capital fiim.

Also served on SBA Regional Advisory Council

A.HPERSAND ASSQC IATES

Venture! Capital fizm w1th Afives tier
1-1/2 million to 100 millior.. .On
.in the elgct¥onic cash register’

Alfred C. W. Danielg:

E.E. Graduate of Arizona State University, Harvard
Law School, also:served as an Assistant Dean at
- Harvard. - Vice :President, New Emgland,- HH.Aerospace
- Design Co.s, Inc. - An. officer and: rated.aizxline
. transport. pileot,: he ‘has served.in both command and
cwreistaff R&D.pogitions in.the U.S. Air:Force where he
also earned four Alr Medals with 200 missions in
Viet Nam, Received the 1,000 Hour Sabreliner: -
Flight Award. President, Black Corporation. Presidents
cof.New England, Ine.; and a menbér. of the. Board of
- Directors, Smaller: Buslness Associatlon of New
-—England Jne, e

HH AEROSPAGE DESIGN CO ~INC:

..A. consulting. firm established in. 1974 incorporated
in the State of New York. A 100% mlnorlty owned
corporation, serving the Eastern Seaboard.:-HHA's e

_capabilities include R&D stud:l.es, economic analys:.s,

design-and engineering semce.s in’ aerospace,

electronics and transportation planning, including
fsurface systems tests and: evaluatlon ‘
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AL-amstroublod- by stheg
formation) has received. “iAdce
a proper mix of" ‘debt and e aity p

with a given :firm's cash-flow generatlng capahil:l.ty Srdig ‘theé’
single most ‘critical’-factor con’ } ;
development of technelogy b
believe that the’ "bill" devoted

remain 8s patents and Mot producEs
and small cobpaniés-haveisufficlent ‘dccess to- start—up'
expansion capital."

"You may recall t:hat (I) questitmed ‘the val:.d:_ty and’ objected*' S
to the priority given by our Advisory Comm:l.ttee to the reduction
of the capital ‘gaing : : inula

and products employing patented items, gome recognltlons should" Co
be made of the value of thé-paténted Ttems in'‘felation torthe & "5
whole. For instance, the invention may be a $20 value, wh:.ch

is part of a $300, 000 jet ‘airerdaft dngine;  aid the ‘$2 mil
test should certainly‘relate mdre ‘closely-to the g
520 parts s6éld thHam to-the quantlty*of alrcraft eng et
incorporating the part sold e . :

"Also, I repeat my reservationa about the" el:.tlsm implicdt in~
the use of the term 'innovative emall businesses, . ALl .
small businesses should-beé déemed-to have 1nnovat Ve potent:.al -
i,e., ability to :merove produ ?and crea e’ mo:r:e JObS :

"Government shouldn.respect proprietary infnrmat:.on subm'tted ds
part of proposals for ceptracts “and wnless -informationsi kS
shown to be.in the public domain; shall ok divulge ‘or use
such information except for the evaluation of ‘the submittdd™
proposal. Under no circumstances shall this: informatiom be -
used as the basis of amother RFP."

"Government shall not take proprletary :Ldeas 'in houée 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 ]Q0 investors. Too many.”
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DISSENTING OPINIONS

“As roted earlier, the SBA Advoeacy Task Force Bill
is the product ¢of a nearly unanimous consensus of

opinion. However, some imdividual members: of the Task

Force did express reservations about various sectlons,

- of :the ‘The .following: are excerpts frcm theii”
_:comme‘rits on the bi.ll

-31-
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ADVOCACY : : ‘ s
TASK FORCE BILL ) i ; L
SECTION - oo fo0.o JC-WG_ANDIOR\INN—SBTF mcomunmmn

Sect:l.cm 5(5) (1) (9)
(conr: d i

equal ‘tc the amounl: of the R&D award uridex

which the ‘invention ‘occu¥red. Likewise, with

“inventions wade in nat:l.onal :laboratories, the -
-governmenr: should preferennally license smail .
‘busiftess ‘concerms’, " CINN- SBTF) .

..o o Small businesses shouid be able to-'chtain

(with appropriate testrictions) compulsory

licenses through suitableé:proceedings in cases

R ,where uncnmmerc:.allzed patents block entry inte
.t new ‘markets. (INN SBTF) '

Secticn 5{d)....

No parallel” section- ustic

Departmiant should be required
in Advocacy Task to' undertake competitive impact studies for
_Force Bill oo taking . anti-trust- action -against-small business- -

when a, small business. is attempting, to exploit . . -
erty’ rlghts afforded by its. patent'

.No .parallel section. .. . - ...Treat. license royaltieé--- -as-capital  gains -
in- Advocacy Task = | instead of ordinary income. : (INN-SKTF).. .
Force Bill RS IR R . e




ADVOCACY
- TASK FORCE BILL:.
___SECTION

PROCUREMENT;; REGOMMENDATT ONS i

" Jovg AND/OR_ INN-SRIF  RECOMMENDATIONS:.

Section .6 {a) 7 ..

interest

o EvRry federal agency should study: policies
. |and. procedures that discriminate against small
"..ibusinesses, and.to.institute changes that will
“lequalize opportunlty without harmlng the public
{INN - STEF)

COLUMN. NOTE: . Thead ..
two_sections of. Task
Force Bill have no.

direct parallels in '
JC = WG or INN.--- §8BTF.

Reports. L

. The Departments of Defense and’ Energy and the
National Aeronautics, and.Space Administration
shall: take additional steps to conduct regular
break-out reviéws of all proposed large scale
systems-contracts for-research and development’
and to seek means, of making more of this effort-
available to small bua1ness ‘ (ADVOCACY TASK

B FORCE BILL - Section

(a) (53} .

- All Federal agen01es involved with research
arid’ development funding will develop, with the

Small Biasiness Administration, specific programs
to inform their staffs and consvltants of the need -
to provide a falr and equal opportunity to small

* women-~owned and winority business firms to.be.

considered for' Federally ‘funded research and

-{|dévelopment:; and'of the requirement to guide,

coungel, and assist swall. firme to.strengthen
their capability to compete and insure that they
- [pecelve la falf stdre 'of all Federal -régearch and
i devélopment: contracts as described in-the” Small

business partlclpatlon
Sect;on (a) (6))

usiness Aet. - Evaludtions ‘of procurement personmel
. [performance shall include appraisals of.achievement
pond attitude in expanding swall and minorit;
(ADVOCACY TASK FORCE BILL

T
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- GAPTTALAND* INVES TMENT " RECOMMENDATIONS

ADVOCACY -
TASK FORCE BILL'-- .
"SECTION

; ﬁISA to allow up to f1ve percent
£ pens:.on fund portfolios to be mvested in’ e
small buginesses; (INN-SBTF) :

Section G:Eé)"?‘ s

2o wn . We: recommend. (1) that ERISA s prudent
man,standard: be restated so that it is clearly
applicable.to, the total portfolio of pension

fund Investments.rather than individual.invest—. . .
ments, and (2) that pension. fund managers , ... .
expllcltly be~ permtt:erl tg invest up to’ Five - ¢ o v
percént- of pens:i.cm fund ‘assets in small f:l.rms

(JC-WG)
No parallel sectlon { S Encou age state investient peols to invest
in Advocacy Task o a larger percentage of their holdings in small.
Force Bill . innovat:l.ve businesses. (INN-SBTF)

Section 6(5)3-- - Exempt from SEC re.g:.stral:lon offer‘mgs of L
R P - equ].ty séciitities® for: inndvative businesses out- “°°
linedin Rétommendatior*#1of less than two
million dollars. (IN\I SBTF)

art'r of: the Secun.t:ies and

xchan%e Conm:Lsé:.on £o, spec1fy the encourage-: . .' :
ment . of, the flow of capital.into smail 1nnovat1ve_ E

enterprises-as. well as-to protect the;publicr
investor. (INN-SBTF) :
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REGULATORY PROCEDURES

ADVOCACY _ T
TASK" FORCE BILL o - o
SECTION L JC WG AND/OR INN-SBTF RECOMMENDATIONS
e
No parallel isection - i ' A thorough revision ‘of sthe regulations and

in Advocacy Task op-erating tprocedures 'of "08HA a8 they relate to
Force B:.ll small innovative bus:l.ness to mclude

A:general exemptnm f::om OSHA, except
where ‘the gccident history of a
+particular industxry. or firm is sub-

- stantially.greater than average, and-
in such cases, the burden should.be
upon OSHA to justlfy act:l.on, and

The pro‘nlbition ‘of £irst :Lnstance : R
- i cital:ions except :Ln ‘extreme cases. pate
(INN SBTF) o :

Section 6(b)1 : B Y all regulatory activities, the burden
f should be placed upon gach regulatory agency to
-establish-a-cause of concern-before requiring
regulatory. compliance, by.a small business.. .
) Minimum le of impact, should be sta;utorﬂy

. ‘defined’ thereby exempting. small businesses in
all  but extreme and Justlfx.able cases., (INN-SBTF)

No parallel. sec,tion
in Advocacy Task.
Force Bill::

: Substantial strengtheniug of the Regulatory
.Comc11 t:o include :

eI partlc:l.pata.rm by-the Small Business
vAdm:.nlstration- .

rrequiring.all® regu.latory agehciés to: *
balamee-the risks:of d*hazard against
the: economic -costa’; “with thorough :
‘econsidération of?s'pe'cific impacts of
proposed regulations™dpon small

bu ness-—'creative processes

the ‘use, of " erfnrmance sta.ndards .and .
‘not "method standdrds” in those £a8és.
wherg: regulatury gtandards are clearly )
'Justif1ed~ (JC-WG)

o
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D. DEVELOPMENT® RECOMMENDATEIONS

ADVOCACY
TASK FORCE BILL
SECTION

-JC-WEG, ANDIOR INN SBTF RECOW‘IENDATIONS

Wo parallel sect:l.on.
in Advocacy Task:"
Force Bill "

The decline m R&D expend:.tures as &

Y _goal of three precent by 1935 (INN- SBTF)

Section 4"

‘licensing théd¥ ‘Eechnology ‘to small business
firms.,in the United .States. In addition,
we recomnmend the establishment of a volunl:ary

| national. pol:l.cy to encourage.companies to make

8 cienc

: _—agencies

iness program

:'usmg the: 'sa.me grmat g5 that of the National

S¢léence Foutidation ‘but with their own research
and review and-awards procedures. This

‘t'prograt should becoordinated by an Inter-’

Agency Small Business’' R&D Committee chaired by

_the Small Bus S5 Admmistration (INN-SBTF)

' of technology
be” rewarded through approp fate changes in
the tax code, for selling, Jleasing, or

thelr technolog:l.es available for noncompetitive

uges; by others sl

: 'I'he Work Group bel:l.eves the National-.
oundation’s. program called "Small
Business Innovatiom Applied to ®ational Needs"
has great potential forx: dAncreasing technological

.innovation.in. the private.sector.and is worthy. .. ... ..

of emulation or even adoption by other federal




TAX RECOMMENDATIONS

ADVOCACY

TASK FORCE.BILL .. |
_BECTION L E

-

"Jélﬁé“ANﬁ]oR'IﬁNLSBTF RECOMMENDATIONS ..

No parallel--section-
in Advaocacy: Task
Force Bill -

<7 Treat licensde royalties as capita}. gains
:r.nst: ad of ordlnary 1ncome (INN SBIFY

No"parallel secticn
in Advocacy Task |
Force Bill,

El:.mmate the éxisting tux:liabilities for

.overseas; joint ventures in which the smali ..

business, investment . consists-of a contribution
of know how and. techn:.cal :mformat:.on {INN-SBTF). .

HNo parallel: sectlm - .

in Advdcacy Task
Force Biil

| for uses by others.

o "Wé récommend: that pr:l.vate sector individual

‘of corporate owners of.technology be rewarded,

through appropriate changes-in the tax code, for
selling; . leasing, or licensing their technolugy
to smill business firms in the United States.

o[- In.addition, we.recommend the establishment of
. voluntary national policy to encouvrage

companies. to. make.their technologies available
(JC-WG) :

COLUMN NOTE:

Force Bill-have no
direct/pardlles 'in
JC-WG or INN-~SBIF
Reports.

These
two sectiens of Task

: BILL - Section 7(&) (5)

For tax }':ur‘pc'vsés, specialized equipment

and instrumentation for research, development or

testing. may be Written off at any time and

- speciglized- reésearch; developmerit or testing

facdilities ‘may be de’p’r’eciated over a minimum of
Eive years by such swall business firms.

((ADVOACY TASK FORGE BILL, - Section 7b)

. ‘--The perlod GF exerc1sing stock options in
small business scidrice and technology based
firms is extended from a maximum of five to
-a maximum'ef ten yedrs. (ADVOCACY TASK FORCE
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ADVOCACY
TASK FORCE BILL’
SECTION b

JC-WG_AND/OR_TNN-SETF RECOMMENDATIONS.

Section 7(a) (3)
{eont'd)y

Allow small science and technology fizms.,
toearry forward“losses for a period of ten

years 1nstead of five years . (INN-SBTF)

Section 7§_a) (6) 2y

' Ve’ recommend restoral:icm ‘of the Qualified
Stock Option’ Plan for Key Employees of small
bus.{nesaes. (JC-WG; )

‘Réstore’ the Qualified Stock Option Plan for

“|'Key Employees in small science and technology

firms, and establish the period for exercising
stock dptions at ten years, (INN-SBTF)

Section 8

- We recomend that the ‘creation of Small
Busmess Export. Trade.-Corporations be encouraged
by a.double deduction for-these’ corporations of-
up -to $100,000 of. annual ;experises associated
with the exporting.activities of.each client,

| -with: a loss. carry-forward of tem yesrs. In... " .=
-addition, we recommend. that small businesses be

allowed a:double deduction -of special expenses
.of: serv:mg export markel:s Ltp to $100C,000
‘annually. .. (JC-WG) . .- .

‘Permit-small busindsses to:take double

1. déductlona -of expenses:directly related to
g export mar:ket: development (IN‘N =-SBTF)

Ho parallel sect}on e

in AdVocacy’ Ta.sk
Force Bill

“ye recommend ‘that small ‘businesses be
d "to deduct tiwice theif¥ payments for . -
r}a a.dv:._sory ser\?ices related to compli-

No parallel Bection
in Advocacy Task

w
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SBA ADVOCACY
TASK FORCE BILL

" COMMERCE JO¥' CREATION
“WORK GROUP (JC=WG),

o " COMMERCE; INNOVATION :
;SMALL BUSINESS, TASK FORCE' (INN-SBTF :
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jointly thar” encourage,‘
ive for, afid eliminate
y the” amount of’ pen31on
71 small bu31nesses &0 as to.

Service should devige regulatio,‘
stimlate- and ‘dthérwise provide
obstacles to; é

Tty 1 :
retain money and thus ensbles them to cope better with-cash fl&i
pressures. e : . .

5""(b)" “tax purposes speciallzed' quipment’ :
instrumentation for research, development or testing may be"
i i h, ,develapment.

d “for’ tax purposes An L
profitable yedrs 'to u n_periode ‘gt bisiness stress dp to the
level of ten: percent, ‘gross révenues,of $1- m11110n ‘to the :
extent that contributridns fo the rederve dre equalled by at”
least that amount of expenditure in_that year for reésearch and
development : ' W RE e :

Reserve shall be considé¥éd as income when removed from the
reserve,unless use for research and dev

utilize ‘any ‘existing reserve “for-'thé s
replenish 1t .

(d) Subchapter ] companies should be allowed to
include p to 100 investors: and,corporatlons should be allowed
to ‘hé Stockholde®s’ of Subchapter S ‘companids. '~ ’

SECTION 8: ‘_MPRDVING SMALL BUSINESS EXPORI PERFDRMANCE THE"-:H
O siness Export Trade Corporations should be
encouraged by a’ double deduction for these ‘coxporations of up
to $100,000 of annual expenses associated with .the exporting
activities of each client, with 4 ldss carryforward of ten years. .
In addition, small businesses should be allowed a ‘doublé deduction -
. of special expenses of serving export markets ug to 5100,000
antinally. Also, export procedures for technica products should
be simplified.
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and‘small bu31ness should “hav

merlt

- 4. Indepeudent‘fesehrbh and”development (IR&D)
and bid and proposal (B&P) costs ‘of- small business
firms. shall be- considered as expenses: for the ‘fiscal
vear in which' they occcur: instead of belng averaged—
back over the past two years; R

5. The Departments of Defense~and Energy and
the National Aercondutics and Space Administration shall
take additional steps to cdnduct rEgular break-out @ "
reviews of all proposed-large-scale systems cont¥acts
for research and development, and to seek means of
maXKing more of thls effort avallable to small busrness

6. All Federal agencies 1nvolved w1th research
and development funding will develop, with the Small -
Business Administration; specifié programs to ‘inform- :
their staffs and consultants of the need to provide- - - =%7
a fair and equal opportunity to small women-owned and
minority business firms to be considered for Federally
‘funded résearch “and -developméiit; and of the requirement— -,
to guide,' counsel and ‘assist small firms to'" strengthen-
their capability to dompete and. insure that ‘they "
receive a falr share of all Federal research and
development contracts as described in the Small
Business Act. Evaluations of ‘procurement’ personnel
performance shall includé-dppraisals of achidvement
and .attitude in expandlng small and mlnority business o
_part1c1pat10n

7. All Federal agencies have a respons1b111ty
to identify and study those problems of theix procure-
ment system that’, ‘in eéfféct| diséridinaté agalrnst™ e
small .husiness’ and a responsrblllty to make changés™
or elimindte these practices to the extent possible
through adminlstratlve actlon

(b) Regulatory Flex1b111ty

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 f1rms regulated :
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3.. Each funding agreement shall contain. prov1sions.,.
to: (L) insure the righ o he{Federal Gov\_},{nment,t

within.a.reaso able.
right to receive title to 1nventions when the inventor ;
does not’inteénd to- file” for patent rights;. (3)" guarantee " 7.
that the agéficy shall’ ‘have a nonexclusive, nontransferable B
paid-up license to: use the invention, and._(4) insure the’
‘right of the funding agency to require. periodic reports
on the utilization or efforts at obtaining utilizetlon of
the subject inwvention.

4, The Federal"gency hes 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’ commercialization.  Additional
licensing idy also be” required to alleviate heéalth’ and ;
gafety 'needs, or under ‘provisions’ for public use as’
specified by Federal regulations‘

5. 1If-the patent;holder receives’ $250 000 in Afte;
tax profits from licen, ing . gty eubJect 1nvention during_
a. ten-year period; or receives im extess o£7°$2,000,000.
on the salé of products embodying of .manufactured, by a;
process employing: thg; subject’ 1nvent10n within the tém-
year period,” then the government shall bBe’entitled.to |
collect up to 50 percent (50%) of all net income zbove
these figures until such time as. the. amount . of government
research - money has been _repaid. e .

6. “Any title Holdér to'a eubject irwent on or his -
assignee shall not grant to any person the exélusive right
to use or sell any subject invention in the United States
unless that person agrees that’ any products’ embodying the
subject ‘invention or produced through its use’shall be
manufactired substantially within the U.8. unless this .

: i 1ved by the fundlng agency ol

int exclusive, .

7. . Federal ageneies g et )
- . on. govermment

partielly exclugive, or non-exclusive .
owned patents to achigve” commerc1eliza

8. After public motification of the.government patents
available for licensing ‘the agency will then tequire ‘that . - .
potential licensees submit plans outlining How “the invention
.will be developed,and ‘marketed.  If tlie agéncy determines '
that the“grantin | exelusive r parciglly exclusive
license will mnot il competit m 1t will give firat | .
preference in 1t icensing“ﬁo quelified small businessee
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available. (It had before it the Report of the, Commerce
Work Group on’Job Creation  (Appemdix 1I}“and knew that the’

_therefore conwg}uded_that it ecoiild best s];_end its; time )

proposal.

-MWhat; follows then is the text of proposed

legislatich. Tt i6 cast in’ Layman's language and is not,
in the Congressionally approved form. “Its purpose is to "~ "=
reflect, recommendations rather than actual statutory language.

tw f it have a}_ready been introduced in
8.7 3496 pending béfore the Senate Judiclary__‘
Committee and S. 1074 before the Senate Small Business -
Committee,) It is followed by a schematic comparisom of
the recommendaticms of all three groups,  The full tests of
the reports of the Commerce Work Group of Job Creation and
the Commerce Innovation Small Business Task Force are
attached as eppendices s

To stidents of the innovation process many of the s
recommendations will have a famililar ring. have figured
in other citiZem group stud:.es' extending from t{e Charpie
Commerce’ ‘Department report :almoet twelve years ‘ago," ‘to the o
SBA Casey report of tivo years ‘Ego. -

These forty—se
of thelir time and tali
that they can "conmuni at
of urgency whith ‘they . :
‘that a single general preseris —enhancing the environment
for small business technology innovation--appears to. contribute
to so mamy high priority Federal goals: . stabilizin -inflatlion
through new products and’ ‘new processes;’ speed:_ng t
nergy and material res:
ening ‘domestic p competitive, abil ty and the balane
of payments ',enlarglng the mist job Pro part of our!
econotty; snd ‘enhancing our ability to- control mdesira.ble . e
consequences of our industry. R

© If ‘thése f'rty seven’ c:.t:.zen are r'ght and we .
believe they are--cur country will gain mch “or,"loge ‘much,’
depending on how qu:.ckly it accepts “the advice they have
givenit A . .

Stewart o
Chief Counsel for ‘Advochcy
May 23, 1979




112:
B

SECTION 1. PURPOSE: .TO ESTABLISH a Federal program to

bolster innovative small businesses by strengthening

“their role in Federally-finded reseéarch and- dévelopment
w0 by, fostering. thelr formation.and.growth.dn.the

economy .

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

SECTIQON 2: FINDINGS: THE CONGRESS hereby finds that

1. Technological innovation is a most important
contributor to j6éb creation, increased pro-
ductivity, competition and economic growth
in the United States as well as a valuable
counterforce to inflation and our balance
of payments deficit;

2, 5mall business is & principal source of major
innovations in the Nation when compared with
large business, universities and govermment
laboratories;

3. Yet the vast majority of Federally funded
research and development is conducted in
large business, in universities and in
government laboratories with small business
recelving leass than four percent of these
funds;

4. While private U.E8. technolegy expenditures arxe
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 percemt of total U.S5. R&D;

5. Moreover, the Internal Revenue Cocde, in its
present form insufficiently supperts the
formation, growth and long-term independent
operation of innovative small businesses;
THEREFORE

6. It is in the national interest to strengthen the
abikity of small businesses to be innovative, to
increase private sector commercialization of
innovations 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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“INTRODUCTION. it . i

This is a report of an unusual consensus among
three:citizen study groups on a matter of national urgency.
* The - threés ~groups Wweére named Ffor sim:.lar, but sl:r.ghtly
Al ffnfeni- purposes

. : Flrst, .the Commerce Department pnamed :fou¥teen:
leading citizens to a "work grouwp" on "Job Creation
through the Success of Small, Innovative Businesses.' %’
(JC—WG hereafter)

Second, as part ‘of a Domestic Pollcy Rev:.ew of =
industixial innovation the Commerce Department -included .: . -
six small business people on advisory svbgroups. They

filed joint views on small business in industrialiinnova-

tion, in effect becoming an add:.tlonal subgroup of the ’

Revi.ew (INN-SBTF,: hereaftex).- . :

And finally, we:named twenty .executives--of small
science-based firme and seven.venture.capital managers to
serve as a ''task force" on how to strengthen innovative
small ‘businesses themgelves. ’

What is rewmarkable is that these forty-seven
citizen leaders whose backgrounds, skills amnd cutloocks.:
are richly diverse arrived at roughly the same set of
Whether “their: purpose'k ;

agging
expandin mall:science-based . Blsiness--whete they dealt
wilth -the 'game Federal policies, they reflec ubstantial
COTLS ENBUS .. DT A :

"Consensus here does ‘not mean that the views

of the:three groups-are: identical or.that: they ‘cover
exactly sthe’ ground.:. Nor, does consensusiméan that

any, sindividi mber of’ any-of theé groups would necessari.ly
. putihis own v ews in precn.sely the texms used in the group's
report, (Every menber of each-groupdoes: not:necessarily
subscribe to every recommendation, although, of course, by
his signature each membex concurs generally in the group's
consensus.,
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FOREWORD: ...

“P:L. 94=305 charges:the Chief Coursel for

..»»Advocacy with..the. reaponslbilitias £0 R RATANE LR
role of small business in the American economy and the
contribution which small buginess can make in .
stimulating frmovation ({Section 202(1)); develop- pro-
posals. for: changes.in.policies.and activ1ties of any
agency of the Federal Covernment which will.betfer .
fulfill:the purposes.of. the,Small Business Act and..
commmicate. such proposals, the rappropriate: Federa
aganciel (See, . 203¢(3)); -and
measures for. creating. an environment in, which. a11
businesses.will have.an opportunity to ompete effectl
and expand. to: ;r full potential ~and . to ascertain -th

SI.l
failures. (SecQ_202(9)

.The,, Ghief 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
hgfgeems approprlate to carry out the functions of his
office. . .

Pursuant to thlS authorlty, and with the apprdval
--of -the-Administrator, -Honorable. A, Vernon-Weaver,. hearings.
were held on January 4th and 5th and February 22nd and
23zd of this year in Washington, D.C., on the subject of
Innovation and Small Business. This report and the draft
copy of the ''Small Business Innovation Act" are the products
of those hearings.

—5i-

%
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& Innovatlon

A Report of an SBA Office of Advocacy Task Force

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

;?@ FINAL VERSION
N JULY 1978
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606 .
() In selecting and evaluating'nﬂes or regulations, the '3_

sl agency shall consxder faetors such: as—_

(1) the contmued need for the rule or reg'lﬂa,twn.

:_,E‘(2)_‘the3_1;ype and number of complaints or sugges-

1.

2.

3

4 :

5. times received concerning the rule or regulation;

6 (3) the burdens imposed on persons directly or in-
7 &jrectly affected by. the rule or regu]aﬁon, especially '  ,'
8... .the burdens placed on .' individuals, small businesses, _ i
9. small organizations, .._qnd,'sr:sgafll,, governmental jurisdio- i
10.. thIlS R | R N _
11 (4). the. need to sunpllfy or clanfy language of the
12 rule or regulation;

3. . . . (_5) the need._to_elimine_,te overlapping and duplica- -

14 ... tive rules or regulatlons _ T o

15 (6) the need to. resolve cenfhcts betweeu the rules
16: ... or regulations of_ the agency and the rules, regulations,
17. . .orlaws admlmstered by other agencles, and | N

18.. . . ..v. (7).the: length of. tlme since. the, rule or regulatxen

19 00 azha_.s_-;bfssn, evalusted. ot the dogroe to which techmology, :
20. ... economic_ eond_itiens, or. other_ fe,cto_rs ‘have c};euged m _

21.... - the area aﬁeeted by the rule or regulatzon .

2. -_f_(c) Each year, each agency shall pubhsh in the Federal
23 Register a list. of rules. or regulations which it expects to
24: issue during.the following twelve months eqd.e,_iigt of rules or
25 regulations ;to-be reviewed during: the following twelve
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“tions, ahd governmental jurisdictions subject to regula-

(6) Government information* collection has not
* 5dequately “weighed the' privacy rights of individuals
and enterprises against the heed of ‘the Government for
* information because the-desigh of the regilatory proc-
s has encouraged rég’qléit'ors to treat information as'a
~free good; and 7 ' '
(7Y deep' public ‘dissatisfaction with the regulatory
process has stemmed in large part from & public per--
“ception” that “burdensome ‘rules or regulations fail o
“ correct key néitional problems. '
o (b) Tk 38 ‘the purpose-of this title to establish as a prinei-
ple of regilatory issuance that regulatory and informational

‘ Fequiremients fit the scale’ of the individuals, businesses, orgé-
- fizatiohs; and governmental jurisdictions  subject ‘to a rulé
“"and that fewer and ‘simpler reqiiirements be made of individ:
*uals; sinall ‘organizations, small busitesses; and small govert-
 trienital jﬁﬁs&iétidnsi‘ To achieve such prineiple, agencies are

* empowered “and -‘encouraged “toissue ‘rulés orregulations -

which apply differently to' different segments: of the regulated

' popiilation ‘and afe réiiired to solicit anid consider alternative
* regulatory’ proposals ‘from the pubhc prior {0 the adoption ‘of
";;?.ﬁna.l wules < Lo . , -

tion ‘withous sighificant 1oss of regulatory fficlency;. . . ... ..
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_f'f-1 Whien riles sre re'quifed'by'é't'dtﬁte'to ‘B‘é'made on the record

3557 of this title apply instead of this subsection.”

+ (c)' Section 553 of such title is a,mended by addmg at the

5" end thereof the following new subsectmn

7

& &

10

14 57 o

12

150 2
) IR

< busiiesses; sheltered -workshiops; - not-for-profit: entér:

.y Forthe purposes of this _secf;mn-,u-the ‘term—

(1) ‘individual’ does not.‘includé any individual .

“oqligyis: affected by’ & tule’ primarily in his capacity as

<+ g officer o+ emplayee “of ‘4 business,; organization, ‘or

governmental jurisdiction;
442) “small ‘business’ has: tliéfisamé‘iméaiﬁing as the

term ‘small business concern’ in section 3 of the ‘Small

“Business Act (15 U.8:0::632); and inclides’ such addi
‘tiotial biisinesses as‘the agency shallestablish by rule; -

#57%(8) " ‘small - organization’ *includes unihcorporated

' iprises’ whick a‘:réﬂ‘inotf&@minan%‘ i their fields;sand such -~~~
18
197
' 2@ wels
Qs T e
99 Lo
98
g - e i

‘other ‘groups’ or” e‘ﬂter‘;iﬁées ‘as°the ‘agency-shall ‘estab-

lish by rule;: +oo

- *(4) ‘small ‘governimental jurisdiction’ includes— "
“(A) 'governmeﬂts’- of cities, counties;: towns,
" willages, school districts, water districts, or special
“gsgessment  districts; with--a *population . of - legs

“than onie hiindred thousand; and~. - ¢
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v 44(B)-am exemption from coverage of the pro-

o “pasedrle, or'any partthereof, for such individ:

‘"""-'“-'iiﬁls}“busine'ssés:"-“orgs;ni'zﬁtibns;-:-and*f*tgﬁvermné‘ntal""
© o -jurisdictions - whose - activities vare Jof a mnature.
which makes the. inclusion.  of “such - individuals,
w2 businesses, organizations; and governmental juris-
 dictions of minimal value to the realization of the
~. goals and purposes-of the proposed rule;
"‘(Cj the clarification, consolidation,: or sim- o
~plification: of requirements.of the proposed rule; of:

s (D) other Stlitablee.'mea.ns;:{jiﬁclﬁdi;lg per-:

«.7 formance standard§ and ‘differing timetables for'~
compliance : for- such’ -individuals,’ businesses;:

s ‘organizations; and: governmental jurisdictions; and -

e Y(T)with regard to: any reporting or recordkeep- -
-+ ing requirement-which the:agency anticipates:requiring :
-of-"i:tel_l-'Or_fi';lore‘iﬁmEmb}ars. of :the - public pursuant to the:

.proposed rule~—

quirement; its:iform, its" léngth, -and the- type of
“w:" professional ‘skills necessary for its completion;

. *YB)an estimate.of the number of persons:

iz who would be required to submit or maintain re-"

.70 ports: or recordsy .
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. -and: cash - items) : at:-cost - consist- of - securities. . which -

L @ =1 Tt
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(A) acquired 'directly from tha" lssuer“thereﬁf"’ e

--in“a- transaction of:transactions. not involving-the: . -
t ! ;

si-o-Tegistration of the. securities under. the: Securities.:

Act of -1933. or pursuant to the. exerd_i_se -of .op-+

¢ .tions, ~warrants, or .rights.. acquired :in such:

transactions; ) B TN T N

.- “(B) received in a reorganization or in an ex--

- change offer in-exchange. for - securities. .aequired
v pursuant-to subparagraph .(A) o_f: this paragraph; -

B R

“(C) distributed on or:with respect.to any se-: .

~-‘eurities referred.to in subparagraph (A) or subpar-:

agraph (B) of this paragraph.”. . oot s

- {dy The: amendments méade by this:section shall a,pply to:,
taxable years beginning after December 31,1979, -
<+ TITLE IV—~REGULATORY FLEXIBILITY

.BHORT TITLE :

:Beg. 401. This title may be cited: as. the. “chulatory, :
' Flembﬂi’cy Act”.

i ‘FINDINGS: AND: PGRPOSES -

SEc. 402. (2) The Congress. finds that— . -
. (1) in numerous instances - compliance with Fed- .

-eral-regulatory-and :reporting. requirements imposes in::-
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optlon granted to an individual— !
+.*(A) after December 31; 1963-(other tha,n a re-
:strieted: stock ‘option: granted: pursuant to s contract de-
‘sorbed in section 424(c)3)(A)), and before' May- 21,
l197 6 (or; if it.meets:the, -requirements “of subsection
+-(e)(7), granted to-an individual after May 20, 1976, and
;. before January 1, 1980), or . - ) _
“(B) after December 31; 1979 (other than sucha

restricted stock option);. .~

- 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 stockof any of such cor-

- porations; but only if—".

. (2):Paragraph (7} of section 422(c) .(rela_ting.:-to'speéia,l'
rules) is amended by inserting ““and before January 1, 1980
after “May 20, 1976” each place it appears. 1

(b) Paragraph (3) of such-scction 422(b) is amended by
striking out “‘5” and inserting “10”". :

* (¢) The amendments made by this section-shall apply to

options granted after December 31, 1979, in taxable years

-ending after such date. = ...

“(h) QUAL]I‘IED Srock: OPTIONS -~—For purposes of .

t}ﬂs part “theterti ‘gualified - §toek - .optmn ‘TeRns an
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_1 _ butmn other than eash is. made shall not he taken mto

s et g0t tmdor- t}ns~sect10n i
8 o #(2)) TREATMENT OF RESERVE WHERE TAX-
“PAYER' OEASES 'TO BE ‘A SMALL BUSINESS CON- *

+ OERN.—

4

5

6 v Ay TN GENERAL.—In the case-of a small

7 ‘business concern- which ceases ‘to be a smsll busi-

8 -+ hess ‘concern (other than by ‘reason of ‘the. acquisi-

9 - tionof - stock or “assets of ‘such- concern by .

1075 ~‘other person); the reserve for research'and devel-

11 opment of such coxcern-shall continue -to: be:
1940 ireated as such a feserve for:a smiall business con-:
137977 " cern, except that no further.coutributions may be:
14/ &+ ‘made to’such reserve beginning with ‘the: taxable -
157 ot year'in Whmh such concerri ceases to be'a small’
16757 % business” coricern. _ 7 -

§7 0 D(B) INCLUSION IN INCOME WHERE SMALL
18 * "' BUSINESS CONCEEN ACQUIREI?‘: BY. OTHER BUSI- o

19 - o7 " NEss——Inthe case: of ‘& small business concern - 4
90+ “'" . which' geases-to" be ‘a- small business concern by: |
21 reason of the scquisition ‘of the stock or assets of

22 © 7 “’guch concern by any: ot'hei“person,-"150 percent of

98¢ ‘.- the smount of the reserve for research:and devel:

24"+t % opment of such concern as:of the date of such ac-
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1 EXCLUSION FOR.AMOUNTS DEPOSITEb ™ RESE__RV_E FOR

; : ‘.««.,B}sl& AROH ANI) DEVELOPMENT s T
3. 'SEG 305, (a) Subpart B of part. II of suhchapter E of
chapter 1of the Intemal Revenue Cede ef 1954 (relatmg 0

5 texable year in which items of gross meome meluded) 1s
6 -amended by adding at the end thereef the fellmmng new sec-
8. “SEC. 459, RESERVE FOR RESEARCH ANDDEVELOPMENT |

9 ‘“4a) ExcrLusion oF GERTm,Defeelis INTORE-

10 BERVE FOR RESEARGH AND DEVELOPM:ENT —

I3 (1) IN GENEBAL. —In the cese of 2 small busz-
12..; ... ness.concern engaged ina trade or busmess other then
13 ... ; real estate, the gross mceme of uhe texpeyer shall not
14 .. .. include, the amount of Bny. income recelved hy the ta.x-
15 . payer during the taxable year wh1eh is deposned mto a

16 .. .. reserve for research and develepment

17 “(2) LiMITATION oN EXOLUSION —Paregmph (1)
18- . _.‘sha,ll not apply to the a.mount of i income whxeh is de-
19 . posited in a reserve f_o: resea_reh and _development .
20 during the taxable year to the extent that the amount '
21 . . of such income excee_ds ,tlheu;lee,s_t of the following ,
22 amounts: L
28 . MM 10 pereent_ef the gross reve.rlmes of the
924+ . taxpayer for .fheite;xabie "l_v,r_ee;rﬁ'om such trade or

23 business,
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.. ryover.to-each of the 10 taxable years following

. the year of such loss
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21,

(b) Secnon 172 is a.mended by addmg at the end thereof

=-.;he following newn-subsection:

<)) - QUALIFIED SMALL: BusinNess .ConcerN.—For

purposes of. this section,. the- term:‘qualified small business

. concern’;means:a small:business concern (within the meaning

of section 1041()(2)) which: during the: 3-taxable years pré-

-ceding the ‘taxable -year; or if the concern: has not been it
; existence for 3-taxable years; duﬁng'a;ll- taxable:years of the:
:eoncern (including. the -taxable: year), had reseé.rch and ex-:
perimental expenditures (within the meaning: of section:
174—

*“(1) the averag‘e. of which was:3. pereent or more *

of gross revenues during such taxable years, or

Tevernues during any one of such taxable years.l:: ..

(c)(1) Subparagraph (A) of section 172(b}(1) is amended © -

by stnkmg out “and {H)! and. msertmg S(H) and ().

.- (2} Subparagraph. (B) of sectmn 172(b)(1) is amended by:.. -
striking out-*‘and (F)’ and inserting *, (F), and-(J)".
22, .
23

taxable years beginning after December 31;.1979.

v *(2) which exceeded 6 percent or-inore of gross:

< (d) The amendments made by this section shall apply to: -

A
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- gain was not recognized: had been held, and.the period

- gueh: replacement small busmess stuck wag: held as’ of S

- T T S T § R

10 . -

11
12

18
14

15

16
AT
18

19

20
21

22

23

+ . the date of such sale or excha.nge
(8} The table of sections for part ITL of subchapter O of

-chapter. 1. of such- Code is amended by adding at the end

=--theregf the following new item: - . .

o “See. 1041, Sales of small business- stock.”. -,

~ ., {b) Bection 1202 (relating to deduction for capital gains)
.is- amended by redesignating . subsection. (c)- as (d) and by

adding after subsection (b} the following:.
“(c) SMaLL BusIvEss DEDUCTION.—
“(1) In ¢ENERAL.—If for any taxable year a tax-
- payer other than a cqrpo_ration hag a net small business
capital gain, .80 percent of the:_amount-,qf -such gain
".. shall- be & deduction from. gros,s:,inco_m_e.;
“(2) NET SMALL BUSINESS CAPITAL GAIN.— ;-
o HA) I ‘QENERAL;_TThé‘ term - ‘net small
. business capital gain’ means the excess of—.
“(@) an amount equal to the excess of (I)
the . gain frc.)m,_; the.sale or. excha,nge'.r of ;,_ny
small -business- -stock ~held for, ;ﬁore thai; 5
years, over.(I) any loss. from the sale or ex-
~..change of any small business stock held more

- than 1 year, over
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+ term. 1s used. in title IlI of the Small Business Invest-

:==> N .
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\.. €xcept that such term. shall not_include an electing -

- small  business _.corgbz:aﬁo_np (as defined I section
1371(0):
) L]:MITATION —Subsectwn (a) shall only apply to_

-gain attributable to sa.le of small busmess stock with respect

to .which:. the ta.xpayer 8. 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 amount of gain not-
‘Tecognized solely by reason of the application of subsection '
- (a)..Jf more t_‘l_lan,on‘_é_}shgx_'_g.of small business. stock is pur- -
..chased, such reduction. in basis shall be applied to each such

. share in ohgbnologica_l order of purchase. The: amount of the.

reduetion, applicsble 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 ahd the denominator of which is the total .

....cost of all such shares.

“(e} STATUTE OF LIMITATIONS —If dunng a taxable.

- year a taxpayer sells small-business. stock s,_i_;_ ‘@ gain, then—

.. “(1) the statutory .period for the assessment of.
. -any deficiency . attributable to any -pa_,ft of such gain-

: ',.-"“'ment Company Act of 1958 -(15-U.8.C- 6816t sxeqr ,,
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reference shall be, cons1dered to be made to a sectmn or other

ternal Revenue Code of 1954,

:poo—q;s:'mr#w’i{'mj.‘___u
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SEC 302. (a.)(l) Part TIT of subcha.pter 0 of chapter 1

-.(relatmg to nontaxable . exchanges) is a.mended by a.d&mg at:

-the end thereof the following new sectlon

“SEC. 1041. SALES OF SMALL BUSINESS STOCK. _
“(a) NONRECOGNITION. .OF GaiN.—If small husmess

stock is sold, gain (if any) from such sale,_sha,ﬂ, at Athe electlon

- of -the taxpayer,. be recognized only to the extent that the

taxpayer’s sale price exceeds the cost of- small busmess st.ock
purchased by the taxpayer within 18 months after the date ,of
such sale. -

- *(b) DEFINITIONS; SPECIAL RULES.—For purposes. of

 this section—

- *(1) SMALL BUSINESS: STOCK. -—The term sma.ll-
business .stock’ -mea,ns';zcommox_l -or preferred stock'
- .isgued by a _sma;ﬂ business _cqpccfn. :

*(2) SMALL BUSINESS OONCERN.— . L

“(A) In eENERAL.—The term ‘s:xiall. busi-

ness concern’ means a domestic corporation. or

“.- .. small business inv;astmem;_compapy-_(oigh_er than an
* electing small. business corporation as defined in

section 1871(b))—

T URECOGNITION OF GAINONSALEOFSMALLBUSINESB
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tion m the hght of sueh patent or pubhcatlon if such patent or

e1ted and such request was f]led in the Office. . -

wWlth secnon 310 of th:ls chapter

) “§ 310 Stay of court proceedmgs te permnt Ofﬂce rev;ew

“(a.) Any party toa cml &GtIOIl agamst whom a plea.dmg_

presents a claim for mfnngement or for ad_]u(hoatlon of the

validity of a pa.tent shall ha.ve the nght by motlon brought, _
before any responswe pleadmg, to secure a stay of all pro-
.oeedmgs in the action by order of the court for a penod not,_

less than four months suffwwnt to enable such party to

search for and clte pa.tents or pubhcatmns conmdered pert1~: _
nent to the patent a,nd to request reexammet;on{of the‘:p_atent :
inviow of such prior axt according to sectons 302 and 303 of
thi.s‘cha.,i;ter. If such oetty fﬁes 2 request tor_ sueh reexa.tn_jna— |
tmn in the Offlce and serves and files copy of it in the.
actlon ‘within the perlod of the stay prowded by such order . l_
the stay shall be extended by further order of the, court untﬂi :

.at _leas_t_twenty‘da,ys a,fter the final determination of the Te-

“(b) The court, on motion and upon sueh terms as are .
_]ust may at any, tlme stay the proceedmgs ina cwﬂ actlon 111
which the validity of_ a patent is in issue for a period so_fflq;ent -
to e_gatr‘le“the mo;{ing::party to cite to__the Office newly discov- .

ered additional prior art in the nature of patents .91_' (printed). .
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"ment on any person who has requested examination sccord-

ing to section 308 of this chapter and such person shall have

'?sul')mit a reply to the patentees statement. Any reexaming-

tion proceedmg under this section shall he conducted mth

' special dispatch within the Office.

“§306. Response or amendment by patent owner

“The patent owmer shall be prowded an’ opportumty in

any reexa,mmatlon proceedmg under th1s chapter to a,mend

a.ny cla,lm of his patent in order to dlstmgmsh the ‘clgim from
prxor art clted accordmg to section 302 of this chapter or in

response to a decision edverse to the patentablhty of the'

:eIa.lm, but no amendment enlarglng the scope of a clalm she]l

be pemtted m a reexa,mmanon proceedmg under tlns

cha,pter

“§ 307 Appeals

“The owner of a patent mvolved in a reexammatlon

proceedmg under this cha.pter may eppeal from a ﬁnal dee1- i

sion in such proceedmg adverse to the patentabﬂlty of any

claim, or amended elenn, of the patent

“§ 308 Certlficate of patentablllty, unpatentablllty and
- clalm cancel]atlen o '

“When in a reexe,mnatmn proceedmg under t}ns chap—

ter the time for appeal ‘has explred or eny a,ppeaI proceedmg

the right, within a period of two months from such service, to
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applying the’same shall Hecome o part of the official file of
the patent. The idexitity of the’ person citing the prior art will

cooo-umci'pp,ui‘?-mn-n

O AT W N MO W 0 - T B W D ke O

1-:-be excluded frot sach la” upon “his Tequest o remaimn
a'nonymous e i

5303, Roquest for examination

Ay person may, at any time ‘within the-period of eii-
forceability of a patent, request reexamination of the patent
as to the patentability of ztny claim 'the:_réol__f m the hghtof any
prior art cited under 'the.'j)ro'{tiéidﬁs"of “section 302 “of this
chapter, by fﬂmg in the Office a written request for such
reexamination accompamed by a reexa,mmatlon fee pre-
geribed accordmg to this title and by a statement of the rela-

tion of such ‘prior art to the patentahbility-of the claim or

* clatms involved. ‘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-ithevre‘que_st;'
“§304. Determination of issue -by Commissioner of
Patents '~

- “(2) Within ninety days following the:fi]iﬁg of & request

for réexamination under section ‘303 of ‘this. chapter, the
" Commisgioner shall make a determination as’to: whether a
" substantial iew question of patentability affecting any. claim
‘of the patent concerned, not previously considered in. examni-

" nation or reexamination of such claim, is reised by the con-
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“§ 212 Relatronslnp to Antrtrust Laws .
“Nothmg in t]ns ehepter shall be deemed to convey to

‘-’eny person nnmumty from cml or enmmel hahlhty, or to

create any defenses to aetlons, under any antltrust law
' ' AMEN'DMENTS 10 OTHER aes

SEG. 202 The followmg Aets are amended as folloWs

Us.C. 2186 68 Sta,t 947) is amended by deletmg thé words

' “held by the Commrssmn or”

(b) The Na.tlona,l Aerona.utms emd Spa.ce Act of 1958 is

a,mended by repee!mg pa,regreph (g) of seotion 305 (42
USC. 9457(2): 12 Stat. 436). T " .
(c) The Federel Nonnueiea.r Ené}g§ Research and De—
velepment Act of 1974 is a.mended hy repee]mg paragraphs o
"r(g) (h) and ® of seetlon 9 (42 U S 0 5908 (g), (h), and (1)
‘:88 Stat. 1889—1891) " |

“EFFECTIVE DaTR —~ © 7

' SEG 203 Thls trtIe shall ta.ke effect one hundred and

a e1ghty deys a.fter the date of its enaetment except that the
:'regulatlons referred to in sectzon 201 or other mplementmg

' 'regula,trons ma,y be 1ssued prlor to that t:me R

(a,) Seetmn 156 of the Atomm Energy Aet of 1954 (42 '
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“(18) section D of the Federal Nonnuelear Energy

" Resoarch and Development A6t of 1974 (2 US:Co™ "

“(14Y section 3 of the Act of June 22, 1976 (42

“(15) subsection (1) of section 6 of the Saline

 Water Conversion Act of 1971 (42 U.s.C. 1959(&), 85

W H1G)” section’-308 of the Water Resources Re-

search Act ("Jf 1964 (42 U.8.C. 1961c-3; T8 Stat.
“(17) section 5@ of the' Consumer Product Safety
“18)- seotion’ 8 of the Act of Apnl 5; 1944 (30?
“(19) section 8001 of the Solid’ Waste D1sposa.1'.-

" 4(30) ‘section 306(d) of the- Surfice Mining and
. Becla,matlon Act of 1977 (30 U.8.C. 1226(&), 91 Stat.

“(21) section 21(d) af the Federal Fire Prevention

and Control Act of 1974 (15 U. S C. 2218((1), 88 Stat.

84
1 '
3 5901; 88 Stat. 1878);
5.0 US.C. 19594, note; 90-Stat. 694);
8
o
877 Stat. 161);
o
10
11 - 382)"
12
18 " “Act (15 U.8.0. 2054(d); 88 Stat. 1211);
14
15 0 ULS.C. 323; 58 Stat. 191);
16
17 Act'(42 U.8.C. 6981; 90 Stat, 2829);
18
19
90" 455)
91
22
93 ¢ 1548)




68

32

 Agencythat it has taken or can be-expected: to take

T within L reasonable time; : effectwe steps 0 achzeve. e
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- practmal apphcatlon of the. mventlon
' (3) the right of the ‘Federal ‘agency to terminate
éuch license in whole or in pari-if - the licénsee is in
+ **preach-of an a,greement obtained pursuant to paragraph

« (b) of this section; and "

"+ the license in whole or.in part if the agency:determines
*-that such aetionis necessary. to' meet.requirements for

public vse specified by Federal regulations issued after
* the date-of the license and such requirements are not

«" reasonably satisfied by. the licensee. o

“ “(a) This chapter shall take precedence over any other

-Aét which would require a disposition -of rights: in subjeet

inventions of small ‘business  firms .or: nonprofit organization

‘contractors in a manner thet is inconsistent with this chapter,

including but not necessarily limited to the following:

added by title 1-of the Act of August 14, 1946 (7
o US.0-42Ti(a); 60 Stat; 1085); o -

o 4(2) section ' 205(a) -of the Act of August 14, 1946
(7 U.8.C. 1624(a); 60 Stat. 1090);

+“(4) the right of the Federal agency to terminate -

"7 “(1) section 10(a) of the. Act of June 29, 1935, as
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- plieation.ors othe_r_wisé_ “promote the invention’siitiliza-
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. +{2).A Federal agency shall not grant such exclusive or
partially exclusive license under paragraph (1) of this.subsec--

- tion if it: determinesthat 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 o create or
.:maintain : other  situations: inconsistent with. the antitrust
laws. onolt o

Y B

+ o “Y3) First preference in the exclusive or partially exclu-

-sive licensing: of federally. owned inventions '-A_s_halli_--go to small
‘business firms ‘submitting - plans -that are-determined by the
-agency to be within the capabilities of th_e. 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. e : . L

) After .considerdtion of whether the interests of the
Federal Government or United States industry in foreign
exelusive or partially-exclusive licenses in any invention cov-
ered by a foreign patent application or patent, after public
notice and- opportunity . for filing written objections, except
that a- Federai: agency shall not grant such- exclusive or par-

tially exclusive license if it determines that the grant of such
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) ﬁnder'fiike* ali?"other*su'itable aﬁa’ '*ﬁéc'eséary
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owned inventions-on behalf- of the Federal Govemment
: e:ther divectly or throtigh contract; and ~ .

istration, in ‘whole,

" %4) transfer custody’ and ‘gt
e bgr in part 6" another Fedéral® a,geney, of the nght '

- title; or“interest in any federally ‘owned mventlon.

J:4§'909, Regulations govermng Fedéral’ licensing *

| ePhe Adimitiisteator of General Semces is authonzed to
promulgate’ regulations specifying the' terms’ and Gonditions

‘upon Which any federally’ owned invention may be' licensed

on a nonexclusive, partia.]ly"”excluszivé; ‘or exclusive basis.
“§ 210, Restrictions on licensing of federally owned inven-
S tions '

") No Federal agency shall grant any licerise under a

" patent or patent application on' & federally owned invention _

unless -the “pérson - tequeiting ‘the licerise has ‘supplied the

agency with a plan for development and/ or marketing of the.

“inverition: Provided, That aiiy plan’may be treated by the

“Federal agency as cominercial anid financial information ob-

tained froma person aiid privileged and confidesitial and not

" subject to disclostre under the Fréedom of Informiation Act:

*va4(b) A Federal ‘agericy shall nofmally grant'the right to

“uiSe or sell any federally ovwned invention in the United Statés

only to a licensee ﬁhat’ agrees that any-products embodyiﬂk
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'8 205, Preference for United States:‘industrﬁy’- T

.ceives title. to:any subject invention and no assignee’of any

- sueh nonprofit organi_za_t_jon-sha;]l:'grd.iit‘to any: person the ex- -

.. clusive right to use or sell-any subject invention in the ﬁﬁtéd

“States unless such person: agrees that:any products émbody-

-ing the subject invention or: prbduéed' through:the-use of the

* subjeet invention will’be manufactured:-substantially in:the

.. United States. waever,:in individual cases, the requirement:
for ‘s'uc],i an: a:greeme.nt may be waived by the Federal agency"

.- under . whose funding?'agrelamentz:i-'the invention was -made:
._upoﬁ a 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 ferms to -
potential : licensees: -that . would - be - likely - to - manufacture e,
substantially in the United States, or that under the .circum- - '

- stances domestic manufacture’ is. not commercially 'feé,siblel'i

:.%§ 206 Confidentiality

 “Federal ja,c;;encies 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;
title, or interest (including a nonexclusive license} for a rea<’

- sonable time in-‘order for-a patent application to:be filed:

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

lease copies of any. document. which is part of an application

. “Notmthstandmg any other: prowsmn&of th15 fchapter,-

small busmess ﬁrm or nonproﬁt orga,mzatlon whmh re-'

4
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“fc).that such- action is:necessary; to-meet require< . . . . .. .

ments for public use specified by

- : the contractor, -assignee, or licensees;.or- =8

st torgeetion 208: 7 e -

“§204. Return of Government investment. . +-.
s a) If-‘&fter:the,—firét Uhited Staies :patent. application is. .
<filed on 4 subject invention; a nonprofit organization, :a. smalk: -
- business firm, or an organization: towhbm such invention was' -
faSsigﬁéd for licensing purposes: receives. $70,000 in .gross™.”
income for any one calendar yedr fﬁom.thef_ﬁcensingi of a1
. subject: invention .or -several-related subjeet finvéntioﬁs, the' :
TUnited States shall be entitled to-15 per centum-of all addi-:i:
+tional: such- income: for:that- year ‘other than-any. such addi- -
. tional income :received under: nonexclusive:licenses:(except 3 ;
where the nonexclusive licensee. previously held an: exclusive : i
- or-partially exclusive license). :-: |
o “UbYIf after the. first United States patent application is
~-filed on-a subject invention, a nonprofit-organization, & small. :

. business firm, or an assignee of a subject invention of such an

gulations’

and such requirements are not reasonably satisfied by

~*{(d) that such-action-is::necessary because. the
~“agreément: required. by -section. 205 has not ‘been. ob-
< tained or-waived or because a licensee-of the exclusive”™
~:.i right+40 use-or:sell any subject invention-in the United-

-: States is. i breach:-of its -agreement-obtained pursnant’
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-assign whateverrights it may.acquiré-in the subject invention:

rfrom: its.:x:emplojee%ﬁd :the;eontractor. subject: to: the: conditions:

- ‘or nonprofit-organization.shall-contain & ép‘fovi_sionr— allowing a:

- Federal:-agency to require: thé_silipensing}f-ftﬂ..r-thirﬁ parties of_‘;.
«:inventions. owned by ithe contractor:that: are:not-subject in<:

- ventions-unless such provision has been:approved by the head:
. of the:agency: and s written justification” has: been; signed by:
10:
11
B

‘thie-head of the agency. Any such provision;shall clearly state:.
whether. licensing ' may ‘beé: requited..in- connection;.with the: :
practiceof a subject invention:and/or: specifically identified:
work objects. The head of the agency may not delegate the:

authority:to approve:provisions or:sign justifications required: :

by this subparagraph.

woonfi(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.l»;by -others ig. .

action is necessary to achieve the practical application of the =~

shall be on: the record:after an opportunity for a hearing.: Any: .

necessary for the:practice of a subject-invention or.for the use, -

of a:work -object.of . the- funding - agreement and that such-
subject invention or ‘work ‘object. Any.such determination :

action commenced for ‘the judicial review: of such determina-:
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w3777 support:and’ that: the: Goveinment has certain rights in
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o heinvention. il b
w e 7y In the case: of ‘o nonprofit-organization, (a) 2
: ““:;prohibition upon-the-assignment of rights to a subject
~-:-invention in‘the United: States without:the approval of
~the Federal agency,: except-where'sﬁch' assignment is
- made -to an organization which:has as-‘one of its pric
- mary. functions the -management of ‘inventions and’
- which is not, itself, engaged:in or does not hold a subs

- gtantial 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 :
. o7 - with embodiments of the invention (provided: that such:’
" assignee shall:be subject to:the same’ provisions as the
" i contractor) (b a prohibition against the:granting of ex—
<..-clusive licenses 'under United States patents or patent':
- applieations in"a subject invention by-the: contractor to

‘- persons other than small business firms for & period in’’
*+“excess:of the earlier of five years from first commercial -
. ssale ‘or use of. thé: invention or eight years from the
* date-of the exclusive license excepting that ‘time before *
siioregulatory - agencies' necessary. 40 “:obtain: premarket
" glearance ‘unless; on-a’ case-by-case basis; the Federal:*
.agency- approves &' longer exclusive” license. If exclu-

- sive ‘field of  use licenses -gre granted, commercial sale™
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w4 2 £Y8) At least ghce each:yéar; the Comptroller: General

#ghall*transmit arreportto’the Committées -on:the-Judiciary: of — -

 the ‘Senate and House: of‘.‘iiéﬁi:é'éentaﬁ%ééz on the V.'mé;ﬁhei‘; in
- which this chapter is 'being:implemenfed by the: agencies and:

" on" such “other. aspects ‘of ‘Government patent ‘policies. and:

- Coniptroller Greneral believes appropriate, . .~ <+ - - _
wri o) Pagh-funding agreement with:s small bisiness firm'

© of sionprofit organization shall contain appropriate provisions:

““to-effectuate the following: & o o

*/fiot réported to it within such time.cvo © w7 T

' or fails o élect rights within sich time. - v - ©

any subject inventions in the United States-or. other

“’practioes with respect:to federally funded inventions. as the:

01y~ A requirement - that: the- cofitractor - disclose ¢
* eachsubject irivention to -the Federal agency: within & =
! iregsomahle: time-after it is“made-and that the Federal -

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

22 4(Q) A ‘requirement:: that- the  contractor :meke an -
“ “election to-retain title’ to'any subject invention within a .

resisonshle ‘time after disclosure. and that ‘the Tederal ;
* 1 Gtovernment; ma'jr‘ receive title to.any:sibject invention -

- in which the contractor does not elect to Tetain rights -

10 8) Arequirement that - 8 . contractor :electing !
- 7 rights file” patént: applications within reasonable. times "

% %7gnd that the Federal Grovernment may: receive fitle to:
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- extent -permitted -by:law or :Governmeént regulations

' .-:=~:a,vmlahle to-the; pubhc Ol rea,sonable terms

© MO A S ;oA B e
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R “(g) The- term made when used iny relatlon to.

any invention means the.conception or: first actual re-
=, *duction to practice of such invention.
= “(h) The term ‘small business ﬁrm’ means: 9 smaﬂ:
. -business conecern. as defined at: section 2 of Public Law
-+ 85-536 (15 U.8:C. 632) and-implementing regulations:
- of - the. -Administrator - of : the.. Small 'Business:
Administration.
w2 “() The term. ‘nonprofit. organiZation’ means uni- ¢
versities and other -institutions -of: highér\ education or:

- an - organization of “the: type: described in seetion -

¢+ 501(c)(3) -of :the Internal Revenue: Code-of- 1954 (26

U.S.C. 501(c)) and exempt from ‘taxation under section :

¢ 1 -501(a)+ of- the - Internal Revenue - Code” (26 U.8.C.:

L BOME)) e ;
“§-202. Disposition.of rights i+ ~ vy 0
“{a) Bach nonprofit organization or small business firm :

may, within a reasonable. time after disclosure. as required by.:

- paragraph {c)1)-of this section, elect:to-retain-title to any
 subjeet. invention: -‘Provided, however,: That a finding agree-
.- ment may provide otherwise (f) when the subject invention is :
- made under a contract:for the. operation .of .a. Government=4

“-gwned research or production-facility,. or (i) in.exceptional =
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-, 1/{208; "Domestic and forsign protection of feders.lly owned mventmns
“209 Regu]ahons govemmg Feéderal licensing, -
all,
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‘_“§200 Pohcy and ohjectwe e

It ig the pohcy and objective ¢ of the Congress to use the

: P.%G.H.t system to y_r.o_mote the ui;ﬂ;z&tlon of inventions arising
Arom federally supported research or development; to encour-

.age maximum, pa.rt]mpatlon of sma,ll husmess ﬁrms in fed-

erally supported resea.rch a,nd development eﬁorts, to pro-

_mote collaboration between _epmmere;_aldgoueems- and non-.

;,:_proﬁt organizations, mcludmg universities; to ensure that in-.

ventions made by nonprofit. orgamza.tmns and small business.
firms are used in.a. manmer to promote. free competition and.
enterprise;, to_ promote  the  commercialization and public,

availability. of invenfions made, in. the. United Btates by,

" United States industry. e_:qd ‘_l_ebqr; to ensure that the Grovem-:,
_ment obtains sufficient- rights. in_ federally supporf:ed inven-,

‘ 'txons to meet the needs. of the Grovernment and protect the.

public against nonuse or unrea,sonable use of mventlons, and.

o minimize, the costs. of -@drmmst_fanng__pphow_s,,lg-ziel_ns areg..

“8201. Definitions . . oy oo
“As used in this chapter—

“(a) The term Federal a,gency means, any execu— '

tive agency as defined in sectmn 105 of t>1t1e‘5 United
States Code, and the. mﬂltary depar.tments as. defined
by section 102 of title 5, Umted States Code, '
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. cerns and to.take such action as may be necessary to

. DEFINITIONS -

8ec. 104. For purposes of this title—

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

tive agency es defined in section 105 of title 5, United

- Btates Code, -or, a military department.._as' defined in
- section 102 of such title; . .

. .. (2). the term. ‘‘contract” means any contract,

grant, or cooperative agreement entered into between:

- any Federal agency and any organization or pérson for -

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

search: work and includes the assignment of any such.
contract, the. substitution of parties to any such con-

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

. contract;
... (3 the term “small business concern” has the |
., . Same meaning as in section 3 of -the Small Business

Act; .

(4) the term “small business. innovation. research.

vprogrem’” or {“SBIR” means & program: under which 2.

portion: of a Federal agency’s research or research and -

. mess concerns. through. a simplified, standardized acquis.

sition process having a phase for defermining, insofar
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i (2) prohibit each. Federal agency a,nd’eab_h office;

; woivor. comiponent thereof from excluding-any small busi-- _ '

&

a8 any other business concern;

- I o

i -suich proposals based iipon their merits;’ .~ . -

.4 business concern.in the:award of sole.souree research:

shivic atid developmerit. contraets; ;. ¢ e

U HERs Bohce i rom coripatition for gny Teseareh and des

.- velopment: contract on’the same: terms and conditions.

- lcited: research -and-development proposals from small

w:." business coneerns. and -to promptly and fairly -review:

e (8) fequir__e;-.e_ach Federal agency to con,sidm;;unso.—;;_

i Leo(4) Tequite each - Federal agency.to consider. small.»

. businéss: concerns..on ‘an equal.basis. with ‘any. Othelj. :

140w Foi(B)- require - that, for. purposes ‘of -determining -ex-.:

15: «:- penses-of a research and development contract,. the in- .-

. 16 dependent research and development-costs. and the:bid :

172+ s ‘and-proposal -costs ncurred by small business concerns -

18 shall be attributable to.expenses. of the -contract in. the -

19. - - fiseal year in which such expenses.are incurred;

20 7 (B): require,;-.eg,qh--»Fedeml agency. to evaluate the -

b 'feasibﬂjty, of dividing.'all 'propose_(_l}-,_largg' scale research -

+22:.- .-and development: contracts -into. smaller. segments in:

23 - . -order to. facilitate the: participation. qf_g.small .business .

24 -+ .. concerns in such.contracts; - . . . ..
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- of that research ‘to- technologioal intiovation in ‘the pric

= ivate sector or for ‘technological: inmovation: in products

L

MMI\'.J:MMIMHHHHHD—II—LHMH
A R - T - R =)

© o =1 & o

T intended for Grovernmient use: and

+:-Cost-Accounting Standards:Board:”.

3. 2 RBGULATIONS FOR THE SBIR‘PROGEAM '

+ e SE0. 102: (3) The Administrator for Fedéral: Procure:
*ment’ Policy; in conjunction with the Small:Business: Admin-

hundred and twenty days of its enactment, for eonduct by @

grams ‘establishied: pursuant to section 9A-of the'Small Busi- :

“ness’ Act: Suich' regulations shiall— s = 55 i

e proce'g‘ses; SN T

»+ Administration; and o oo o e

" and rights in- data ' that are”‘commensurate ‘with the -

* iatent of this Aot & o

“(3) the terms ‘research®:snd freséardliand devel-

“istration-and the National Science: Foundation, is authorized::
“-and directed to promulgate and idsue appropriate regulations, -,

~in accordance with the provisions:of-this:‘Aet and -within one :

“Pederak agencies of :ymall business-innovation research pro- |

R

e He (1) cprovide  for < simplified : standardized and::

% ‘timely SBIR: - solicitations;: ‘proposals, ‘and- evaluation ©

st (9) require”Federal agencies to:coordinate SBIR.:

oo golicitation relesse schedules iwith‘.theg-,Small'-B'usiness’ 3

s (8) inelude uniform requireients - for patent rights:
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1 SBIR. program: shall not be counted a8 meetmg a,ny pomon

_ 2 of.the Percentage Tequirements of. thxs sectxon

- establish an.SBIR program:shall; in:accordance with this Act- -

100

11

12 =

15

16 ok
1 e
187
19

90 e
21w
22+ subsection: (b) or (c):of this section shall report quarterly to”
23 the ‘Administration the number of research and developnient -

24 ‘contract awards to small business‘concernis under this séetion ™

“4(dy Bach Federal ageticy reiiired by sibsection (c) g

4
5':.and regulations issued under this - Aet—: .50 200
. 6 22 “(1) determine- categories. .of projects to- be invits:
oo SBIR program; i o
8 -+ *(2) issue SBIR solicitations in secordance with a:
9 . -schedule determined cooperatively: with:the Admims-"
tratiomy v e &

- *{(8):receive and:-evaluate proposals -r‘eéﬁltiﬁg from. -
SBIR proposals; L
18
4o conde iy

. *(4) select-awardees:for:its:SBIR 00nt14a,ct's;f'r--”

e gate such-administration to another agency); - i

‘basis of ‘progiess toward or; completion of ‘the contract
‘requirements; and 77

i %7y make quarterly reports oi’the SBIR program’

to the' Administration.

“(e) Each Federal agency subject to the -feqﬁir'eméntéiof‘ .

25 {for contraets over $10,000 in amount) and the dollar value

“(5) administer ‘its own SBIR -contracts (or dele-::

-#(6) make:payments -to. SBIR contractors ‘ot the"
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«--pate.in-Federal -agency -small;business-innovation rez - .. -

W @ =T ;A B D e

N ™
® ® A B | R W N e LO

2151?:?€j=."7:' s
22

23

24 . set-agide for award to-small.business. concerns & pércentage -

25 .of the:total dollar amount. of its budget for prime research and. -

i

" qoarh (SBTR) programs; ..
Coahos 48) coordinate: the development of a schedule for
. release- of SBIR, solicitations with participating agen-

cies, and prepare a master releage schedule to preclude

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

... -tiong. at one time and thereby limiting:the:opportunities

of small business ;concerns:-to -respond to some

* oy solieitations;. o aaloain T
“(4) independently survey .and monitor the oper:: .

- ation: ‘of ‘SBIR; programs: within::parficipating; Fedefél; :

agencies; and .- =7 v

sz o5 (D) Teport annually :fo the. Select. Committee on ;-
Small Business -of the Senate-and . the Committee on
++.> SmallBusiness of the House.of Representatives on the

. v ,activities; .of; Federal . agencies -in meeting the' .small -
business research and develdpment_, sét;afsiigs;-;equhede o

~ under  subsection: . (b); the: SBIR,; progrems: of the:

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

Srams.. ., o

+15(b)-For fiscal year 1980, each Federal agency shall
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1 STATEMENT OF mme; :

2 “ P— SEO 2. The Congress- ﬁn&s and- deelarea that— ‘‘‘‘‘‘ S
3 (1) technological innovation creates jobs, increases
¢ productivity, competltxon and eeonomrc growth end i
5 a valuable counterforce te mﬂatlon and to the Umted

o . States balance-of-peyments deficlt
LA (2) small busmess is.a. prmclpa,l source of the Na.-
8 tion’s major mnova.tlons
9 (3} small busmesses receive Iess than 4 per.
10 ; cenitum of Federal fimds for research and -development'
11; - ‘ (4) pnvate technology expendltures in the Umted

: States are hlghly concentra,ted ' certam ﬁelds a.nd in-

dustnes, 4% only Sr.x m&ustnes a,ceount fer over 85 per

~eentum of all mdustrlal research a,nd development

14

15 l.::.fependmg and only thlrty-one compames many of them
16 !muItmatlona.l companies, account for 60 per- centum of .
17 total United States research and development;

18 . {5) the tax structure of the Internal Revenue ..
19 ‘ Code of 1954 prowdes msuffielent support for the for-

20 T-mation; growth and Iong-term mdependent operatron"?'ﬁ-“

o n_of small busmesses a,nd

. (6) it is in the natmnal mterest— .

23 L ' (A) to strengthen the a.blhty of small husu-

24 nesses to be mnovanve e
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Senator.STEWAR?. -l appreciate your comments; because! that ] the ;
- concern T was addressing. i
To give:you some examples of what 1 mean by Iesearch and: develop-—
ment, we have had some hearings on saving the small farmer in the
: Agriculture Commlttee It Is o Very’ lmportsmt and v1tal Issue: i th1s g
~ country. :
“During tlie: entlre time we. had thoqe:.hearmcrs, we dld not hear once
about agrlcultuml inpnovation: . -
‘Many: of the people who came:and testlﬁed were: connected o -one -"?
way or another with large-sized concerns..They did not talk’ about the:
technology thatis available, such as the new kinds of tillage equipinent
and other things available. "All of this type of- information came from" - o
small companies. Some: of those:smaller. firms obtained their first™ .
research money fromithe Goverriment. They had begun ‘to develop
some innovative kinds of things, but if; they had: had what you are
talking about—my ear and the ear of Government pohcymakers—""i
imagine what could have been done. - - -
Solar technologies is another example N obody sald 9 word about:
“the development of small-seale systems. But yet sma]]er compames
are marketing energy-efficient products. :
That tells the tale to me of what research and deve]opment mongy |
can do fur these smaller companies and the country. I think you have :
something here that you probably should share w1th the Senators
concerned with energy legislation. .. o
Mr. GREEN. Senator, T know others Would be 1nterested s too WeJ--
are doing a.demonstration in Utahk and New Mexico on growing plants:*
that. grow -¢il, and this indeed:1s crude oil that:comes from the milk-
weed species in Utah, and we are momtormg how many ba,rrels per-'ﬁ
acTe per year we can grow.
It is not.really a new area, in fact this has been talked: up around
the world, and we are actuall doing it. ik
Here, is 2 tube of crude oﬂy the.first: we extracted. from milkweed .
in Utah, and our goal s to. mionitor how many barrels.: - ... i
Senator STEWART. 1. deeply-appreciate. your coming- hear today T
want to say to you all that this is a beginning of a-series of hearmg,
and: hopefully, the development of a consensus in the Senate and iIn .
the FHouse. You all have a lot.of answers to & lot of the problems of
this country of ours. '
Somebody told me the other day :that not since I-Iarry Truman,
have we had folks in Washington thathave been concerned with smali~
business. people and t.he small busmess commumt.y I Would d_tsagree .
with that, . -
There are a lot of pe le I serve with:in the Senate that are: very.,
much concerned about’ tEe small ‘business sector. ‘A: lot of us are-nmew:
to this. business, but we plan ‘to. stay with the. program a.nd the 1ssue
until we get some meaningful résults: «. .. : i
Before closing, I want to mention that we will mclude in: t.he hearmg )
record a copy of the innovation report prepared by the Chief Counsel -
for Advocacy, Milton Stewart. Excérpts from wvarious subeommittee
reports prepared for the Advisory Committee on Industrial Innovation; :
which was established as part of the Pres1dent’ Domestlc Pohcy =
Review, will be included as well. :
Thanks to all of you,
We stand adjourned. : e
[Whereupon, the commlttee was ad]ourned a,t 12 noom. ]
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I used to-always criticize our Government people for: coming out
with & 17-man preaward team to a company like ours-which had. 4::
people to talk to. Tt is kind of difficult to talk about the:bid requirement .
if we do not hiave: experience, in: that particular field; we might mever ~
convince themr..There are many Governmerit eheekpomts, there.is

the preliminary: award, :postaward, -and- with: everything-else:being:e- - - -

T0onitored, contractors. ha,vmg roblems. should.-be Tecognized: L think
the mechanisms are. there;: endp amfortunately: you have an 1nstance
where the surveillance system did. not. work. .

Senator Scamrrt. There was one more: mechamsm, it-was & coramon:
decision that awardsgo to small busmess 1 had no: problem W1th it at.
. the time, but there were concerns..

Senetor Stewart: I think you can pomt out meny events in large
sized projects that turned out to be just as much a problem., | i

Senator Scumity. I agree.I think I will leave it at this pomt but if -
you have any further-thoughts on this problem, of deciding on_this 10
percent. It is a problem but 1t 1s one tha.t can’ get you or:the Govern-‘ :
ment in trouble.::

Mr. DanigLs, As I mdleated some 3 percent goes. o sma,li busmess
We really have two reeommendetlons one that this 3.4 percent begm
to grow at 1 percent.a year in the R. ‘& D. ares..

We have:a second recommendation,. where we. ha,ve an agenc that
has $100 million in R..& D. budget, that. they be. tebbed to put S B
percent of this into sraall business. = 2

The procedurs for small business set-a51de wmﬂd perm1t a smell :
business set-aside to proceed with at least two: quehﬁed sources if 3
found available. L

Somewhere in NASA you may interject that you had two quehﬁed '
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 31tuet1ons where you will. be sorTy you made the small busmess‘*i
set-aside. .- i

Senator SCHMITT But yeu thmk on belance thet is stlll a goed type i
of procedurs?. ' -

Mr. Daniess. The reason I feel that way, beea,use of the subgect yeu?"-
really -have to talk about mamly compet1t1011 acnd I thmk one of the :
reasons why the Government P

Senator StewarT.. I was trylng to- talk ebeut tha,t Y Imnute &go o
I think there is: some.competition from public policy. : ,

I think research:money sets that policy, and you gentlemen are. not
getting enough of the research money to- prowde competltlon in some%

T areas.

Ttis my understendmg all business and industris) ﬁrme Teceive-s0 me_
46 percent of the basic .and apphed research moneys expended by the :
Government. : : -

Is that s correct ﬁgure‘? et T

Dr. SerinesORN. 1 believe I gave you basm resea,reh Y

Mr. Daniers. But #f you- take that and go to- the Whole ﬁeld 1t=
quickly drops back into 3}/ percent. - '

Senator Srewarr. That would-sound: about. nght ~ :

I also wanted to ask you- ebout preeurement Hew much of t‘ne‘-\:r
procurement dollars are involved? : T

Mr. Dantrrs. Roughly 20 percent of the proeurement doIlars

Senator SrewarT. Goes to small business?

Mr. Danrgrs. Yes.



32~

could - be- implemented, it was the right. phllosophy I :am: veryy very
excited to hear you are making some progress in the industry: :
Mr. GuLLERr. This is the industry, not the: Bureau of Mlnes
Senator ScamiTr. I understand. RN
Senator STEWART, It .took you 1 year to solve that one probiem‘?
Senator ScumMrTT. It is one. of the reasons why we have to do what -
_these gentlemen are reguesting.us.to.do. Innovation is in & crisis; andm»
for small business; it is Innovation thatsays the 1ndependent explorlngf
compsnies and producers are-to discover energy supplies.. - &
You all have the same kind of mentality about risk takmg, the. needi?
to turn over capital so it further stimulates innovation. I- think. that
we have to do something, ‘and-I do not think we are mearly doing®
enough. It is my hope that this committee will become the’ champion::
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 with’
5. 1597 which provides 'R. & D. incentives, (leprecmtmn 1ncent1ve--‘.,
and also savings, investor savings incentives. - :
We would also call your attention to the progress thdt the - cha,nmen”?
has alteady mentioned is-being made, in trying to get legislative control.
over the :major rulemakmo' activity of-the Federal -Govérnment,.
The suggéstion now is to: declde how do we-pull these things together, -
go this st of recommendations that has been made: ‘can 'be unple-iﬁ
mented. If we do not do it thése opportunities may pass. -
All'you have to do is look at'the record of small busmess iormetlon’:i
versus sriall business formations'of years ago, and obviously there are:i
o lot of things wrong because things. are not happening as they should. -
‘Mr. -ABranamson. May I sort ‘of- summarize this by ‘explaining’:
that whereas none of our recommeridations requires increase in’ any *
Federal appropriations—not - a nickel—one -of them  would  Tequire:’
gome sdjustment ‘in the: portion of R.& D. {unds-going to small™
businesses. At present only 3 percent of the R. & D fundmrr is gomg'-:
to small business.’ : .
"What we are>calling for 'is: that- eech Fe(lera,l agency réeelving”
R. & D. funds be required to diréét someé percentage of those funds o
let us'saiy 1 percent for the first year, and' mcreasing by 1 percentf—-‘-i
mcrements annually, so-that at-thé end of 10 years; 10 percent of t.hat_ :
ageney’s B. & D! funding goes to small business, -
I do'not think thereis sn agency. in town: thet cou]d make 8, credzble L
argument that thatis ‘impossible. ;
I do not thiiik 1 percent: ‘per year over & 10-year perlod 1s golng* t03-'; :
be a hardship'on any agency receiving R. & D. moneys, so I would :
urge you to consider very seriously that recommendation. -
I think-it'is extremely well founded ]t has been eerefully Iesenrched '
and’ discussed widely. ~ - . '
“Thank you. o ' ' a
Senator Huppreston:. I want to express my personal apprecmtmn-“
to all'of you for ‘appearing before us today. Senator Nelson hoped to'
be able to get here, but unfortunately was unable to do so. I know he
is 'very ifiterested in this'subject and the whole range of recommenda -
tions you have made. He will give hlS energy s,nd cons1derab1e talentf
to this cause. B
You are makxng a very good reC'ord I apprecmte the fra,nkness Wlth'?*;'
which you are presenting your views. Thank you: | o
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Similarly there is a concentration - of 1.5. 1ndustr19.1 Ro& D.,
into & few industries and into a few companies.: .- - ! i
According to the numbets in a Government pubhcatron, in 1976 i
six industries account for 85 percent of total U.8. industrial R. & l '
Ten companies do 36, percent and 31 do over:60 percent. ' '
Greater than 80 percent admlmstra,twe R. &D.is: carried out by
—only-200,firms. - IS — -

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

Mr. CroNIN. Those are large. McDonnell Douglas— C

Senator ScamiTT. Do you see. the beneﬁt of subcontracts, are they
generally exchanged? ... e ‘ . :

Mr. Cronv. No; I see no beneﬁt o S o

Dr.. GoopHEART. "The. majority. of that does 2o to ]arge ﬁrms We
are not in the aerospace business, so I am not. aware of that from a-
personal. standpomt however, we used; to be eligible for contracts :
through the NCI. Techmca]ly, I suppose we still are; however, the* )
NCI has recently.changed policy, so that it speclﬁcally does. not - %
award as many confracts anymore.. They have shifted to a: grant .
mechanism; the great majority. of the work for basic research throuah
the Natlonal Cancer Instltute is-to- be awarded by grant rather than.
contract.. | g

The 1mphcnt]0n is. thet compemes such A8-0urs are Dot ehglble to.
work in the.cancer program:because we are not eligible to receive ..
grants, so that cuts out work that we have been domg over the last:
Sor 9 years. No longer is it fundable by the contract mechanism.

We dropped more than 50 percent in size when that happened. We -
had 26 employees before the termination of the contract and we now: -
haye 10 people. - :

Dr. SeringBORN. The Federa,l baslc research funds by performance, :
the latest data I have, and.this goes to 1960 to 1977 the source is’
National Patterns of R. & D. Resources National Sclence Foundation,

1 can leave a copy of this if you would hke In.1977, $3.5 billion was .
spent, the Federal Government laboratories received $750 million, or-
21 percent, industry. received $175 million or 5 percent, and the ls.rge
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 mdustry, only 5 percent and some"’
small innovative businesses recelved a small percentage of 5. percent,
that may be a little more precise. answer to your guestion.:

This 1s from, the National Science Foundation. That. is- basic re-
search. I also have the data for apphed researeh but these data arei ;
all available. .

Senator HUDDLESTON In regard to development of your lresh air
mechanism, how extensive is that.in use now?

Mr. GULLER Senator, it is. being.used in. Ge, W.. Va, qurte;
%xtenswely in severel of the mires thst are. run by Umted Sta,tes~
Steel. . - . S

Tt has been in- Use Now for a couple of years, sit. &

Senator HUDDLESTON Did your compeny develop thls‘? -

‘Mr. GurLer. Yes, sir. R

Senator HUDDLES‘I‘ON Were you under contract‘? o 3

‘Mr. Guirer. No. We took 1t— the deveiopment eosts—out of our
earnings. . ) o o -

e gy \:/ T o

o
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State, all very fine people and workmg very hard but they are ‘all

competition.

Dr. SPRINGBORN:: I do think the mnovatlve approach should be en‘-..é*.

the broad front also; I.am sure it has-been expressed to you by others,
the.thought that relates to the regilatory process. I-believe our gr

“dountry was fouthded on the principle of 1tinocent Until proven guilty
but in'the regulatory field we are guilty until proven innocent. There

cen be a tremendous financial and negative manpower impact to the. -
small business. just trying to defend ourselves: agamst the regulatory

pI'OC.eSSGS

‘T know George Lockwood:deals with.42 agencies, and any one- of '
them could destroy his business, and he is guilty until proven innocent, -

and T 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’
credit.for all costs incurred in defendmg ourselves against the regu-:‘

lators.

Senator Stewart. That has just beenpassed. .
Senator ScamrTr. It has passed the Senate.- S

Senator. Huppresron: I .think passage:of that measure 1nd1cates‘§'
there is more interest now in equalizing the sﬂ;ua,tlon and not puttmg ’

all of the burden on the business person.

Many ‘times we forget thad; revula,tlon is sometlmes more: dlfﬁcult';‘ _

to deal with than-law,. e

I would much rather go to court on a ma,tter of law tha,n have to;:"

confront & regulatory problem. -

1 think your chances of prevaﬂmg are bet‘ter and it is: usuaﬁy lessfﬁ

expensive..

Senator: STEWART T W&Ilt to mter]ect one comment Smce J h&ve*'
been here:7 or 8 months, T 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 a given:

indusiry. -1 am not trying ‘to point the blame, certainly:noi ai thid
group, because 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, because-of business. They have been estab-:

- lished’ by business. M]lton talks about: the large-sized institutions: I
think we have to recognize that as a practical ‘Matter business some-

times is. as much :to blime as the Government for regulation.: You:
people are.going to have to help 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 I sit down with a group of them and-
talk to them about getting their act together and helping to establish
a broad consensus of opinion that legislators can ‘deal with, that this:
intangible problem exists..I think we need to talk about it, to addréss

1t because 1t is a reality, and it 'is a problem.

' 1 have seen lobbyists for large-sized concerns, proba,bly one or two'

a:day, and they are certainly not talking ‘to me ‘about lessening Gov-

ernment regulations.. They do not seem to want to be regulated:

Senator HuppLesTon: Lawill 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 regu]atlons SR
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Today Mr.'Notris. is 'still concerned ‘about “unemployment, but
add1t1ona,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 ¢an-be stimulated. But we also know that itis not moving:
“Bligingss commuiity at the proper Tate, and that technolo' 8
social waste. S

W cannot afford the social waste, so we have to 1mp1 ove’ Lhe cil-
mate to-foster its use. You have heard a number of specific recoms=:
mendations here, and the Narris work group made 12 recommenda-:
tions, many of which deal with changés in the tax laws and in Federal
pOllCIeS I should like to emphasize the point that none of these recom-
mendations 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 %o be here. Now; in represent-
ing the Norris work group, I am reay to answer any quesmons you '
may bave. “

Senater HuppreEsTon: Tha,nk you very much '--

I wish to thank all of you gentlemen for.a very excellent presenta-
tion. that 1ounds-out the material we have in the: - prepared report.
Your comments will’ be very. helpful to us in gmnm@ a better. per-l
spective. :
© Tecan certamly understend the concerns and some lrustratlons that -
have been expressed, particularly by Mr. Springborn, because this-
area has been examined before. The problems have been - apparent
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 innovatior. One of
my-former fellow- Kentuckians, Congressman Breckmndge 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. 1nnove,t10n——they are responsible for:
half of American innovation—but small businesses do not receive one-
half of the Federal Government’s research and developmenL fundb

I+ 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.p1ta.l formatwn t&xatmn
and certainly regulation, .

These are issues still on, the front bumer and, I hope Wwe can keep :
- the interest and the pressure there through this kind of hearing :to
implement some corrections that need to be made either throucrh the
regulatory. process or legisiative .process. .

You mentioned tax laws. Mr..Cronin. That was very mterestmg :
information you gave us about capital formation which came-about.:
as a result of the ca,pl,tal gains reduction enacted last yesr.. -

-1t was my judgment at the. time that there would be great beneﬁt
from such a reduction, but I have not seen any specific’ fizures yet:
indicating how rapldly investors have responded. to the leﬂ'lslﬁ.th]l :
You.indicate a very Impressive record.whereby much more. G&pltﬂl
has been made available.

Before we get into specific questions des,lmg with your proposed ;
inmovation legislation, I wanted to ask whether we should try o.
accomplish virtually everything in one bill?
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-Mz. Cronin,. We will now hear from Bob Sprmgborn premdent of
Springborn Labs. : L

STATEMENT OF DR. ROBERT SPRINGBORN PRESIDENT
SPRINGBORN LABS, ING ENFIEI.D CONN. .

Dr. SPRINGBORN Thank you, very much, . ‘ .
“To try to save time, I-would:like to brmﬂy present our- credentla,‘_
as requested by the chau'ma,n .

I have bad 15 years expericnee in dn’ectmg large corporatmn R& D
and new: venture companies, 5 years in venture capital act1v1tles, and.
I.have been.involved in helpmw deyelop 22 companies including’

start-ups, either as chief executive 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 expertlse in safety, health, and in env1ronmental:- '
issues as.well as. materials . sclence and technolooy, testmg &nd__:

marketing..
We do, yery 11ttle Government Work less than 15 percent

“We do.almost 20 percent. of our Work with overseas corporéxtlons .
I have been very interested in the mnovatmn 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 this

moment, we have a window which is going to. last maybe a yesr at

the.most to help the small innovative business, -
For many of you that have been involved with these jssies for many

years, you may recall that in 1967, Bob Sha,rpy—premdent of Cabot.

Corp.—put together an excellent report on innovation in the United

States and what should be done to ‘encourage innovation. His report,

states many of the same. problems our ad hoc SBA committee report

states. Also, Prof. Richard Morrison pubhshed a report on innovation.

about. 10 years ago and. recently reported to Congress.on what had
been -done: to date, on the recommendations his commltt.ee made, his
answer was ‘“‘nothing!”

When reviewing the recommendations of oyr ad hoc SBA comlmttee,
one finds-our reeommenda.tlons are not much different from those 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 may not survive 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 Commlttee hearings. As one of
the six small innovative company representatives on the committee,

I became. very concerned nbout the lack of understanding of the needs

of the small:innovative company. Frankly, T think that small business -

was treated with benign neglect. .

I wrote to President Carter’s staf, Mr. E1senstatt and he’ did not,
~ even have the courtesy of answering. the letter.

I then asked:Members of the Senate to be involved in helpmg 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. Stewart’s efforts we got_together our own

~ ad hoc group to make recommendations to the leglslatwe branches of

Government regarding what is needed to rekindle the spirit of the

- o



22

One of the sayings L 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 V
have not even found a procluet yet, that are really high risk areas, E

- ~and it is because of this ability.to support the right. cobesion, that. 1
i eneothinle-Government spending,-it.really. plays.a significant.role. m¢sma,ll.;.w,‘...,-‘,m,u,,_,'..m'
business development, in the innovative process. -

T do think when this happens, that we aceomphsh two thmgs we
accomplish performing the research dnd advancement. of the state-
of-the-art, which is usually the main product. of the Govemment.
contract, we also end up in meny cases in developmg, in nurtumng
small business endeavor. :

The role of Government R. & D spendmg has come up over and o
over again in our task force deliberations, it 1s in this report, it Is one
of the recommendations that the Government takes certaln action
regarding spending R. & D. i'unds, and it came up in another report.
as [.mentioned. . "

I personally. believe thls is a very ‘high prlorlty item.. Ii I could ’

~ leave one message at this hearing, it would be that I think in the early
stages of 1nnovat10n, the really early stages in forming the company,
the scientists and the engineers have not even yet defined their product
very clearly, that people are struggling awfully hard to get these basic
resources, and the best talent, you are tying up the brightest ehgineers,
scientists, the best.managers, to try to get their early resources to
keep your venture going.

That talent can show you alot more toward mnovatmg, if they could
spend a little less time in seeking out these baxic resources. |

I think this business is in a stege where a little bit of Government

* action would have a very big impact 10 to 15 years from now, that
may not be the case though.

It may be that a lot of Government aetwn has httle 1mpaet but.
I believe a small- Government action can have a very large, _impact.

Thank you. -

" Mr. Cronin. We W}ll now hear from Mr. Alfred Daniels.

STATEMENT OF ALFRED C.W. DANIELS H. H. AEROSPACE DESIGN =
Co;, CIVIL AIR TERMINAL, BEDFORD, MASS. o

- Mr. Daniens. Thank you. k
.The company T come from is a’ technology intense company, 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
transportation and 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 pres1—
dent of other .companies, and that I have a board position with the
National Association. of Black Manufacturers; 1 likewise am a mermn-
ber of the Procurement Task Force for the Small Busmess . White
House Conference.

Dan would frequently tell you I like to think of myself as better
versed in procurement than in almost all of the other subjects you
have talked about. .

I have fried to ﬁgure out, how to synopsme some thoughts for you
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air'by controlling emissions:: When the administration sought to find -
: otherwa,ys‘-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-
- ground the country, where liquid natural gas is used, for storage -of.

liquid form of energy; the some 200-utilities who store hqmd natural gas.. -
weesganuse that fuel 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 car with gasoline:"
and when that: supply runs low, or the red flags go up:at the gas pumps,
if you had propane or liquid natural gas, all - yvou. 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. I t.hmk propane

runs- approximately 27-40 cents a gallon. y

Liquefaction of liquid natural gas would:cost somethlng less than.
20 cents a gallon, and each dellon of this fuel is comparable in its.
efficiency, and-in its energy to , about 95 percent of gdsoline. There dre
some examples of innovative ldeas that can be developed from existing:
technology. - :

In the past month our small cempsmy has been besieged: by a Dumber
of requests:for the propane and natural gas conversion systems.-
There is 4 growing industry in alternate fuels For: vehicles which would.
take more funding, and more financing than our earnings cap justify.-
The recommendations of the small business mnova,twe task force
would go-well to help inthese respective areas. - - ;

T would just-like to add one'thing more about: the possibility that;
small business would have with regard to exports. There are a number
of countries today supplying oil to the United States and. these.
countries are burning off the natural gas which may be:a byproduet:

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, and/or the propane, have not yet met with favorable. -

- response, and it miy be that perhaps the action of one such country
to reduce 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 wﬂl have an opportumty to find an export market’ Lo

in that field. : .,
I would like to just close Wlth the. comment that in -our &pphed'
* research, we have been able to accomplish a great deal with our earn-

ings, but 1 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 accepted. . - -

1 think the innovation proecess which our admmlstrat]on han, noted‘.
as declmmg at this: time as opposed to that in the fifties and. ihe:
sixties, may be accelerated by tlll)e administration similar te the goal
set by President Kennedy when he said we will put a man:on the Moon.:

Now that President Carter hes said -that we will develop synthetic

fuels, and work on the energy program, perhaps we bave here agan
an_area whereby our country’s mdustrla]l) efforts can-be galvanized;
and all of the ecompanies, small and 1aro‘e can enter into that developed
field w1th regard 1o research ¥ :

=
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STATEMENT OF HAROLD GULLER; ESSEX- CRYOGENICS S
IN]JUSTRIES ST I.OUIS MO

Mr GULLER Thank N R

- T gueéss our first opportunity to’ be mnova.twe was’ to begm in o de-

:' funct Tuneral “parlor,” whers “t6~ progress, did 1ot take” mueh evexy_
thing had to look up from that.point on.. .
Senator Scumrrr. You started out with 4 fow bkeletonb :
- Mr. Guzier: 1 had not thought about that, but-that is absolutelyi
true. .
- Part of my task in payment of Tent was to assist the other orgamz&-—‘
tion in moving some of the caskets around, some of which did rattle..
Our office was parlor A; our engineering department was in parlor B
and we kept our spare parts in a little room in back of the cha,pel
Senator ScaMITT. Spa,re parts room‘? o .
" Mr. GuLLer. Right.:- ' : g
. It has been a little whlle since then, and We are Tiow a small famlly of
comp{ames, 5 small compames together, which ° employ about 300"
- people : .
I%) was 30 yeers ago we sta.rted in the defunct funeral arlor and m’
between we were. blessed to find as we ‘expanded a defunct bank in
which to grow. Qur machine shop had the only marble floor and mar=
ble columns:in that partlcular area of town and we were able to use the’
vault for our spare parts. :
Our efforts are primarily in the tield of aerospa.ce products a,nd eaeh :
of our companies has a definite direction or discipline. - :
For example: Our cryogenies company deals with many, components.
in the low temperature liquid gas field. Our subsidiary Propellex pro-
duces products in. the pyrotechnic field, items that function in the
ejection systems of aircraft, that perr_mt a pilot and his erew to be
ejected from the.aireraft in a fime-delayed sequence.to avoid.the”
rocket blast from:the forward seat. - L
We also have the capability and have demonstrated the pOSSlblhtleS-” :
of delivering ordnance from aircraft today. Many of our existing
military aircraft carrying 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 airstream. Propeller,
engineered products assist in that area.- ' §
We have a screw machine subsidiary that fabrrca,tes a }ot of the de--

- tailed machined .work. We Tecently acquired an organization that

manufactured and designed special valves and controls that are used.
in general aviation industry, business- mdustry as well, and our parent.
company handles most of the designs in dther fields, such- as electro-
mechanical items, hydraulic, jet fuel, pneumatic, and so forth. o
An example of | our produets is the pilot’s grip assembly—wthe grip.
stick-with which the: pilot:flies his aireraft. Qur design is being used -on
McDonnell’s F-=4, and “the McDonnell’s F-15, on the Rockwell B-1,
a.nd on. the F-18 mrc'mft :

INNOVATION THROUGH APPLIED RESEARCH

There are engmeers in our small compeny ‘who are- capable of good~
ideas, just as well as good engineers from many large organizations.
With borrowed funds, and the earnings of our companies, we are able
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4. The Iast item I would like to mention is a new idea we-have for growing cells
in eulture. In this new imethod, we would grow the cells in a flowing stream of nutri-
ents, rather than using individual test tubes, bottles, or flasks. The.outpus of cells,
and cell products, would be greatly increased, and the cost would be much lower
than with the present methods. Machines using this new concept could readily. be
controlled with small computers. The low cost production .of large quantities of
cells 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. hecause.of untenably high costs.,

The above examples have heen chosen to illustrate some .of the ¢
concepts that eould be worked on Ly a small coripany. It should :be clear that
not all of them originated at BicLabs; the concept of a new method of eell 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 ihe
1othera to be undertaken at mueh higher probability of success and. at much
ower cost, : : .

OBSTACLES TO INNOVATION

Many. problems stand in BioLabs' way in bringing these, and othef, products

to the benefit of the people. During the ten years of BioLahs’ 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 innevative concepts we have had, but which we have heen forced to
abandon. : S T

The biggest problem of a company such as ours is obtaining capifal 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 oc-
curred in the late 1960’s. The tax change that eased that burden has had some
effect in agdin making ¢apital available. The report of the 8mall Business:Admin-
istration Office of Advocacy Task Force on Innovation has many recommendations
for creating a more favorable environment-for small companies to obtain capital;
and I will not go into more detail here. SBuffice 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 smiall businesses; especially. small, in-
novative, high-technology’ husinesses such as BioLabs, are very different from
“the neéds of glant corporations. This fact needs to be understood. and faced in
any legislative proceedings. We hope our report makes this clear:

BioLabg has submitted a propogal for a Phase T grant for funds under the Small

Businéss Innovation Research solicitation of the National Science Foundation:.

This would be a-study-of the feasibility of growing cells, as described in a preced-
ing paragraph. If the grant is awarded, the value of. that program of the NSF will
be illustrated graphically. The merits of the program are so great that our task
foree felt it should be extended to other agencies of government, as indicated in
our report. Yoo e . : : -

" Another problem aren concerns patents. Of the examples of pbtentially innova-.

tive produetsBioLabs could dévelop, as diseussed above, the only onethat: I
believe to be patentable is the new way of growing cells, and apparatus we would
deésign based on that concept. We have made disclosure of the concept, thus es-
tablishing a date and- priority. Becaiise of probable nonpatentability of the other
items, we may have to drop further development. Acquisition of eapital iz difficult
even under the best of conditions; if a new product is not subject to patent pro-
tection, the risks become impossibly large- for investors who might -otherwise
provide capital. A large company with impressive marketing strength does net
face this problem. If BioLiabs were to develop a new product on which there was
not any patent protection, that is successful enough to appeal to a large com-=
pany, that company could very quickly take the market away from wus. Thus;
there would be more concentration of power in the large company and less com=
petition. Contrary to stime populayr belief, strong patent laws help create a healthy
the Constitution, : ) L
You may be interested in an incident that oceurred a few years ago concerning
patents. I was discussing’ a proposed project with a National Science Foundation
official. BicLabs proposed to work with Armour Pharmaeeutical Company to de-
velop a way to utilize waste blood from packing -houses as a new protein source.
We were told that Armour had s0 many patents in this area that the government

innovative ¢limate and increase competition, as was foreseen by the writers-of .

would not be able to obtain a controlling patent, and therefore the NSF was not

interested in the project. ‘Yet only a few of the government-controlled patents
ever get used for the good of the people. ‘ : -
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could, but I know somebody who can do il & lot cheaper. We cannot

compete on price, and in good gconsciousness, I must tell you about

it.” Then T give them the name of the Umversmy Naturally, they

__ hswe not had us do their testing.

~This‘is-one aresa of competition: that is un.fa,lr Umvera‘mes are tax

e;(emp“t'“and that-seems to~me-an-abuso-of - the tax-exempt- status.

‘We also have had problems with patent protection—I am sure
others here this merning 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 few years ago, T was talking to officials at the National Sclence
Foundation about & project.

We proposed to go in with a large pha,rmaceutlcal comp&ny 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 ares, and therefore, it would
be impossible for the Government to get a controllmg pa,tent They

" said that if the Government cannot get a controlling patent, they

would not be interested;.so that idea was dropped.

What T am trying to stress is that idess 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

“throughi, 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
climate 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 Huppruston. Without objection, so ordered. Tha,nk you

very much.
[The prepared statement of Dr. Goodheart follows:]:, .

8raremesT oF CLypr R. Gdopues®r,  M.D., PresmpunT,
Bio Lams, Inc., NORTHBROOK, ILL,

: INTRODUCTION

Mr. Chairman #nd* Members of the Committee, my name is. Dr Clyde R '

Goodheait. T g founder and President of BioLabs, Inc., located in, Northbrook,
Iinois, one-of the northern suburbs of Chicago.
Bneﬂy, my background is as follows. After ﬁmshmg medical’ school ahd my

internship, I took a three-year fellowship at the California Institute of Techridlogy--
in' ¢ancer virology and: tissue euituré, My director was: Dr. Renato. Dulbecco, .

recently a Nobel Laureate. Then I.did basic research in virology at Childrens
Hospital of L.os Angeles for.four years.. When the American Medical Association-
Rdueation and Research Foundation opened ita Tnstitute for Biomedical' Rel
search at its Chicago headquarters, 1 started and dlrected the laboratory for
cancer vxrology Our 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 a.ddltlon t¢ being President of BioLabs,
T hold the rank. of Professor, Department of Mierobidlogy, Rush Medical College.
Recently, it has been a grea,t pleasure for me to work with Mr., Milton Stewart,
Chief Counsel for Advocacy, Small Business Adm]mstratlon, on the Ta.sk Foree
for Intiovation by Small Business.

BioLabs is a'.small; independent.-laboratory prov1dmg services in. resea.rch
product development, quality control and sterility testing, and sterile bottling,
We also make and distribute products for laboratories doing' tissue calture. OQur
work is therefore pr1ma.r11y in mlcrobmlogy a.nd tlssue culture. Thls is the ﬁrst

a

i
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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 encouraglng

“capital formatlon, one of. those is to defer the tax so that the capital
.is Toinvested in’ other qualified Smell oompames dunng a_certs

period of time.
Second: Another u:nportant recommendation is the restoration of

* qualified stock option, this is particularly tmportani T-would say. for

innovative companles beoause they are. a long tlme in becommg
successful. :

Enhancement of subchapter S prov151ons permitting up to 100 in-
vestors, -including corporations to. be stockholders 111 sub(-ha.pter S
corporatlons i3 important.

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

They can be oa,plta,hzed by Ieanmg on management, capamty, they‘
are the ultimate ventures. These are the kinds of companies tha,t
usually absorb far more funds for their venture products. :

i Vgnture cepltahsts are risk takers, a.nd their careers can be short-
ive

It follows that in the oompames for whlch the task force is ¢on-
cerned are classified as long shots, and the odds for venture ca,pltehsts
have frequently-invested in the unknown. -

The recommendation is to tax capital gains from mvestment in -
firms held for a minimum of 5 years and one-haif the regular ra,tes,

14 percent maximum.
~What we are trying to doi 18 1mprove the odds on. long shots
Second: Allowing losses of such. companies:to flow: through 0
individual investments. This would lighten the loss on the losers, and
then finally extend the period of exercising:stock options, for a maxi-
mium of 10 years, and this.is.to encourage the employees to Stey W"lth
the company.

‘I.think this is.& cr1tlca1 thmg We ‘are gettmg a better.deal in bu31- _ |

ness, but still the raising of capital is:phase 1, and then you have:to:
make the investments: and thé trick is to have. people take the risk:

-1 think the point is to- encourage people:to quit:the good job. with
t.he nice pension, gnd-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
5to 10 years, second, “allow thé i company to write off specialized equip-
ment, mstrumentatlon, for developing testing, .over .the period of 5
yedrs; and third, allow the.company to set up 2 lesea,rch and develop-—
ment program for use in periods-of distress, .

I think these are critical and- lmportant recommenda,tlons for these
unique ‘companies,: companies that frankly are.not bemg Supported
vigorously by the venture capital community.. . -

We have a-fiduciary-responsibility for our mvestors “and you w111

find if you look at the average venture capital portfoho about 1 out -

of every 10 is what you would call a long shot.




10

innovation in America had declined during the past decade and ordered.
the Secretary of Commerce conduct o réviewof mattels aﬂ"eot,mg'

lIlIlOV&tIOD

. +The Secretaty of Commerce put toget.her an Adv1sory Comm1ttee_
of gome’ 150 executives'of & broad ringe of American: ‘enterprise;some”

g or 7 ol us where [rom sl boginssses inlerested o imiovation:
-There were seven subcommiittees that we were assigned to, having
to do with economie policy; 1ogulat01y policies, Federal procuxement’:

Tederal Ri& D., patents, concentramon mdustrlal 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 vnsh to prepare our own report, having learned. from their
larger experience, but directing it more toward the peculigrities 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 interesting  that many of the

conclusions we have reached, and many of the recommendations we:

have made are the same t,hot keep emerging from other studies, even
though the genesis of our work was in the domestic policy review.

We make recommendations in basically five areas. We have con-'
cluded that a major impact is being made on innovation by small in-
dependent firms because of the tax pollcles of our country.

Also the policies that have to do with flow of retirement savmgs
and the policies of the Securities and Exchange' Commission.

‘These are having a major impact on the flowof ca,plta,l Wh1ch is an’

essential tool forsmall business mnova,tlon

- Second: In the area 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 d1sor1m1‘1atory, that small-innovative businesses:

are having a very difficult time complying with and meeting the regula-

tory standards that are commg out from the COIIgIBbb, amd, hom our.

regulatory agencies.

In the area of: Fedoral procurcment the small 1nnovat1ve ﬁrm‘
basically has been excluded from this area of this huge and lmportant :

market.

In the area of Fedeml R. & D., there hag been & 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 mnovatlverf

firms have an enormous potential to.contribute in this area.
In the area of patents, we have seen a disastrous trend occur afraln

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 like 50 percent of the patents contested. in court’
are now found to. be invalid, so there is again the small businessman
and small businesswoman who simply cannot pursue technology with:

the same degree of protectlon as can la.rge compames

fir)
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national-problems and their: relationship to small science-based com--
panies. In turn George Lockwood played the lead part for the six:
members of the Domestic Policy: Review Group, which'is- the second
document reported here.
___The final group limited-its considerations. The six members of the
. Commerce -Group were: co-opter-for: discussion purposes, but-joined?" :
“in approving the document. What i éffect they decided:they would dor—-——
is actually draft & layman’s version of wha.t klnd of law they wouldv
like to see-on the books.
. The central question:they were tryma to' answer s most sm:xply
. E‘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 wornen.felt, very freely they could leave: Government
or major corporations, academic campuses, and go on thelr own, and
start the kinds of businesses these people run? - -

“There has-been-a generally noted (ﬁ;uhne inuthat. aetwmy, 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:
’t.ha(ti entrEpreneuna.l chmate for all of the Teasons- set forth.in these
studies. :

There are some dlssents noted These, like: all smell 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 are-all very.articulate people.

Not all of the people involved are here today. Sherman Abrahamson:
represents g tasﬁ force of 14 people; George Liockwood and Robert
Springborn, a task force of 6 people; Dan Cronin; 7 venture capital
managers, all of whom have financed mnovative businesses. 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 comparagive. table of the
recommendations. and comments of.all three groups:. They are under
five or six headings; tax recommendations, research and development:
recomendations; regulatory procedures; ca,pltel investment recom-:
mendations, procurement recommeudatlons a.nd patent recom-.
mendatlons

By way of conclusmn, my contnbumon to this. process is summarlzed _
in three brief pages at the beginning of the document. In summary ¢
I 'have tried to explain something about the nature of the consensus. - .
With your permission, I-would like to read these 9.sentences which:
summarized what seems to be the heart of the agreement among the
14 people involved in this project.

One: The eritical need is for an- entrepreneurml environment far’
more favorable to innovation and. nskt;akmg than we have had for
the past 10 years;

Two: Primary reliance for innovation can and should be pla.ced on’-
the orivate sector;

Three: The unsa,tlsfactnry environment for. 1nnova.t10n and. TlSk—
ta]lsmg results from the cumulatwe 1mpact of & number of Federal
policies;

Four: Small busmess is the. most underutlhzed parhlcplaﬂlt n the
Nation’s innovation proeess; .
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gpecial assistant to the chief exscutive officer, Contlol Data Corp:;-
Mr. Dan Cronin, Ampersand Associates, Boston, Mass. ;" Mr. . Alfred
C."W. Daniels, HoH “Aerospace De81gn Co., Bedford, Mass.; Dr.”
Clyde. R.- Goodhee:{'t president; Bio Labs,. Inc.; Northbrook Bl
“Mr. Sid Green, Terra Tek, Inc., Salt Leke City;-Utah; Mr. Harold-“’ =
~Guller;-Essex-Cryogenies:- Industrlee -Str=Tuomis;Meow=MriGe
Lockwood, Monterey Abalone Farm, Mcnterey, Ce,hf o and
Rohert, Spnngbom president, Springborn Labs, Enfield, Conn. . .
Mi‘ Stewart “you may proceed Wlth your. statement a,nd w1th the-..-
pane _ -

STATEMENT OF MILTON STEWART MODERATOR"’ oﬁ' PA’NEL ms—._

CUSSION, CHIEF COUNSEL FOR ADVOCACY, U.S: SMALL BUSINESS-_- _
 ADMINISTRATION .

Mr. STEWART. Mr. Chajrma.ﬁ,-' Senators, I would just like to take' :
the time to state that T appeared 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 Heyakawe has been pleased to- call attention to, and. while .
innovation and entrepreneurshlp are not unique, there are innovative. -
entrepreneurs even in the executive branch of the Government; as
well as in both Houses of Congress; the innovator has a partmula;rlyf,;
hard role to play in a society particularly dominated:by. large—sca,le
institutions. -

I would like to mention thiat the’men who are innovators, whé 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 50 you,f
can make easy reference as they talk:to you teday.: - :

There are three reports contained in this documeénts. In one of those__
Mr. Sherman Abrahamson, directly to my right, represents 14 people
who prepared a study for ‘the -Assistant Secretary for Commerce. for .
Science and Techiology on the Slgn]ﬁcance of Small Innovatwe Busa— :
nesies for Job Creation.” i

That is chronologically the first of the reports, and in that document
12 recommendations are cited..There are b1ographles of the 14 people .
involved at the tail end of the document. ;

George Lockwood and - Bob Sprlngborn over to the left here,*;,
répresent six meimbers of the Domestic Policy Review Layman’s-’
Group. which.the Commerce Department set up as part of the Pre51-
dent’s Domestic Policy Review Study. -

The other five people represent the SBA Advocecy 'Ia.sk Force on -
Innovative Small Business People in general, . =~ “

“They are all included in the document’s biographies of these gentle—..,:
men and I will let them tell you about themselves, a5 We procecd durmg
the morning:

What I would like to ma,ke a matter of record is how these groups,,
came to be pulled together for this purpose. '

First of a.ﬁ the Administrator for the SBA désignated me to repre-
sent the agency in the Domestic Policy Review, and as a part of that '
process it beca.me olear to me we needed some input dlrectly from‘_“
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relatives are asked to invest in their new idea, do so out ofsklndness
rather than out ¢f any real belief in his plo;eci, but these are the -
‘glowing points of culture. The real conseTvative forces, Mr. Gilder
says, are the conservative types .of big business, the big Tabor unions
and big Géveranthent, as opposed to the free ad pendent-minded in-"

in t}llxe ares of my experlence or in busmess Who are threadmg new
paths

My father was a small businessman, but my own academic eXpe-
rlence is fascinating to'me in hght of wha.t people are domcr—hke your

“crazy abalone farm.”

You know, when T beca,me interasted in semantics, ba.ck there in
the late 1930’s the professor under whom I earned my Ph.D.,-&
professor 1 respected highly, told me not to mess around with’ seman—
tics. .

“You are establishing & reputation as a hterary schola,r §6 do not;
please mess around with semantics, 113 w111 ruin your career, SO I
should have listened to him.

Senater HuppLEsToN. And look: Where you are.

Senator Hayaxawa. Right. [Laughter.]

So 1 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 sround
with trying to develop a new type of motorcycle engine, whatever,
for these are creative to the culture, and in a police state as in’ the
Soviet' Union, there is no creativity, a.bsolutely none, gnd this is’ Why
we are ahead of them and will Temain shead of them indefinitely.
This is why I am glad to be a member of this’ commlttee I am glad to
take part m your deliberations.

Mr. Chairman, thank you. =~ - '

- Senator HuppLesroN. Thank you very much Sena,tor R

“For the record, all prepared statements subm1tted by members’ of
the committee, 1nc1udmg that of the chairman, Senator Nelson Wlll
be made a part of the record at this point.

[Additional prep&red statements follow 1

StareMENT o HoN. GAYLORD NELSON, A 0.8, SENATOR FROM THE: STATE oF -
WiscoNsIN, AND CHAIRMAN, SENATE SmaLL Business, COMMITTEE

Today 8 hearing is a first in a series of: comprehenswe héarings which will ext
plore the role of small and independent enterprises in our economy and our quality
of life and how they can contribute in solving many of our most pressmg naticenal
- problems. -

In the next three months'we intend to examine how federal ageniies and’ depa.rt-
ments assist or hinder small businesses in stimulating real economic growth,
increasing productivity, expanding job opportunities, arresting inflation, expa.nd—
ing exports and providing alternative energy sources.

At the conclusion of these hearings, the Committee will foward to alb delegates
to the White House Conference on Small Business a’summary of its findings to-
gether with récommended legislative and administrative solutions in the‘areas of
taxes, capital and credit needs, technology.transfer and innovation, procurement;
economic concentration and ant1—trust regulatory and. paperwork. reduction,
energy, rural assistance, mternatmna,l trade, and sma]l busmess a.dvoca.cy w1th.|n
the Federal Government. -

-Today we will- hear from witnesses who served on -one .or more of three t.a.sk
forces which coneluded that federal policies have systematically excluded small
firms from fully participating in government sponsored or initiated research: and
development, The Office of Management, and Budget has found that mdependent
enirepreneurs have accounted for half of major innovations between 1953 and
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. Tt 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 policies which benefit small businesses, I

~will be striving %o, sta,y ewey from af ‘ﬁncrer pomtlnfr a,pproaeh durlng-_-- :

“rfhege HEATIIEE, - v e e
Our goal should be, not to 1ay bleme for present madequames, but
to focus on what p051t1ve steps can and should be taken to utilize
the vast creative potenital of the American small businessman.
I believe that constructive criticism and coopération 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
committee to undertake this rather large 'undertaking. Senator
Stewart, we would appricate having your comiments at this time.

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

Senator SrEwART. I have a written statement which T will' ask be '

made a part of the record. Tt somewhat reiterates the statements you

made aboiit the thrust of these hearings. Not just the hearing this”
morning, but the others the committee plans to hold to examine 'the -

role of Federal department and agency programs and pohmes and how

they affect small businesses'in this country. Wé plan to examine what

the Government can do; and what it perhaps ought not do-in’'some ifi-
stances. There might be 8 better way ' of operatmg, as far as small
businesses are concerned.

I am glad to be a part of these hearings, and 1look forward to Work— :
ing with you, Senator, Gaylord Nelson, a,nd with other’ members of " -

this committee in making these hearinigs o suceessful venture::

. Hopefully, we can have ready for the ‘delegates to the White Houss!! o
Conference on Small Business, as well as others, someé kind 6f game
plan that we can follow at the national level to " assure that govern-™

~ ment will do what it ought to do in the area of small business.”

I want to say & special word of thanks, Senator TIuddleston, to the -
members of this committee’s staff, who have worked very hard to tryj-: :

to get these heenngs underway.
A lot of times we hear criticism leveled at members of congressmna.l

staff. T think these folks have done an excellent ]ob and I Went to T

thank them publicly for their Thelp. :
I particularly want to commend Milten Stewert with SBA for the

work he has done, not only in preparation of the innovation report,:
but for his counse] in connection with the planning of these hearmgs.
His assistance has been invaluable; Frankly, I think it is an example -
of the kind of work that the Small Business Administration ought te”

be doing. I want to tell you that publicly, Milton, and T commend

you for 1t. I am hopeful that one of the fruits of this hearing will be-

to get that agency mn more of these kinds of activities.

I' will end my remarks by saying I know we have some people here
who are rather shy. [Laughter.}

Seriously, I will not take any more of your time. We look forward
to hearing from you. You have all done an excellent job on this report. .
Our job this morning is to hear from you.

=Y






GAYLORD' NELSON Wlsmnsm. Cha:rman
#¢ 7" :{ LOWELLP. WEICEER, Jg., Connectient
BOB PACKWOOD Oregon

SAM NUNN, Georgia
JOHN C, CULVER, Towa

WALTER D. HUDDLESTON, Eeéntucky; -::::-:. ORRIN-G. HATCH, Utsh

DALE BUMPERS, Arkansas T 8.LHAYAKAWA, California
ROBERT MORGAN, North Carolina - HARRISON H. SCHMITT, New Mexmo
JAMES R. SASBER, Tennessee RUDY BOSCHWITZ, Minnesota

DONALD W. STEWART, "Alabarna /%9 . ~ 1" ;5 LARRY;PRESSLER, South Dakota
MAX BAUCUS, Montana . .
CARL LEVIN, Michigan e R
WiLLiaM B. CHEREASEY, ETecutive Director
ALLEN W. NEECE, Jr ‘Legistative Counsel
RoBERT J. DOTCHIN, Mmom;r Staff Director

(ID)




