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MEMORANDUM ~ Peemer o it soieimot s weirnse

0 : “Mr. Matthids Tawker, Director -~  DATE: January 24,1974 "
_DJ.v1sa.on of Grants Pol:.cy, and o ' PR
Regulat':.on Development OGPM -

FROM  : Malcolm S. Mason,
Officé of tha’ General Counsel

SUBJECT: Incréments Above Cosﬁ in Grants ‘to N.on-p'_rb':fiﬁs

QUESTION- . You have asked whether there is aut‘horlty to cie e
pay £o a non-profit grantee an incrament above cost. The. ’
term "eccst" includes, of course, both allowable direct o
costs and allowabkle indirect costs which relate to and are
allpeable to.the’dbjectives of the grant.although not . 7
specifically identified withia single project: . Your

question relates to payments that go beyond both.the:

allowable dlrect costs and the allawable J.ndlrect costs,

- I have your mEmorandum af J'anuary 17, 1974 on th:Ls subjet:t _
together with ‘the ‘attachménts referred to. therein.’ In

your memorandum of January 11; 1974. to F."H. Handeémer, Jr.,
Chief of contracts and.@rants Division,. PP Branch; you. . .
make clear that a, def:.m.te answer must fturn on, the
construction of the ena‘blmg 1eg:.slat1.on, stating that
unlass speclf:.cally anthorized in the enabl:.ng leglslatlo
no incremetil above cost should be allowéd. ~The word .
"gpecifically” mayisuggest a-sbmewhat moré literal reqguire- -
ment than is appropriate. - It.is clear, however, that since
the rules applicable. te any grant program: must turn on the.
specifics of thé program, only a geheral answer can be - -
given‘without specifics to work from. Although we are
agreed that t'h!.s general answer is clear, I am, neverthe—
less, at your request, tireating -the matter mora fully S
than’it wonld otherwisk deserve bécausé some quéstion has’
been raigsed as to the correctness of the conclusion,.and
because the auwthorities in the field, even though they are
clear in their intent, are slightly oblique. in their
statement, PR TLERES A T i
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be a properfgrant_cost=and not.an increment above cost.
~Allowable costs - ingludesindirect: costs

represents prevalllng understandlngs, ik would be made -
only "as otherwise expressly - authorlzed by law". Indeed
the Manual continues: - ’

" The acceptance of a qrant from the:Unlted g
States creates a.legal:duty on the-part:of. the
grantee to use the funds. or propexty .made-:: -
available in accordance with the condltlons of the
grant u B . . - Lo - o

This principle is then strongly reinforced by statlng.

""The Unlted States generally has a rever-—.
sionary 1ntorcs ln_the unused-balances- of
advance payment grants, in any funds im- . .
properly. applled whether received .as an,
advange, or reimbursable payment, and in
property,or fac111t1es puzchased . or other-
wise made available:under the conditions
of the grahts;'uniees,title_thereto is
specifically vested unconditionally in the
grantee by the terms.of the grant under '
authorlty of law." P

The rever51onary 1nterest of the Unlted States clearly
means that. funds not. _used by the .grantee- for specifically
authorized expefses may not be retained by the grantee
for 1ts ~general purposes,. - e

In severai réiéted baseages the Manual emphasizes that

grants must be applled solely in accordance with.the
conditions of the grant and that unused balances or,

grants must be returned to the Unlted states.._-_~

The . Manual further prov1des that payments to grantees 1n
advance of work, performed shall be accounted for as . .. -
advances Of the grantor agency until evidence of performance
has been received from the granteés. "Payments to grantées’
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authorizes ‘grant
--othenw' ; ;
eseﬁrchmandﬁrneﬁﬁ@%;

¥n=a id Lo HonLprofi

provisions exist, of course, the grant need not be
limited to specified projects. Apart from such cases,
statutes which contemplate ‘grants not limited: by - costs
are quite out:of the ordinary and a c¢lear’ show1ng of
such an intent would properly be requ1red. L

AN ILLUSTRATIVE INSTANCE: ~To -make-'-this: i‘r’l’oré' donerete,
we may take as ‘an example the instance which I understand
was in fact the one ‘that gave rise to the question although
it has now been resalved consistently ‘with your ‘advice.:” As
I understend the cdse;' Syracuse University Research Corpora-
tion, a New York educational ‘corporation - {(not -for -préfit), =
has received a grant under section 309 of the Adult
Education Act as amended. * Grants under:this section aré ' :
now governed by the! OE General Provigions for Programs,;
Part 100 (§100a:10(8), 38 ¥R 30654, 30663, ‘November 6, )
.1973) which expllcltly llmlts the amount of award dntoo o
§100a. 50 to T - : R

all or part-of ‘the allowable costs OF prajects -
which meet :the ‘requirements contained in the-
appllcable Federal statutes and regulatlons

The related sectlon 1002.51 on llmltatlon on-costs ‘simi--

larly although this time more obliguely'identifies’ the ' '

permissible’ maximum amount:of: the award with the "edsts ©
incurred" and with':the "maximum-total “cost-to ‘the Federal

Government of the performance’ of ‘the grant orcontract.™
Prior to the effective date of ‘these: Gehieral Provisions,

§309 grants.were governsd in’this respect By 45 CFR'167.10-
and 167. 12'(38 FR 16132, 16140, June 20 1973) whlch make

a similaxr 1mp11ed 1dent1f1catlon.'-

Sectlon 309{b) authorlzes grants to local educatlonal
agencies and other public:or private nonrproflt agencies

for special projéects and’requires a non-Federal. contribu-
tion of at.least 10:. percent.of the costs- of: such projects,::
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facilities,; general purpose.equipment,  and research-cguip-: ..
ment, these cost principles indicate:with varying particular:
s-gualifications that costs may bevallowed onlyras:préovided s
= EOr-DYthe.terms..of.the.research.agreerent. or.in. Cortain e

cases where approved: by the sponsoring agency. Clearly:
that approval may be given. only:in fairly specific terms.
and must be directed to the approved objectives. of ‘the
grant itself.. An agproval-could not properly be given ‘for
purchase of :undefined /capital equipment with:no.identified
relation to the purposes of the grant. - If a:wvalid grant
cost is involwved then there is no guestion.of increment - -
above cost. If on the other hand . a.valid grant cost ig
not involved, then we would have an increment above cost:
and it would clearly be 1mproper to allow 1t.‘- : i

An entlrely similar analy51s applles to 1ease hold improve-
ments. An essentially similar analysis applles to longu
term debt reduction: and to 1nterest on- 1ndebtedness

To move to other 1ndlcated purposes of the proposed 1ncrement”
above cost, we come tO a number that are plainly ‘not-even: ;
plausible but which have varying incidental characters

worth noting.: - Let:is:'take the last as an example.: 0n

the face of it thesecosts "that af¥e not properly chargeable

to a project" clearly -cannot be the ispecified purpose of

the grant. Since that:is the . case, the- statutory authority -
to conduct certain types - of speclal prOjects &oes not"-- gt
include these costs. Fon

With respect to cost-sharing grants, it is obvious that

if the Federal Government ‘supplied the funds to meet the
regquired non-Federal contribution, this would hardly be

a non-Federal contribution and would not meet the statutory
purpose. It is not altogether impossible for Federal funds
to be used to meet non-Federal coritribution reguirements.
The Model Cities Act, for example, has such a provision,
Demonstration Cities. and Metropolitan Development Aclk of
1966 (P.L. 89-754) section 105(c), but when that is the
case, it is explicit beyond question. Here again, we are
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Representative Bruoxinrmar. Let us go off the record for a moment..
[Discussion off the record.] - ‘
Representative BRECRINRIDGE. Back on the record.

I would like to emphasize what counsel has just said about the ex-: o

change that these hearings Have’ 'made possible. I:think the President’s
‘task force is'going to become’ancaction task: foree for uslongrbefore:
“it-reports: T-think; moreimpertantly; that‘the-frameworl-which:
there, which should be utilized for the exchange of expertise and éx-
perience, whether it is good or bad, might help us profit from the other
fellow’s ways in terms of either domg it or not. doing it:+
That is tremendously important because it will accelerate the croa]s
that we all have in mind.
I am delighted by your initiatives. I look. forvward to your: reports
indicating the progress you are making. :
Mr. Gray, do you have anything else to add at this tlme?
Mr. Gray. No; I'think my comments which youhad prevmusly indi-
cated I could include in the record, would cover anything additional.
Representative BrroriNrmes. Gentlemen, we thank you véry much.
At this point we will turn over the Chair to Mr. Baldus, chairman
- of the Subcommittee on Energy, Environmeént; Safety and Research.
Representative Barpus. Mr. Tashjian, we wﬂl call.you at this point:

STATEMENT 0F MICHAEL J, TASHJIAN, DIRECTOR- OF PRGCURE-
MENT AND CONTRACT MANAGEMENT, U.S. DEPARTMENT OF
ENERGY, ACCOMPANIED BY FRANK BRDA DIRECTOR OF SMALI.
BUSINESS DIVISION, US DEPARTMENT OF ENERGY '

Represematlve Baious. Do you have people 'Lhau vou woul& hke o
have join you at the table? ‘ _ :

Mr. Tasnigiaw, Yes; Mr, Brda: i L

Representative BALD'D’S We. welcome: you; Mz Tashjian.

Would you introduce your associate?

Mr, Tasmsran. T am accompariied by Frank Brda. He is 11ead of our
Small Business Office within the Department.

Representative Barpus. I understand you have prepared testlmony
You may proceed with that, if you choose.

However, if you choose’ fo summarize, that may be beneficial.

Mr, Tasssan, Mr: Baldus, I have discussed-some of these initiatives
with you and your staff. I think if it is all right with you, T would -
submit my stafement for the record and proceed dlrect]y to questlons
if you like, ,

‘Representative BALDUS Would Vou like to summarize? -

Mr. Tasmsian, Yes; I would like to say a few words.

Representative Barous. Very well. ' o

Your written statement, in its entirety, will be made a part of the
record.

Without objection, so ordered.

[The prepared statement of Mr. Tashjian follows:]
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SECRETARY SCHLESINGER DECLARED HIS COMMITMENT ‘TO SMALL' '™ 7.t/

AND MINORITY BUSINESS (SB/MB) 1nvoLVEMENT IN DOE PROGRAMS
* AND* AUTHORIZED;* BY. MEMORANDUM: “THE ‘ESTABLTSHMENT :0F*DOE= - -

WIDE SB7MB‘;ROCUREM£N?“E6ALS-AT‘PROGRAM OFFICES, -
PROCURING ACTIVITIES, AND DOE-OWNED, CONTRACTOR=OPERATED
FACILITIES, OFFICES WHICH MEET 'OR EXCEED'ASSﬁGNEb‘GoﬁLS
SHALL RECEIVE ACHIEVEMENT AND AWARD CERTIFICATES-IN®
RECOGNITION OF THETR PERFORMANCE. '

IN THE FIRST SIX MoNTHS:OF FY-1978, SMALL BUSINESS.AWARDS,
INCLUDING RESEARCH AND' DEVELOPMENT,"TOTALED $432,7 _
MILLION, OR 9.3 PERCENT OF DOE’S PROCUREMENT OBLIGATIONSQ
INCLUDING CONTRACT- ACTTONS AT DOE-OWNED' PLANTS AND
LABORATORIES .

To INSURE SMALL BUSINESS CONSIDERATION IN PROCUREMENT
‘acTions, DOE PUBLISHED INTERIM- MANAGEMENT® DIRECTIVE
IMD-0705 To INSTITUTIONALIZE PREFERENCE' ACTIONS SUCH AS
SMALL BUSINESS SET-ASIDES WITHIN THE DEPARTMENT.

THE FOLLOWING ARE INLTLATIVES UNDERTAKEN OR PLANNED To'
INCREASE THE SHARE' OF:RESEARCH AND DEVELOPMENT DOLLARS -
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SIMPLIFY CONTRACT TERMS AND ‘CONDITIONS;
WE HAVE COMPILED' A DRAFT DIGEST. WHICH: ;- .

© $30 MILLION:-

TO THEIR ORIGIN:-;BY LATE: FALL, DIGESTS: '
_WILL BE AVAILABLE TO RESEARCH AND DEVELOP-

MENT COMPANIES AND OTHER INTERESTED

PARTIES.  SHORTLY THEREAFTER; WE WILL. - . = '

CONSIDER POSSIBLE DELETIONS:AND MODIFI= . -:

CATIONS TO EXISTING' PROCUREMENT:REQUTRE-

i

MENTS TO: EASE THE BURDEN: ON' SMALL RESEARCH .7
AND DEVELOPMENT- COMRANIES.-.: CONGRESSTONAL

SUPPORT OF:THIS:. ENDEAVOR:WILL BE-VITAL TO . = o0
FUTURE PROCUREMENT REFCRM.

SET-AsTpEs: I DO
INSTRUMENTS. DOE’S-PROPOSED ASSESTANCE.
REGULATIONS PROVIDE FOR RESTRICTION,. IN'
WHOLE OR IN PART, OF GRANTS, COOPERATIVE =™ -
AGREEMENTS, LOANS, AND LOAN GUARANTEES,
For EXamPLE, DOE’S RESERVE: IN SMALL: v . . . .
BUSINESS . GEOTHERMAL: GUARANTEES® CONSISTS OF i
+ INASMUCH AS $QMILLION HAD = i ¢
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TO SMALL COMPANIES AT DOE:CAPTIVE TNSTALLA=®

TIONS AS WELL -AS FIELD OPER'ATIONS:'\OFF.'I,CES'..

ESTABLISHING CLASS SET-ASIDES“AT'DUE—OWNED; RFRARS
_CONTRACTDR OPERATED FACILITIES AND AT
HEADQUARTERS AND FIELD PROCURING ACTIVITIES: -
CLAsS SET-ASIDES ARE SELECTED ITEMS OR
SERVICES . THAT SHALL BE AUTOMATICALLY RESTRICTED
FOR SMALL BUSTNESSES ON:OCURRENT AND PUTURE. - -
PROCUREMENTS , T RUE
8. UNSOLICITED PROPOSAL RESERVE: - THE PROCUREMENT
AND CONTRACTS MANAGEMENT: DIRECTORATE “1S ASKING.. '
EACH PROGRAM. ASSISTANT SECRETARY TO RESTRICT
PORTIONS OF UNSOLICITED PROPOSAL.FUNDING TO-
SMALL BUSINESSES ON A FISCAL YEAR BASIS,

9, Smarl Business Firmsi . DOE 1S FUNDING TRAINING: -
FILMS ON 'NEWLY ENACTED ASPECTS OF AMENDMENTS
TG THE SMALL BUSINESS ACT, PuBLic.law.95-83;.
INCLUDING* LABOR. SURPLUS AREA- PROVISIONS .
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DOLLARS AND CENTS MEASURES. TO. REDUCE BOTH ENERGY COSTS .
AND CONSUMPTION}d,IH;WBRIMARX{IECHN1CAL.Ass;grgnc&_ls‘;N
“THE FORM OF ‘SPECIFIC 6UIDEBOOKS, '

THE CENTRAL PARTJOE,IH;sfpgoGRAM:]s.TD,ENCQURAGE,INNOVA%ION,_“' b

IN THE DEVELOPMENT OF NQNﬁNﬁCLE&RrENERGYTTECHNQLOGf.,'TO_ e
Ass1sT THE DOE IN DISCHARGING IISuRE$P9N§lB!L¥fY;.Fyﬁqu __"
baw 93-577 (THe FED_E:RAL.NQN_V-.NUCI:EAE.;AEN,ER‘GY_ -.RESEAR(.ZI-.! R
AND DeveLOPMENT AcT.oF 1974) DIRECTS THE NAT10NAL BUREAU .
oF STANDARDS (NBS), DEPARTMENT - OF COMMERQE;-TO‘EYALUATE. )
ALL PROMISING ENERGY-RELATED INVENTIONS, fARTi¢uLARLYj_h
THOSE SUBMITTED BY INVENTORS AND SMALL BUSINESS CONCERNS

FOR THE PURPOSE OF OBTAINING DIRECT GRANTS FOR THEIR
DEVELOPMENT FROM DOE,. . As oF MARCH 1978 THE NATIONAL ,
BUREAU OF STANDARDS HAS RECOMMENDED 58 LNVENTIONS T0 DUEﬂ.-"
FOR ASSISTANCE.} AT THIS TIME, DOE 15 CONTEMPLATING

TWELVE AWARDS OF GRANTS OR CONTRACTS FROM.THIS GROUP OF.

NBS RECOMMENDED . INVENTIONS INHADDITION;;THREEQFNVENTQRS
HAVE RECEIVEI{%USINEﬁs;OB_TEQH&ICAL25§SISTANFE;_ ' d
APPROPRIATE TECHNOLOGY HAS MANY MEANINesEANb_Agngqgjgdgsl'_
GENERALLY, 1T CAN BE DESCRIBED AS THE’TEQH&OLOG? R
PROCESS WHICH 1S MOST APPROPREATE FOR LOCAL, CULTURAL,
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On Mav 8, 1978, DOE ANNOUNCED. THE AVAILABILITY OF,
PLANNING.:GRANTS TO ASSIST QUALIFIED SWALL BUSINESSES -
THESE GRANTS.JJ;

.”IN DEVELOPING; AND, SUBMITTING PROPOSALS.
“WELLCOVER" “THECOSTS NORMA _INCURRED~JN~DEVE; RING
PREPARING AND*SQBM1TT1NG A-PROPOSAL. TO DOE.J:

LOAN GUARANTEES ARE ALSO AVAILABLE FOR'SMALL BUSINESSES
10 ASSURE THAT QUALIFIED SMALL BUSINESS\GONCERNS ARE NOT
EXCLUDED FROM PARTICIPATION IN THE PROGRAM DUE. TO LACK
OF ADEQUATE CAPITAL, To PROVIDE: SPECIFIC INFORMATION |
AND CREATE PUBLIC ANARENESS TO PROSPECTIVE' BORROWERS
AND LENDERS UNDER THE PROGRAM, 'A SERIES OF ORIENTATION
CONFERENCES 1S BEING' HELD  AROUND THE COUNTRY. (ATLANTA;j
AucusT 10-11, New York, AususT 14-15 aND Los ANGELES,
AugusT 17-18, 1978,

THE PURPOSE OF THE ORIENTATION CONFERENCES IS TO BRING
TOGETHER PROSPECTIVE PRIVATE SECTOR BORROWERS AND LENDERS
TO LEARN MORE ABOUT THE LOAN GUARANTEE PROGRAM AND TO
DISCUSS MUTUAL INTERESTS IN FINANCING THE ELECTRIC AND
HYBRID VEHICLE PROJECT. LOAN GUARANTEES WILL BE
AVAILABLE IN EARLY 1979, '
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Mr. Tasusiay. You and. I have talked  before.. We have talked

primarily about small-business in general and not zeroed specifically

on R. & D. activties. We tried a little bit to examine our suceess, L
might say, in identifying R. & D. firms. We have looked at a numbe1
of programs. We have to see where there may be applicability. '

Rabinow report to see what could e done.

There were seven or eight recommendations. In prepamtlon we
went through and ticked off some of the things we had done to develop
recommendations coming out. of that report.

So, perhaps in the question and answer period I can brmcr out some

of the aspects of what we have done in that area.

Representative Barous. Firs of all, T want to compliment you. on -

working with the committee in an 1nf01ma1 manner. I think you.

ought to be complimented in a- general direction. I- thlnk our efforts_ '

can be supportive of yours.. -
‘M. Tasugiax. I think they can, yes. -

Representative Bavous., I am assuming we are gomg in the same T

direction.

I have some questions wh1ch 1 have prepa.red T am sure you wﬂl
be prepared to answer them.

One of them is in regard to the GAQO mvestlga,tlon '

Your statement detailed the emphasis being made to increase small
business participation on DOE procurement However, in‘a-prelimi-
nary response.to my request for an Investigation of DOE small bu51—
ness procurement practices, the GAO indicates that in 1977 ERDA
awarded 10.3 percent of their procurement dollars to small businesses.

In your statement you indicate that for the first 6 months. of 1978 _

small business’s. share was only 9.3 percent.

-So, even though we are going in the I‘lﬂ‘ht dn‘ectlon, hopefu]ly we: . -
seem to be gettmg a different result. Can - you explam that 1 percent _

drop in light of the efforts you have cited ? .

Mr. TASHJIAN I do not think it is a drop. At mldyear Iast year it
was T:5 pércent. This year at. midyear we were-9.3 percent.- I think
We are comparing the mldyear figure to the yearend figure: T am

optimistic that we are going to do better than we did last year because

at midyear we were somewhere ahead of where we were last year.

Representative Barpus, You can. underetand the concern of the
small businessman? - - S ‘

- Mr. Tasgrian. Yes.

" Representative. Barpus. The GAO report recommends that “the Sec-

retary of Energy take steps to insure that the amount of small business
subcontracts reported as prime contracts is clearly disclosed.”

"While T agree that the total contracting with 'small business-is the
swnxﬁoanf ﬁgure. T share GAQ’s concern that “including subcontract-
ing data in statistics representing prime contracts, such as the 10.3
percent reported by DOFE, can be misleading * **» - ..

The footnoting which mdlcated that subcontracts had been meluded
in the prime contracting figure did not. indicate how much was pnme
contracting and how much was subcontracting. -

In point of fact, only 2.6 percent of ERDA’s money went for prime
contracts with small business.

And, in particular, I am prepared to discuss, if you like, the Rabiniow’
report. T was a member of an miterdgency commiitted thut met with the”
Office -of Management and Budget, OMB, when we looked at the-
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DOE purchasmg offices: for minority and small bu31ness lee DOE”J"
purchasing offices, T track their performance. ‘

So, in my mind T have treated them as an agent of the Government .
. Wehave reported their awards. -

I think the bottom line is: Are the awardg going. to qmall busmess

w-forthe small: busmeqqman Rl

“Whether he gets 2 prime or subcontract award really 1s not mgmﬁ-
cant to him. He is coricerned about getting an award. . -

Representative Barous. T sort of have another personal blas I w111 :
explain it to you. - - )

The definition of small business is stlll too hlgh In my dlstrlct it
would be considered large. i

I would ask for a further breakout as to the lcmds of small busmesses :

We will not go inte that.right now. -

GAQ tends to accept the Department of Energy S explanatmn tha,t :
contracts with GO-CO’s—Government owned; company operated re-:
search labs—are renewed noncompetitively unless performance under..
the existing contract has not been up-to par. -

On the other hand, if you look-at the list of the-top: 23 contracts,

which are with very larO‘e corporations, such as Union Carbide, West- ~

inghouse, A.T. & T., DuPont et cetera, and realize that we-are talking -
about $4 billion in contracts with these top 23, one has to question to:
what degree the Government is facilitating the top position of these
: corporatlons and further how that stands up in terms of our na.tlonal ;
commitment to small businesses,

One also has to wonder about the- labor-mtensweness and tendaney.-
to innovation which are common to small business but, which we are..
sacrificing. I think it is generally agreed- that the larcre busmess is less
innovative, but T wonder about that. , .

Can you comment on that ?

Mr. Tasugian. Yes; these facilities are unique facilities. Thev are
involved with nuclear weapons and nuclear research. It is a classified
area, It is an area that historically we have a set number of facilities -
which involve cither research or production of nuclear weapons: Those
facilities have been a part of defense efforts for many years since the
advent of the nuclear weapons. - :

The question is to what extent is it logical or. feamble to think tha.t .
a small business concern could perform. : e

‘If you look at the numbers and the hundreds of mllhons, T do not
think it is feasible that a small business concern could take that prlme,_ ]
_eontract and operate on it.

So, the next question is this: Can they operate under ;3 subcontract -
* basis? What is the opportunity for these facilities in spite-of the classi-
fication and in spite of the large dollars and in spite of the special
unique defense flavor of what they do? Ca,n we increase their awa,rds_:
to small business ? '

I think we can and T thmk if you will look at those. operatlng con- .
tracts, you will see that on balance somewhere between, T would guess,
35 and 40 percent of their purchases go to small business.

So, while it is true that they are labor-intensive, they perform, but;
whils they perform. a purchasing.fanction on behalf of the Federal .
Government, as substantial amount goes to small business. :

As to 1nnovat10n, you are talking about technology there..I guess;
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Mz, Tasuiian,. Yes, oo

Representative” Bavous:: The. concentra:tlon of that in a few large
companies; I'am afraid, accelerates the trend toward the. blg fish”

eating the little fish.

panies tend to: have an orgamzatmn that cai seek out and gather
that data.

We have tried to: compensate for that by a Techmcal Informa,tlon"'_'

Center which makes 1t available to the world at large.
A small business firm doés not have to hiré someone. They can
write to TIC and say they are interested in, let us say, solar collectors

and ask for the reports They can get a list and request eoples of those:

reports.:

Representative Barnus, The }arcre c'ompany, however by moving

a person -from’ this corporation to that -corporation, ‘does not only

have a written ‘document, but i is a,ble to- understand_ that That 1s a

subsidiary benefit.
Mr. Tasmoraw. I think that 18 true : '
Representative Barpus. I wonder how we av01d that?

Mr. TASHJIAN 1 think the Center goes a little bit in that. d1rect10n. -)':

Where there ig technology, NASA bas a technology . transfer pro-
gram. In some cases, where there is applicability we can do:this. There

1s'a local university with which we are dealing—a minority univer-
sity—that we try to give inventions to that we think mlght bee.r on -

commercialization.

Tt seems to me that these small business associations should be
aware,-if they are not, of the Technical Informatlon Center and s

availability to their merribers.
“Representative Barous. Excuse me: I have to Tecess brleﬂy
[Recess taken.]

Representative Barpus. The committees w111 Tesume the:r hea,rmg

In your statement, Mr. Tashjian, you ‘réferred to procurement set-

asides, goals, and: restrictions of portions of unsohmted proposal'

. reserves for small businesses.

‘Can ‘you give me exact percentages on’ how much of rthe procure;
ment, dollar is bemg allotted to- small business”in those cateo"ones I

each case?

My Tagayian, T Would egree W1t11 you ’I‘he thmg is, that blg com-.':""":" s

Mr. Tasmaran. We dre not in' a ﬁnal position on that As far as -

the set-aside is concerned, I can tell you what our performance has -

béen. T think of our sma.ll business awards, about 25-percent, about

one-fourth of ‘themn, have beén set-asides. That i 14; we have grabbed”'
them off at the front-end and have kept them excluswely for small

bhusiness.

What we are doing is-that we are examining the feasibility of
reserving an ares of unsolicited proposals. For example, in theagency -

we have somewhere between 2,200 or 2,800 unsolicited proposals.

They are submitted by mventors compa,mes, umvereltles We eval— ‘

uate them for technical merit.

"We are attempting to set-aside a’ portion ef those excluswely :E01 :

small business. We are still in dlSCllSSlOIlS That is one area.

The other ares that we are examihing has'to do with the ﬁnancml. o
assistance aren of loans and loan rruamntees In the geothermal loan

e
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But-it would have to be ‘done on-site*becauss’all those contracts are: -
not in Washington. o
That s what that paragraph means, Mr. Chairman.
Representative Baupus. I have one more remark and tha is thls
. Speaking for small business, when 1 think'jn terms of small b
e riass, ST think I teriiny of “giy- iter protation THat woild "be "’ gréa
deal smaller than the Small Business Administration has for that:
definition,

Also, in the area of procurement the definitions would be dlﬂ'erent e

The outreach for getting:contracts from very large companies is -
not-very difficult. You tack something on the door and you probably
have folks there. But for small busmess, to get the word to them that -
something is available, is a great deal difficult.

‘There is a respon31b111ty for an 011treach to those peop]e It is‘con-
siderably different.

If-you are going to 51gn1ficantly improve those figures—and I thinlk
it is beneficial if you do—then that 1s a resp01151b111ty that- you have.

Mpr, Tasnaaran,; I agree with you.

- In three of our programs we have had reglonal meetings. Our elec-
tric and hydrovehicle is one where we have a certain amount of money. -
set aside for small business exclusively. We have had public meetmgs :

On the solar energy we have done that.: :

In the appropriate technology, this is a program which is diffused
and. localized and is an energy-saving device.” We_ have, done ‘that
across-the-board. We ran a prototype program in San Francisco cover-
ing the ‘Western States and Hawau with the seven States and ter-
ritorial islands therve. - :

. In that program we. used State and local procrram oﬂicmls to help i
publmlze it. We got over 1,100 proposals. - ,

In-the ten Federal. regmns ‘we have two of them 1nvolved now of’
regions I and T in Boston and New York. In each case we had a re-
gional meeting where ‘we announced that we were giving’ grants to.
1deas which will be dec-entrah?ed and will have local appllcabﬂlty and
will save energy. . :

So, we arc gmnnr to do that regionally all over Lhe country. But we:
have had a number of meetings, On balance, the maximum awards
are $50,000. We are really appealing to the small business concerns. i

-We gave, as-I said, about 108 awards in"San Francisco. We have
asked for more money. :

- Mr. Chairman, you and I talkéd about that before. We are gettmg
more money. It is for what we call diffused or appropriate technology.

I think you are quite right, Mr. Chairman. It is our responsibility
to publicize. We have, in many cases. In many cases we have had re-
gional meetings. This' appropriate technology-is very structured be-‘
cause it. takes 10 Federal cities around the United States: '

As a result of our first exercise, we are having a meeting next month
on lessons learned. We went through this once. How can we sunphfy

it? How can we reduce the paperwork?

We standardized our solicitation document and our grant instru-
ment. We will have the regional representatives from the ‘Temaining’
seven regions who have not. yet participated go over what I would“
say-is a simplified message for running this program: - -

‘The booklet we have, for example, has an insert sheet. You fill it’
out, and send it to us. We try to look at what we can do to reduce the
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neéring development or preliminary design or full scale or what? D1f—

ferent people have different acronyms and different terminologies.
‘Representative Brecxingmee. T would suggest, if T might, at that -

point that I have the same difficulty with the word “rural » whlch I

happen tobe 1nv01ved in, I hdve come up w1th 23 pages of statutory

. definitions; - - :
< May. Isuggest. tha,b one of the ﬁrst thmgs thut you address youz self”’-
to is reducing that to one page In the area of research’ and develop—

.ment to see if we cannot get a common definition ¢

Mr. Tasagian. I think the Iead hds to be taken by the Office of Fed-
eral Procurement Policy, They are the lead in establishing thé Federal
data procurement system, that is, the government-wide system that is
supposed to come in this fall which will standardlze the format for
reporting all procurement data,

If we could have as a subset of that R. & D. data, then everyone in
the Federal Government would use the same definitions and would
have the same:format. You could aggregate and have that data anyway
you wanted to.

I would be willing to take a note to'ourselves to prproach them to
see if this. government-wide procurement datasystem will cover
regearch and development. I would be happy to do that.

"~ Representative BreoxiNrer. Let us undertake that jointly. You do
that and so will the counsel of this committee. Theil we w1ll not: go
through the rest of lives argumg about app]es and oranges

Mr. TasHsran. Fine.

Representatlve Brecrivries. Until we do that, we will have totake
your data, which I understand you confirmed to be only 2.6 percent,.
under your present definition that goes to R. & D, small business, ~

Mr. Tasaaran. Right. . A

Representa,tlve BREOKINRIDGE That, ot course, leads to the obvious
question, inasmuch as that is a totally- unacceptable figure on the basis.
of the_testimony which we have had from Dr. Jordan Baruch; for
example, who.is in.charge of the President’s task force on this ma,tter,
and Dr. Frank Press, who is the President’s Scmnce Adv1ssr, as coti-

~ firmed by other reports that have'come tous. . -

Regardless of the efforts which you.have. dcmﬂed fmd outhned in
your regional breakdown, these seem to be totally nonproductlve

The questlon is: What do you mtend to do that WIH prove productlve
and how and when ? :

Mr. Tasasiax. May I just comment as to those numbers2 SR

I feel they are somewhat misleading in.the sense that:they are
perhaps not truly indicative. -

One Iarge program totally dwarfs a lot of smaller dollar productlve

. programs. Let me give you an example.

I think in the fiscal year 1979 budget for DOE, which is still in the
state of fluctuation was something Tike 8500 million for the Clinch
River project; magnetic fusion was $300 million. The fue! cycle and
storage of radioactive nuclear waste and so on was $200 million.

When you start breaking out programs—and maybe only four pro-
grams account for over a billion dollars of the R. & D. budget—maybe
half of it is there. You can see why the percentages are so low.

Representative BreckINRIDGE. You have accounted for $1 billion of
§7 billion. You are still leaving me with $6 billion. You are talking
about 2.6 percent. T am still ummpressed '
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Washmgton D C 20545

Q6T 30 1978

Mr. Steven J. Engelmyer
Subcommittee Counsel
Committee on Small Business
. House of Representatives -
© 2361 Rayburn House
office Bulldlng '
Washington, D.C.” 20515~

Dear Mr. Engelmyer:
During testimony on August 10, 1978, before the Committee on Small
Business, the information below was requested by Congressmen Baldus
and Breckenridge:
1. Number of contract actions with small business firms,

nine months Fiscal Year 1978, (Enciuding goaled. con— .

tractors operating DOE-owned facilities): 476,146

Total number of actiong: 701,718

Small business percent of total actions: 67.85 perceﬁt

2. Research and development actions and dollars with large
._'oll companies, nine months Flscal Year 1978.

Number: 21

Dollars: $104,138,000, of which $64,500,000 represents

: DOE funding on a cost-shared project with
Exxon on the Exxon Donor Solvent Coal
Liguefaction Process.



397

Representative Brickinringe. Would you be. able to say, oﬁ'hand
whether you have a significant investment with them, or a major part.
of your investment? o :
‘Mr. Tasmsran. With the oil companies? °
Representetwe Brrcrinrmee. Yes. : L .
CMr. Tasusran, Yes, I'would say We “have & Slgnlﬁcant niimber of
high dollar contracts with some oil companies, particularly in‘the conl
gasification and coal liquifaction program where we are talking about
4 and § year and multimiilions of.dollars for prototypes and. pllot
plants. Then T would say, ves, we do. :

Representative Brecxinrmee. I would hke for you to respond to,
this for the record for your benefit as well as for the committees’ benefit.

I want to direct your attention to a study by Prof. John Enos of
MIT to the effect that of seven major innovations inthe area of petro-

leum refining over a period in recent history, there was not one of them
that was developed by the seven majors in the Umted States of

America. h

That is not definitive. That i is illustrative of the problem and the-'
prejudices that exist and which are floating around.

There is a strong conviction throughout the country that the wrong :
people are in charge of the programs and that the people who do not.do
the innovation and whe have not done it and who are not going to do
it unless you pay for it should not now be brought in to do it.

The emphasis, therefore, is backwards, it is thought The starting
point should be the other way.

As all the other scientific adv1eerb are suggestmg, the answer to your
problems are not within the major companies. It is with the small
businessman, the innovator, and the developer who does twice as much
for half as much and 2.6 times as eﬁ'ectlvely and efficiently and at much-
less cost to the taxpayer.

T would like you to address your problems to that frame of refer-
ence, not now, but when you have had a chance to ﬂush out some da.ta,

Mr, Tasasran. May I respond? -

‘Representative BRECKINRIDGE. Yes :

Mr. Tasagiax. I am not an engineer, but let mé say this. I cannet'
argue Wlth the facts if those are the facts. But the question i this.

Where in the development cycle are you? If you are.in basic re-
search, then large capital investments are not required. .

But if you are going to build a pilot coal ga51ﬁeat1on plant to prove
that you can convert coal to pipeline quality high BTU gas, then the

: experts say it will take $500 million or $600 million. :

Representative Breckrwrmer. T would not argue that. You are talk-

ing about how many around the Nation? You are talkmu about two or
" three; right?

Mr, TasHoIaN. Yes. |

Repregentative BRECKINBIDGE Let us not load. th1s record down
with those numbers. That is unrelated to an annual program of $7
billion. That is virtually nothing 5 yeers from now. They are in place
and they are going.

My point very simply i is this. These larcre numbers, We1ghted in capl—
tal investment, are completely unrelate(f to the questlon we are dlS-
cussing here.

The question is: Where is the talent in the Natlon and Where are
you putting your money? : : :
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Your experience evidently is contrary to the experience that I have. |
been reciting to you nationally. Evidently it costs more to do business |
here where you are talking about energy research than anywhere else ™ |

in the United Statés of America in every other field.

The figure of 2.6 percent against a record of 50 percent,.or 150 per- ..
centy quantified: 2.6- times- does not-add:up:-It-malkes me:-wonder if~
. you have any analysts over there, If so, what is their background ?

What is their area of qualification and expertise? j

You are talking about the total range of energy potential- You are
talking about something that every Tom, Dick, “and ' Harry
and every crossroads has a dream about and an idea on and a. damn
good one. You are not finding it. .

My question is directed at the - plocess that fails to find them and
pﬁlts the investment in the people who have not. mnovated anything in
the area.

I do not Jmow what, the size of your investment is in the major oil
companies. I would like to have that information for the record. I
would like to know what contracts you have outstanding. and what
amounts are directed and what type of research and developments_
there is so we can begin to get a feel for the total allocation in here.

I am not getting any answers to why you are not ﬁndmg more:
people out there when they are doing it everywhere exeept in the area
you have responsipility for.

Mr. Tasuatan. I think we are finding Some

Representative Brecxrnrmes. What.is. the number? You are ﬁnd ,
ing some. Let us get to those numbers. Let us start talking about those ;
numbers and lst us not talk about the decentralization of the agency S
responsibility. - :

Mzr. TASHJIAN ‘We.have a Systemmand you are asklng how many :
people we have to examine and how qualified they are :

Representetwe Breckinrmer. And they are-produeing so little. VVe
are going in with a 2.6-percent figure. It is a 2.6-percent figure of a-
10.3-percent figure. That is against a.procurement houre of 23 pelcent '
or 25 percent.

Mr.. Tasurran. I will say they W111 look at, it. If thele is & known .
source, they will’ try to set it aside. On some occasions if it-is not a.
known source we.will pubhsh in the Commerce Busmess Daﬂy to see
if we can uncover it.

I do not know what you Would have to do to ﬁnd these sources. We'
attempt to do that to set it aside. Even 1f we do not. seb 1l aelde, bIIld_H ;

- business firms- may still bid. :

The question is: What other mechanism ehould we use? T am sey-

- ing our first effort is to try to set it aside. If we cannot do that, then= ~ -~ —
we ought. to let it out for bids and perhaps there is a-simall buSmess
firm that we do. not know about-who will bid on-it. -« :

If it goes to a Jarge business firm, then we attempt to have a portlon i
of the subcontra,ct awards set aside. We will pitt that in oursolicitation :
and we put that in the prime contracts. We heve targets. for subcon-
tracts to go to small business concerns,

. You can look at the results and say: “Should you not: ha,ve a h1gher
number?” I really do not know. We have made great: efforts to locate
sources. The Small Business Administration has a mechanized com:.
puterized list of small business concerns. We are Workmg on puttlng:-
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Mr. Tasmrzan. I would certainly hope that we would have better .
statistics, better visability, but I would hope that we could back out
of that base some of the programs I mentjoned that really do not lend ™
. themselves. Then you would get a realistic statlstlc _one_ that was -

Representative ‘Brecki~Nrer. 1 do not think the major capital h-
vestment programs in a particular technology, like Hquification or’
gasification or the Clinch River breeder reactor or anything else are -
what we are talking about heére. They are the most experisive.’

Mr. Tasasan. But they are the ones that make the 2.6 percent be— :
cause they are in the base.

Representative Breckinrmae. We cut it 1n half and made 1t $3.5
billion.

Mr. TASHJIAN If you take out half the base, that’ will pay5or6

percent. Then you will begin to get into the realm of comparability,-
Representative Breckmwrmee. That' would be 5.2 percent. B
“Mr. Tasmatan. I am saying that I am trying to do whatever I can
in the absolute sense. I would like to see it 10 percent or 20 percent '
I want to see what those figures will look like.
I think we have a number of initiatives in the system to 1mprove ‘
our small business awards. I think we are going to get results. -
I do not think you can get them overnight, I think it is the formsand
the systems and the people that will do 1t. We will get there. o
Representative Brecrinrmee. Have you a goal “which you have:
given yourself and your people or any sort of calendar or t1metab1e
that you are working on % .
Mr. Tasustan. We have established a goal for ourselves this year, -
T think it is about 14 percent. Last year it was 10.6 percent,
-I have given a goal to every DOE buying office, a subgoal; so that.
we are monitoring performance, not only departmentwide, but by ‘
office. g
So this way I can see where we are having good performance,
We also have an incentive program. That 1s the stick. We also have -
a carrot.

Our Secretary has a secretarial award program for the activity that— -~ = -

does the best in achieving and beating their goal We havea secretaria] -
award program.

So we have given them a goal to hold their feet to the fire, but we
also hold out the specter of an award and recogmtmn by our Secretary :

We have also given goals to our program people, I do not know any
other department that is doing that. .

I am the spokesman here. I turn out to be the advoeate for small
business within'my Department becanse we have program people who
are concerned with getting on with their project. '

One of the things that you find for a procurement guy is that he
runs headlong agamst the program man, Who is anxious to get on

with if. )

In the Department of Energy we have assigned percentage goals f01-__;_
small business through the program people. It has motivated them a
little bit. In the past they were fighting back. They are coming back
to me and wanting me to help them get theirpro rata share. I do not
know of any other department that is doing that, ' '

So T think it' will help. us. Another thing we have done is to have .
class set-asides for small business. For example, we have said in the
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off the record previously and the line of questlomng that Congressman
Baldus was following when he was questioning you.

" The difference is one of focus in terms of approaching the pro‘olem
You are looking at the Department of Energy’s procurement policies
and procurement dollars, and you are looking at the pressure from the
““Congress and the national commitment generally -to-small business:

You:are-saying-to-yourself-that-it -malkes sense-and tha,t we- shouid be,-,«
helping small business,

But then you are going back to the Department of Energy hwh on
procurement and saying: “How can we slash a ‘olgger plece of thls p1e
for small businesses "

This also hias to do with the question of the 1mportance of accounting
and breaking down contracts and subcontracts. Part of the problem on
the accounting issue and the reason it comes up mostly in terms of sub-
contracting is again because you are looking at the big pie and you
are watching it filter down to small businesses. You are concluding
that 10 percent is getting to small businesses. It is nnprovmg, you say,
and so you think it is' working. :

We are concerned about the subcontractmg because of the need in .
the country for funding, which is not being met. Specifically what I .
am talking about is this. I am talking about the innovation of small
business again and the fact that the procurement which you do give
to small business is mostly subcontracts out of other prime contracts.

What that means is that the studiés which are funded from that
funding are the result of ongoing large projects which have been com-
mitted by the Department of Energy and which dre long-term, very
expensive things—like the Clinch Rlver breeder reactor and nuclear
studies and things like that.

The point of focus that we are locking at thls problem from isa
different one. We are looking at the large number of small research
companies in the country which have this innovation ongoing and
which have ongoing ideas and have things they want to pursue, They
are looking for a fFlatae where they can find Federal funding to do that.

They are not: nding it at the Depa.rtment of Energy, even When-
their particular’ prO] €ct is an energy project, -

I think both Chairman Breckinridge and Chairman Baldus. haVe a
concern.

"The subcommlttee, yourself, and the Small Business Administration

~have had a series of meetings and hearings and discussions concerning
solar energy ‘and the a,blhty of small firms in solar energy to get Fed—
era] funds to'develop their product. '

" As a result of that series of meetings and hearmgs, we passed into

law the SBA solar loan program, which will be gomg mto eﬁ'ect
October 1. :

However, we uncovered several hundred compames aronnd ‘the
country who ‘were coming up with ininovations and solar energy, and
who were just not able to find the Federal dollar, That is a_problem
that goes to the Department of Energy’s image as a whole in the
country,

There are the accusations of the Department that are heavy laden
with people from the industry, from the gasoline industry, and that
the Department of Energyistoo nuclear oriented. There are suspicions
such as those that circulate around the country.
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Category 2 was that the solar systems would be supplied by small:
business. : el
" Category 3 wags that a minimum of 20 percent of the hardware which
they procured would be supplied by small business. . : o .
We made 82-awards in that solar program. Seventy-eight of them’
= fall- witlitic- catepories 1, 2; -or 8 y-that-is; there -was-mandated-small
business involved. - S o
So, there are ways in which the Department of Energy can en-
courage either the use of small business hardware or systems.or en-.
courage teaming. We have done it. . . :
Mr. Zerr, There are two specific examples I -will cite, one of which:
is.a firm located in California called Solar-Hydrogen Development
Co.,Inc., which has-developed a solar hydrogen system, of which they -
are -quite proudly trying to prevent themselves from being reliant
upon Government money for:the development of their product.
Basically, it is a system which utilizes solar energy to split hydrogen.
out of water. The hydrogen is then used as a fuel souree. - .
They have been trying, through the Department of Energy and
other departments, stuply to get a contract to provide automobiles
equipped to use this hydrogen fuel for an agency auto fleet. They have.
been unable to do so, and have been turned down by the Department
of Energy. They have had trouble getting a response. . ; o
The other one is the one I coriginally intended to bring up. It is a
company located in New York called Bio-Energy Systems and a
particular division of that company called Solaroll. ‘ -
I have talked with these people at length. T am not an engineer or
particularly expert either. But 1t is apparent to me that this company
1s really on to something. They are manufacturing and selling. In fact,
their company has been operating profitably, but at a very minimum.
level of profit because of the newness and the problems in purchasing.
solar equipment right now. . i
.. They are manufacturing a solar product which is based on what.
they. call “solaroll.” What it is, is a specially formulated synthetic
elastomer known as EPDM. ' ' o
It has several advantages over current solar technology. It does not’
have the cumbersomeness and the weight and the problems of instailing’
that your typical copper, glass, aluminum, solar reflectors have.
Basically it is a roll of this plastic type material which just gets
rolled out, put into place, and is more efficient. It does not have prob-
lems with expansion of water within the system during freezing
beeause the system itself has a greater ration of expansion than does
water. ' I
It is about one-third the expense and has so many advantages over
anything that is curréntly being developed commercially. L
There problem is not with the Department of Energy. They have
not been seeking Department of Energy funding for this, They have
been seeking Small Business Administration Ioans to eapitalize and go:
into produetion in a bigger way. _ A
; The reason I am bringing this into the hearing now is because the
National Bureau of Standards is not appearing before this hearing. It
is not possible to bring in every agency. o .
They have all their clearances to get a Small Business Administra-

tion loan. However, there was one last hurdle and that was to get NBS
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I'guess in that sehse I would say this. We do not have a structured *
- policy. I learned something myself hearing that testimony as to the"
extent to which they identified specific needs and tried to match them
up with basic research or application.. -~ L

-I have described: some. areas, of course. We'go out with-a formal. o oo

...solicitation.. We. jssue what.we. call .program. opportunity.notices.and
program research and development announcements, They say: “Here
1s a department trying to solve a problem. What is your solution®”

Conventionally, an agency would issue a request for a proposal
which would have a statement of work and a-complete description of-
what it is they wanted tobuy. - Lo P

-In that sense, we try to use the program opportunity notice and the
program research and development announcement to bring forth in- .

: nolva,tlve ideas focusing on a ‘specific problem that we are trying to

solve, « . o . o . )
“That is one area which I believe is similar to their approach. :

As to the incentive feature, I-am not sure. :Of course, there is the '
Government funding as an incentive. - S S '

Mr. Grover. We did not go into all aspects with the NSF, but one .
of those that was particularly interesting was the fact that they used
peer evaluation as opposed to internal evaluation. - co

Mr. TAsHITAN. ' We do that in some of our unsolicited proposals. We -
use a peer evaluation system. In fact, I think sometimes we ask NSE.
tolook at some of our proposals, _— e T

But the point is that is the second area. . : : oo

Mr. Grover. My real point is this, You are the second. agency which..
has’ testified today that says: “Hey, I-did not even know about that -
program foday. It sounds like a pretty good idea tome” ..

Tt is unusual that we have such an emphasis-on innovation, but we.
do not have the exchange between the various-departments and agen--
cies about programs that are working. ) -

Hopefully, as we go through this exercise with the ‘President, and -
maybe even before that,a policy will evolve. Maybe OMB would co- .
ordinate these activities so you could pickup a good idea.- If the DOE
develops it in the future, then they can come forward with it. There
will be an exchange. “o B S

Mr. Tasuaiax. [ think there is a place for an interagency group. The -
OFPP held a meeting when the Rabinow report came out. I was there.
Tt was held about 115 years ago. In my judgment, I do not think that
group has ever met again. T do not want to be critical of OFPP, but
I agree with you. - G T U e T

T think there is a need for.a form of interagency meeting and ex-
amining research and development with small business companies.
There probably is a need for a more structured forum to bring forth
what different agencies are doing and to:examine reports like this:

Rabinow report or the Charpie report to see whether there are insti-
tutional barriers for small research companies getting contracts. ,‘

We were happy to participate. As I-said, we took the Rabinow
report, and went to see what we could do to implement those rec-

ommendations. ‘ R e T

I think there is.a need for some sort of interagency cooperafion. Ido.
not know who should chair it. Maybe the Small Business A_dmlm_stra-
tion should, or maybe the Office of Federal Procurement Policy should..
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so they ean better grow, employ more people; and in general contribute
to the innovative process of our Nation. .
Represent BRECKINRIDGE. I want to thank Representatlve Patten for A
being with us teday and for his interest. o

~ Dr. Garber; we are:delighted to ha,ve.you Wlth ‘us. You_ he.ve been----'—"--" R

~here throughout the-day, T believe; have you Tot?”

STATEMENT OF DR. CHARLES A. GARBER PRESIDENT STRUGTURE '
" PROBE, INC., WEST' GHESTER PA, s

Dr. GARBER. Yes, T have. - '

Representative BRECKINRIDGE You have endured all the testnnony of s
your associates.

I appreciate your patlence and your interest in taking this day off °
to be withus,

You may- proceed in any manner that suits your convenience. We -
will consider your statement as read and entered into the record in its
entlref;y, but you may proceed with your statement or you may sum- :
marize it, whatever suits your convenience, =~ -

Dr. Garser, Thank you very much. :

I would like to go through my prepared statement because it does
cover a number of items that really are germane to all of ‘the ideas
that have been discussed for the last 2 days. .'

Some of the items have been addressed by other people, but I believe
you will find it interesting that the way I approach them, is from &
different perspectlve I think it could be extremely useful to you to
have the benefit of some of these other perspectives.

‘There are indeed certain items that, in view of some of the previous
testimony for the last 2 days, you mlght want me to be more expansive
about because there are some very, very serious problems facing busi-
nesses in the science technology, particularly the small science tech-~
nology businesses today. And, they are having a very, very sérious
effect on the ability of our country to be innovative, not only i in the
near term, but even worse, I think, in the longer term.,

Representatwe Brecxinrimee. 1 appwmate your willingness to take - -

that time. I will assure you that the committee welcomes that. The
committee wants you to proceed that way. N

Dr. Garser. Thank you. '

My name is Charles A. Garber and I serve as preszdent o:E Structure' 3
Probe, Ine., a small sc1ence/ Le(,hnologyabesed busmess located i m West_ .
Chester, Pa. i

T hold. personal or corporate membershlp in a number of scientific
and_professional organizations, including the American Association =~
of Small Research Companies—AASRC—the American Council of
Independent Laboratories, Inc.—ACIT~—and the Association of Con-
sulting Chemists and Chemical Engineers—ACC&CE, -

I serve in a leadership capacity as a director of a consulting chemist
group; and as & member of the Tax-Favored Competition Commlttee
and of the Government Relations Committee of the ACIL. v

‘Structure Probe, Inc., is an independent for-proﬁt laboratory and
analytical professional services firm, specializing in the use of our’
own—and very costlymelectron mlcroscopy and related facﬂltles for



411

iad of other small businesses that conduet-their act1v1t1es today not
.much differently than 10 years ago. . :
Instead, we are dealing with a class of ﬁrms deeplv mvolved w;th
- changes in technology. ‘Technology, by its very nature, is very dynamicy
= never-static: Its-practitioners -must-run-hard-to-keep-up -and-not- fall
behind. A field that is no longer changing but has become mature and-
static can no longer be thought of as a seience/technology field: - -
I describe this phenomenon as the “inflation” of science. It is this
inflation that renders obsoletenotonly equipment and plants, but also
people, if they: do not run fast enough to keep technically current. ~ .*
This inflation of.science renders obsolete the way products or serv-:
ices are marketed. And it can render obsolete the way products are:
conceived, developed, or manufactured.
The a.blhtv to understand and predict the dynamics of this inflation *
is a prerequisite for a successful science/technology-based business,
We are dealing, therefore, sentlemen, with a class of firms that-
routmely makes multithousand dollar:decisions regarding some- piece:.
of plant or equipment but: which could, in the short span. of . year or
less, drop toa fraction of their or1g1nalpurchasa price. :
One need look only at digital watch prices over the last few vears,' :
or the hand held calculator pmces Firms no less in stature than Texas
Instruments took substantial write downs on inventories of these prod-
ucts, as the marching inflation of technological change reduced their-
tl}llen present value Even they m151udged the dynamlcs of technological
change.
Caﬁ these d1sastrous drops in pr1ce be accurately nrecllctecl2 Per-
haps, but to no greater a degree of accuracy than one ean predict future
interest rates at a bank. Here we are talking about a devastating form”
of scientifi¢ inflation which has as much petential for restructuring:
science/technology institutions as monetary inflation has on our soc1a1
nstitutions. -
Hence, small sc1ence/technology-based firms, becsmse of the unpre-:
dictable dvnamlcs of scientific “mﬂatlon,” have assocmted with- them
inordinately high risk."
For the small firm, the risk factor becomes even more.of a d1lemma,
because one mistake and it is' out of business, Larger firms generally
can afford a battery of experts and consultants to lessen the chances of
misjudgement. ‘ )
This intrinsic high msk is also responsible, to a large degree, for the’
virtual dlqappeqranee of venture: cap1ta.l sources 'for the sc1ence/tech-
nology-based small firm, : :
- Science/technology firms can be found at v1rtuallv gll corners of. T
the economy: One, pure R, & D.; two, product development; three;
manufacturing ;-four, marketing; ﬁve, sales, and, of course, firms like
ours who would fall mto the category of Vendors of services support—.
ing-the above. :
But no matter in Wl‘llch part of the economy they are fmmd their:
single biggest problem is Scmntlﬁc inflation and the risks assocmted
with it. '
Understandmg small sclence/ technologv-based ﬁrms is 1mp0rtant be-i
cause innovation flourishes in such entities. OMB’s 1977 memorandum:
establishes this fact and documents that Federal policies are failing
to utilize small science/technology firms properly, and innovation has
suffered as a result. L
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Without objection; so ordered, -

Dr. Gareer. I hope T will be able to do that I ca,nnot thmk of any—._
thing that is in my statement tha,t will not be able to be documented
in some way. -

i Reprcsentat.lve BREGKINRIDGE. Thank, you very much
Pleasé proceed. - ¥
‘Dr. Gareer. Many of our largest corporatlons, in recent years have ;

pumped millions of dollars into research. facilities and projects, but:

their managements are now askmg what has been accomplished with
these funds.

Not nmany feel they have gotten their moneys worth, and i fact,

some have concluded future earnings would benefit the shareholders 3 ‘

more if invested in more television commercials instead of research.

I think Professor Morse made. that. point yesterday when he re-
ferred to just putting the moneys somewhere else in the company
other than basic research.

Let us look at this point a-little closer Remember, it is not so much.’
a question of whether these large corporate labs have or have not de-
veloped new products. We all know that they have. It is a question of :
“At what cost®” .. - 8

. Too much money is required to be pumped in relative to what actu- :
ally comes out, The return on investment: for doing theit own R. & D"
just is not there. They are right; they would do better by investing -
their funds in more television commercials. There is. even a trend
among large organizations to stop all in-house research ; it is cheaper
to buy out a company than it is to develop the technology in-house.:

In view of what you just said, sir; perhaps I should modify this a
little bit and point out that I probably am exaggerating a little bit. 1-
- do not think anyone is really summarily discontinuing research. But-
there is a serious trend to cut back your in-house development Work ’
and have it done on the outside. :

When Du Pont, and this is an.actual example, wanted to get. 1nt0' :
the pharmaceutmal industry they bought Endo Laboratories. When

they wanted to get into the electronics mdustry, they bought Berg_‘:_ o

“"Electronies.
In both cases, for the same money, they bought more innovation by.‘
buying out small firms than developing it themselves, '
Certa,lnly there are a number of factors responsible for the drop in
industrial research productivity. One factor I would like to stress ds
the lower than expected productlwty of the technlcsﬂ staﬁ of such'
organizations, :
_ -These large organizations are sta.ﬁ'ed w1th 1nd1v1duals Wlf:h ad— .
vanced degress, many of whom have virtually no concept, of how to get
2 job done for the least amount of money. - :
As graduate students, many of us saw first- hzmd faculty members:
writing proposals to NSF or-other agencies for mcreasmgly larger: -
and more expensive facilities, frequcnt]y more for the sake of “hav-
ing them” and “building emp1res” than using them to actually solve:
problems and do innovative research. :
.The concept of sharing an expensive capability with another instiu-
tion was an unthinkable one, And, of course, the prestige of buying a
“Cadillac” rather than:a “Chevrolet " even.though the “Chevrolet”
would have been more than adequate for the intended use, resulted in:
the “Cadillac” being the instrument frequently purchased.
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.- But you dre absolutely correct, Mr. Chairman. T think very shortly
we can comie back to this if we do not hit it rlght on the head in a few
moments. ‘ W

- Representative. BREGKINRIDGE Excuse me.

-Go.right ahead, - , :

< Dr. (+arser: There-is -some- uccountablhty, but still- missing ds- the

concept that the research staff should aggresswely approach all proj- .

cets from the standpoint of accomplishing them with the least cost:

. At Du Pont, I personally saw some Ph.Ds spending more time.
ertmg equ1pment justification proposals than they spent solvmg
problems for Du Pent. So.we are talking about a matter of pumping
in a certain amount of Imoney. But what comes out is not as much as it
onghttobe. -

The small firm 1s 100 percent accountable Ifab- year -old used elec--
tron mieroscope will do the job, fine. It is purchased for 10 percent of
the cost of a new one. Small firms just cannot afford to buy instrumen-
- tation with bells and whistles which will either never or only rarely be
used, They know that in the rare event they do requlre one of the bells
or whistles, they can purchase time on someone clse’s instrument.

In summary, innovation must be understood and defined in the
sense of accomplishing technological development for.the least cost.
Remember, we are not speaking of innovation. in basic science, but in-
novation in an economic sense. U.S. innovators discovered the basic
science of color television ; however, it has been economic innovators in
Japan who have found. ehea,per waystodoit, .o

What X have tried to explain then is the dlrect relat1onsh1p between
imnovation and accountability, The greater the accounta,bﬂlty the
greater the innovation. Small is beautiful.

The third area. that I would like to touch upon W111 be a few com-
ments on the recently released. OMB document prepared by the Rabi-
now panel, dated March 10, 1977.

I wag not at all surpnsed at any of the ﬁndmgs of the report What
I cannot understand .is why so many studies have been done, all of
which demonstrate that the United States. gets.far more innovation.
per dollar spent at small sclence/technology firms but still nothing -
ever happens. .

1f the Government wants an instant increase in. mnovatlon, W1thout
spending one penny more, divert much more funding to tax-payin
small businesses, Not- for—proﬁts, substantially engaged in commerciza
research activity, which have grown fat and slow under the protective
umbrella of their tax favored status, should be made to go for profit,
and, thereby, be forced to be more accountable and thereby innovative,

The fourth area I would like to touch upon is a little bit of the history.
in the founding of our own company, Structure Probe, Inc. T-will tell
you something of our growth and some of the problems we face.

Let me now descnbe in more detail my company’s formation and
growth so that you can better understand specific problems we face
which require new governmental policies if firms like ours are to grow -
and prosper and contribute more to the innovation process.. :

From' graduate school T joined the Du Pont Co. at their-experi-
mental station research facilities in Wilmington, Del., as a research
physicist. My Ph. D. speeﬂmatlon was polymer physms and materials
science; with a strong omentatmn toward electron microscopy.
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- I would like to interject a comment here. There has been a little bit of

talk about the individual inventor. Well, I have an organization em--

ploying :25: people, roughly. They - certa,mly are not individual
inventors, but this comes awfully close to the framework for an in-
dividual person to go into and tinker around and try to do samethmg

“When we talk about the pnvate- Ié,boratory commumty dcmss the
United States, that comes awfully close of talking about the private
inventor, the single person.- :

Representatwe BRECKINRIDGE, In your Tast paragraph you have' o

described exactly my experience here in the last -6 years~You say:
“¥ * * the Government has created a.legal and pohicy environment
which has seriously stunted my growth, diverted my energy, limited
my ability to innovate, and eroded my. future potential.”

I do not know that you know me that well, but ev1dent1y you do:

know me.
D, Garger. I will have to say that wasan mdependent statement
Representative Brecxiwrinek. Please proceed.

_Dr. Garegr. The first of several examples that T would 11ke to: gmus N
unfa.lr competition - from a not-for-profit organization, namely, the‘" -

Franklin Institute in Philadelphia. 4

What came as a complete shock to me, after going in ‘busmess, Was
to learn that our major competltlon was not another firm such as our
own—as such had sprung up in other major metropolitan areas—but a
not-for-profit, -the. Franklin. Institute Iocated only a few mlles awa;y
from my facility. ‘

This competitor:
..~ 1. Paid no Federaior State 1ncome fax;
+ 2. Imported equipment duty free; . c

3. Sent out advertising on a nonprofit maﬂlng perm1t B

4, Received: substant1al subsnhes from the Federal State, and local
.g0vernments and;

5. Was flee from the burden of a number of othcr tuxes Such as E

.the State sales and use fax. . ..

As a comsequence, Franklin’s SEM services were prlced substa,n-
tially lower—30 percent to 40 per cent—than our prices or those
charged for comparable services in other parts of the United States. .

-As a result of these unfair advantages, Franklin TInstitute monopo-
lized SEM services in my. geographlc regmn, the Delaware Valley
around Philadelphia.

~My experience in.seeking. governmenta,l a,ss1stn,ncc in ehmma.tmg
thema uniair advantages has been an exercise in fut:lhty :

Let me summarize: SIS . ]

1. The Internal Revenue Service. . - -

In the period 1971-72, I began to mntact the IRS in Phlladelphla,
tax-exempt branch, to find out how it was that Franklin, a not-for-
profit, could be running business in dn‘ect competltmn w1th prlva.te
sector cornmercial firms.

- Despite repeated calls. and several meetmgs, I have recewed no m— |

“dication that IRS is prepared to take remedial action.
9. The Bureau of Customs. -
Inquu‘y was made as to Why the Burea.u of Customs permlts duty-
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By this type of arrangement, it'is possible that the. commercml ﬁrms
benefit by :
1. Making an apparent contribution to the local university ;

-2 Obta,mmg research services al @ cost far cheaper than they’ could“"’-" e

""f"“'obfiiun it ell,he1 thismselves in- hcjuse or by ‘going to a-firm-such-as-ourgy-
an : ,
3. Expensmg everything in that year rathcr than capltahzmg it as
a long-term R. & D. expense. .

Lehigh, but prlma.rlly its faculty, snmlarly benefit, because the
program: *

1. Becomes a'shovicase exa,mple of the umverﬂty helpmg its local ”
industry; :

2, Brings in money to the university; and e

3. Provides numerous consulling opportunities for 1ts fa(:ulty :

Of course, one must not econfuse trie consulting, on the one hand,
with the provision of & commercial servme—what Lehigh is domg—on ‘
the other. ,

From my own personal phone conversations w1th officials at Lehigh-
University, I have concluded that Lehigh : One, knows exactly what it
is doing; and two, will continue to do it until forced to stop:- -

- Programs of ‘the type described: at Lehigh are being introduced at’
other universities, perhaps under different names and shghtly dlﬁer- :
ing frameworks.

But the end result is always the same: The university is either in
direct competition with commercial firms, or—and this is an important
point—in the case of new emerging technologies, they preclude the
founding of firms in their Tocal region that would perform such serv-
ices in the private sector in the future, '

That is an important point heére because the iniversities Say “Hey, _
look at this wonderful service we are providing, There are none around
right now.” But then they go into business. Once ‘they are in busmess,'
no one could ever compete against them.

So, the private sector is foreéver shut out, : ' -

Representative Breorrvrmer: Could you prov1de ]fr.tvr i ]1st of any .
other universities that. are going into this? Are there any associations -
or universities that could lead us to this? How could we get at ‘this? -

:Dr. Garerr. Nothing would delight me more than to be able to give
you such &-list. The American Council of Indeperident Laboratories,”
which'is an association, which is really more a professional associstion
of private-owned laboratories like our own, representing about 225 to
250 laboratories, has gathered a lot of information on this sub]ect.

" We' would be delighted to provide you with this mformatmn 1o

Representative Brecrkivkmer. Thank you.

Witliout objection, so ordered. f

You are raising an interesting and d1ﬁ'1cult problem

Dr. Garsrr. T understand. Co -

Representative Breckinrmer. That is an important difference be-
tween a bona fide 501(8)(¢); educational and charitable, not-for- .
profit orp'amzatlon which renders a service’ ‘of some sort’ that is not. ",
commerclal service, as such, and is for the pubhc good and’ on the”\

1Dr Garher supplied the foIlowmg #0n pages- 266—267 of my testimony, I referred to:.
documentation that exists ag to the seriousmess of the threat to laboratory services firms

from not-for-profit and ponprofit organizations, This information has already been for
warded to the committee by Dr. Earl Hess who appeared on Aug. 9." . .
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The NSF was not even daware that there was a private sector labo- '
ratory analytical community. To my knowledge, not one private labo-
ratory was sent a program announcement when the program was orig- .
inally announced, B

_-Opportunities have been afforded by NSF for interested represent-
atives of the private Iaboratory commumty to discuss the problems-of
this new initiative and how it could impair future instrumentation :
capability which should be developed in-the private technology sector 7
if innovation is to flourish. B

The availability of a concerned small business representatlve at“f
NSF, Mr.-Ted Wirths, has made 1t possible for meaningful exchanges '
on these issues to begin. N

The final chapter of this NSF prorrram is not written at any point; -
but firms such as ours are ‘viewing the oiitcomé of this initiative very’
closely before making major: ﬁnan(:lal commltments for new analyt;cal-'-
instrumentation, ‘ :

This morning we heéard testimony from Dr J ack Sanderson of NSF
There seems to be a loss of understanding between work done at univer=:
sities of a type that is instantly published or instantly made available
to the publie, versus that that becomes the prlvate property of a com-"
mercial sponsor.

I am not at all against the kind of work, let us'say, that it done at. .
the Polymer Research Center at MIT, because as long as such research
could be published and made 1mmed1ately avallable to everyone, then
the public at large benefits,

However, I do not see why taxpayers of this Nation should be sub- -
sidizing the private interests of coinmercial firing like Genéral Motors,
which I believe he mentioned spec1ﬁcally, and for Whlch the pubhc at
large does not benefit. .

The implication that such'centers are actially going to be helpful
to small busmess should be closely exammed We all know the mean-
ing of the word *ivory tower” approach.

If NSF really wants 10 ‘help small business, then such centers should ‘
be established in the private sector—the place where you ha.ve the full
accountability and a place where you get your greatest money’s worth, -

Mr. Grover. I would like to thank the w1tnebs for your views, but in
an effort to have a balanced record, we always-do encourage differing .
opinions, and especially whén we have made some laudatory ‘com-
ments about our friends at the National Sc1ence Foundation and the
good things they are doing,

It is important that the record be’ balanced with the analysis’ of o

things that perhaps they are doing that are not quite as beneficial..

I want to thank you for that particular comment in this regard.

Dr. Gikrerr. Thank you. T

The last area that T would hke to touch upon is what T call the pohcy[
of doing nothing.

1 have spent numerous hours trying to explain my situation before
various (overnment agencies, enlisting the help of my Congressmen— .
over a period of years—as well as my U.S. Senators. .

For example, in 1973, T was privileged to testify before the T. S.
House Committee on Ways and Means. The commitee was then con-
sidering tightening up on some of the loopholes through which certain -
not- for-proﬁts operate, and T was invited to tell the committee what it
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do not really know thém to be true myself—but just becatisé he has
had to innovate to: eurvwe, that then gets apphed 1o the development-
of science and technolo g

I think that might be. one of the main reasons Why, a,lthough it has
all these other: problemis to: deal with, Whe' " t ML,

I think the.serious problem however, 1§ that someone’ llke myself
hag to have time to innovate on technical matters also: I find that I
“gpend so much of my time on nontechnical-matters that:I donot have
time to innovate technically. That might be one reason why the other-
wise optimistic future of small science and technology ﬁrms hke our°
could change.” - ~ -

Mr. GLOVER. What would be the eﬂeet ofa major prograin des1gned'
to aid small business in the area of research and development? What-
effect would that have on the economy and specifically such pmblems
of unemployment, trade deficit, and inflation? -

Dr. Garger. If all the reports that have been: before us are carrect o
the conclusion is that money invested in small busmess resultsin ‘much.
more of an outputand it 1s much more efficient.-

To the degree that this increased efficiency and: mcreased preduc-
tivity affects the inflation rate, and to the degree that it enables us to:
create new technology, which means more jobs. and enablés us-to’
compete with our foreign trading partners-on a moré favorable basis,
I would think that any kind of a pro%ram that aids and encourages'
small business would be most beneficial for our Nation. .. .. i

Mr, GLOVER What eﬁ'ect does industry concentratmn have on
nnovation?

Cur. frlend Arthur Obermayer has- prov1ded s Wlth two. studles;
which showed that neither the big oil companies nor the big steel
companies have been respon31b1e for 1nn0va,tmn in: thelr respeetlve
industries. -

I was wondermd whether you know if this pattern 1101ds true 1n;
other areas;

- D, G’AI{BE‘R I really cannot, say. I would have to thmk about that
a little bit..

I gave you several exa,mples of deCISIOIlS made by Du Pont. 1 know_
there-are other companies like that. What I perhaps did not, mention,
for example; is that a company like Du Pont actually spent substantial
sums in-house before they realized they were not going to do it them-
selves. Then they bought Endo. They spent substantial sums of money.
- in-house trying to get into electronies. Then they bought Berg: They
realized they could not do lt themselves. ;

-~ So,: concentration may, in fact; inhibit: innovation, but these. com--
pames then will. get it on the outside. In: other words, it may.not be .
getting done inside, but it is being done- somewhere. else and it still
will get done. :

hTha.t is a comphcated questlon I would have to think more about
that.

Mr. Grover. I am sure that vou are- famﬂmr Wlth the Natlona.l
Science Foundation’s small business- program which was. d1scussed
today. -

I gvould like you to address yourself to the small business i innova-
tion program and whether this program could be applied on a largel g
scale to other Federal agencies,
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‘cause harm to the xeally ﬁne educatlona.l system ‘we have in this
country. i

The educatlonal systems’ primary mission is to educate students ‘

If it is necessary and if it is for the good of the country that we
. deliver instrumental capability in more locations so there is much
_greater industrial’ access, then the best’ way-to: do “this is"to set-up
~“these regional centers Within the pnva,te Sector ingtead of setting
them up in universities.

After all, universities have very difficult problems signing secrecy
agreements. Tf such centers were set up within- the private sector,
then there would be no injury to existing private sector firms. Industry
would have no problems dealing with them because they could s1gn
secrecy agreements and everything else.

In fact, firms like mine philosophically do not want handoute :
Universities are very happy to have handouts, but we really do not
want that. We do not want things given tous,

Tf such a need exists, then the only reason why we do not have
these facilities is because we cannot raise the private capital. All we
really need are loan guarantees or some kmd of help to mlmmlze the
downside risk, .

But a handout is not one of the things that we would really want.

- Mr. Grover. We have heard a number of references to small bum—
ness specialists employed at various levels n the pr(}curement process
in a number of various agencies. _

" Would you eomment on your expenence 1f you ha.ve had any,
dealing with small business specialists? o

Dr Garper. Yes.

There have been a number of different agencies where we may write
a letter about why a particular contract was sole- sourced. T would’
always copy th%hmall business specialist. More often than not, we

do get some kind of response. ,
But T never really had a good feeling for what a small busmess':
specialist really did and how he really worked. : N
There was a very interesting program which was an all’ da,v con—'x
ference at the Meadowlands in N%w Jersey a few months ago. 1t was
“ealled the Business Opportunities Conference. -

‘I am not sure that T know exactly who sponsored that but some
agency of the Government sponsored it. T think 1t igin con]unction
with the SBA. -

Proeurement people from all Federal agenmes in the area were
brought together in one place. Businessmen, partlcularly small busi-
negsmen, were invited to meet them at this one place.” .

So, within a period of about 4 hours, I was able to meet mavbe 15
different small business specialists, " i
One of them had time on his hands. ¥ started to ask him questions
about how it was that he determined- Whether somethmg qualifies’ for; '
2 small business set-aside. ;
This was interesting. He told me that v1rtua11y every procurement
that goes out has to be “signed off by him.” In other words, it needs
his sienature saying that there are no two small busmesses Whlch
could bid on this particular procursment. :

So I then questioned him about several procurements that were go-,'
ing out to either universities or nonprofit sole sources smee we eouldf '
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Right now the people there are not tuned in to understand that.
. Mr. Grover. Do you have any other comments you would like to
make at this time? :

Dr. Gareer, I think that is it.

Mr. Grover. I want to thank you yery much,

X would like to mention that theré are several potential witnesses

who "hiave “asked "to submit statements to the committee. There are
several other studies also by various other witnesses who could not
appear. They will be included in the record at this point.

Without objection, so ordered.”

The committees will now adjourn. _

[Whereupon, at §:50 p.m., the committees adjourned.]

34-270 O - 78 - 28
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APPENDIXES

USMALL mes AND FEDERAL RESEARO’H AND. DEVE.LOPMENT,’?_ A REPORT o THE
OFFICE OF FEDERAYLS PBOOUREMENT POLI(,Y, (OFFICE.CF. MANAGEMENT_AND _BUDGET,

epseEE 0 WAR 101977

MEMORANDUN -FOR_CERTAIH OFPP AGENCY CONTACT POINTS
SUBJECT: Increased Use of Small Technology Based Pirms

The importance of small business firms in our American private
enterprise system has been accepted for many years within the
Federal Government., Passage of the Small Business Act of
1953, coverage in the Armed Services Procurement Act of 1947
arid the Federal Property and Administrative Services Act of
1949, and advocacy by the Commission on Government Procurement
in its Report of 1972 are some of the many ways the importance
of small business has been recognized. Special legislation
and programs of emphasis have attempted to lmprove the capabil-
ities of small firms to operateeffectively in the marketplace.
Although the success .- or lack of success - of these actions:
frequently cannot be measured, there are strong indications
that more attention nesds to be given to the support of soall
firms.

Federal Government contracting for research and develcpment

is one area in which small firms are inadeguately used -— less.
than four percent of research and-development expenditures

are with small firmg. Recognizing this, the Office of Federal
Procurement. Policy established an interagency panel in early
19876 to consider ways of increaslng the utilization of small
terknology based firms. The panel was chalred by Jacob
Rabinow of the National Bureau of Standards. Other members
‘were from the National Science Foundation, the Department of
Defense, the National Aeronautics and Space Administration,
the Energy Resesarch and Development Administration, and the
Office of Federal Procurement Policy.
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. SBMALL FIRMS AND FEDERAL RESEARCH & DEVELOPMENT:, . ° : |

- INTRODUCTION -

There is increasing congern that. the capablllty of the United. - -
Stdtes to continue its historic successes . in. technology..is.
in a serious decl;ne.' While. astonlshlng achievements have: . . . v .- :
occurred since World War II,.theras is now cansiderable . ... &, A

evidence that. product innovation.has either .leveled off or: :
declined in many industries.: ;Predictions of a weakened 'w,,_
military posture and a iess favorahle economic positien in:
world trade are associated: with analyses showlng that the,.““~
U.s8. is lesing & significant.part of its capability to. invent
new products essential. for the country s defense and for its
1nternat10nal sales market. - : :

Analysis of; technologlcal capablllry is an exceptlonally s
complex matter affected. by :many diverse factors invelwving. - o -
individual and organizational. motiviations, .economics, and - .. =
governmental actions.  Since the Federal Government is tha

. biggest source. of research and developmant (RED): {826.3:

Sl killion proposed foxr . expandlture -in 1878), Covernment E
acquisition procedures have a large impact on the country B:]
utilization of its best techpical and management talents.*-
One part of this problem-- the role.and difficulties of the ' -
small firm in selling. R&D  to the Govarnpment - was.glven RS
particular attention by an ad ho¢ interagency panel under ., .
Mr. Jacob Rabinow, naticnally known. inventor, lecturer and
writer, in 1876, The Panel .was composed of representatives
from the National Science Feoundation, Depariment .of. Defense, .-
National Space and Aeronautics Administration, Energy Research
and Development Administration, S5mall Business Admlulsurarlon,
and the Office of Federal Procurement JFPoliey. . .

w

' To assrst the Rahlnow Panel in ltS lnqulry,.the serv1ces of

Mr. William K. Scheirer, an sconomist, were ohtained o per—
form a literature.search and analysis of the role of small.
firms in fulfilling Government .contractual requlrements for, :
research and development. = Significant findings of Mr. Scheirer .
.are summarized:-below. .Eis-report, with an extensive biblicgraphy,-.: >
is available for inspectilorn dt the Netional Techiiicza) Information
Sexvice, Department of Commerce, as;Report Number OMB/OFDP/CA~77/1,3
and in the Offlce of - Federal Procurement ?olicy-;. :

MR Government Takeover of R.-and D.2%.
Richaré Morse; Pres., MIT:Development:, .
Foundation, W.¥. Times, Dec. 19, 1976.
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- - - 3 -
Government R&D obllgatlons to 1ndu5tr1al flrms vazy -fxom. less
than one-half of one percent for. the Department of Agr;culture
.. to 62 percent for the Department of . DefenSe, and that reéliance
' oh indusSEry for Faderdl R&D Has' decllned frum 5973 E% in- 1966 to7
w5 O F Bl 9T rddines -CUTEant-A0LllaKks:.:

The overuhelming percentage of the doilars in FederaiWR&D goes
to development as opposed to research (basic.and applied). B Al-
though the . industry share.:of develonment - substan 1 3
of this goes to large businesses capable of perform . :
large.development contracts. On the other. hand, in the ressarch
aresa where its capab;llty is high, small firms lose awards to
. celleges and universities, federally funded research and develop- .
: nent centers (FFRDCS), as well as to large flrms Lo

Surmazy ccnclu510ns reached are that (1) Federal agenc;es tend T
to use Sources-gther than industrial firms for basic and appTLEd B
research; (ii}) a significant. portion {64%) of Government ReD. is.

for development: normally-invelving- large. lnduStrlal firmsz angd

" {iii) 'the percentages of both total expendituras for RaD and )

R&D contract awards to small flrms are. very low.u.., ..

Small F1rm Impedlments

-As indicated above, laxge fl:ms are favored in the awar& ‘of "
development contracts on the basis that they are essential for
the production phase of the: program. - However, this is .not.the
only restriction to a greater use of small firms, Mr. Scheirer
found that policies ‘and procedures followed by Federal . buy;nq
activities also restrict the use of small technology based. ”
firms. Following are some of the more significant 1mned1ment5
encountered by small ccmpanles'

¢ It ig dlffxcult to Ldentlfy and respond L 'chernmen:

- R&D reguirements. On a competitive bagis, large frrms
have a greater Cﬂpabllluy to determine what the Govern=-
ment is interested:in-researching .and.to.-unravel the
comnlexrtles of‘“Requests for Propasals for R&D work.

° bremara.tlon of prOPOSalS is- xeensxve and tlme-consam'nq
“to-a point frequently exceeding the capabxlltles .of
small Flrms._

° A blas in favor of laxge flrms can exlst when awaxdrng
R&D contracts. . The:itendency. ls to ‘consider awakds o, | .
 large well-established- flrmS_“saferﬁ than. to small f;rms;:
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S e L 5 .
4. Intensive éfforts .should he mads by‘Federal agenc;es

" tos redude or: compensate-for impediméntsregpetfenced ~by »Sma1L

technoiogy.based, flrms.wﬁﬂhese,effo:tswmaywlncludeﬂbut not

bhe llmlted ta the follow1ng-
Early ldentlblcatlon and publlcatlon of agency
“RED requirements. o ]
b. Coordination of R&D requirements with Small:
- Business representatives. early ln the
vaulSlthn process. :

¢. Use of the Commerce Business Daily to prOVide-
_advance information on anticipated contractual
requirements fcr R&D. : :

d. 'Providing methods faor small technolegy based |
firms to obtain an understanding of requirements
which may not be possible through the written
solicitation. For example, some buying adtiwvities
currently provide research and technology libraries, .
catalogs for technical requirements, and special
briefings to explaln their research and technology
needs. .

e. Providing sufficient time for firms to prepare
and submlt proposals.

f. Reducing ‘to the.extent feasible the time and .
supplemental data reguired between receipt of
proposals and award of contracts.

g.-_Prszdlng agency R&D points of contaci for small
firms.

5. Agency pcllc1es and procedures shOle eanurage
unsolicited proposals. Contracts should be awarded for re-
seaxch -and technclogy efforts based upon the merit of such
proposals without conver*lng the reguirements to competitive
solicitations. C ) -

6. The agencies, including the Small Business Admlnlstra—
tion, should use more technically trained personnel to serve as
advocates for and advisors to small technology based firms.
Special emphasis should be given by such perscns to the advance
procurement planning process for R&D requirements.
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" Arvrenprx 1T
“SMALL FriM$ AND Febbrar R. & D" By, WL K, ScHuing _
“FFICEOF IPEDERAT PROOUREMENT”PODIGY‘ OFFICE-0F-MANAGEMENT D+ BUDGE’I‘,

BXEcUTIVE OFFICE OF THE PREIDENT, FEBRUARY 24, 1977 tBACKGROUND 10 OFFICE .,
OF \c{ANAGEMENT AND BUDGET REPORT OF MA.ROH 10 197‘7\\

SEIALL FIRNS i\![) TEDLF‘&-:L Q&D

" William K. qrﬁelrer, Lonsult&n*
~office of Federal Procurgment Policy
CEfice of Managemzant and Budget

-Executive Office of the. President

For at least the past decada, there have been growing and
general ‘concerns that the United States has Failed to. maintain
its record of innovation, especially a5 compared to the.rest
of the world. -The Federal Government has been dincrsasingly. - ..
concerned ‘that lts policiss may, in cerbain instances, -adverszly
affect 1ﬂnovaulon in the private sector.  Inm particular, uhefe .
has been an intensiiying uneasiness, fraguently concomitent v
with the overall concerns, thai Federal research and deve Cgﬁent
{(R&D) -procuremént Policies may nobk be ¥ing. appropriate idv nta
of the innovative capacities of small firms. . This report -con-
siders the guestion’ of whether small £1r ‘have an appropriate
share of Fedéral RED procuroveqcs.-

\J

The report Llrst ad@re: a3 swaLl Firm perxformance in terms

of Federai interests regarding R&D contracts, éon"luc*nq that
small firms have compiled a striking record of innovation in

_the private sector, especially given their share of the economy

. and the resources expended by thewm.on RED. Pata collecited

- by the Office of Federal Procurement Policy on the current

. small firm share of Federal R&D awards are then descr1u0u, with -
the concdlusion that zmall firms should probably be rfeceiving
moxre than their present 8% 5hare of Federal R&D- awards to. :.
industry, even allowlng for-contracts thal cannot feasibly
be ‘broken into parts sufficiently small. and allowing for sub-—
contracts.  This conclusion i thén both verified and explained
by identifying a number: of jmpediments- to small business:par-
ticipation in the Federal R&n: cess which are not found: in. .-
the privdte sector. The identification of impediments produces
a pumber of redommendations concerning stability and efficiency
of R&D -funding,- administrative requirements, nature and timinu_r,.
of Reguests for Proposals, treatment of proposals, and conltact
between small firms and technlcal personnel.

This roport is based upon a synthesis of apprqx:n1tn1y 75
documents; the bibliography has aboub 200 items. Citations
are in the form of author and, where appropriate, page number; - S e e
the volume number or date is also gLven i£ necessaly for identi-
-fication in the bibliography. .



S fThe third aspact of what can bée accomplished by Federal

' R&D connlacLs WLLH lnduerlhl flrma ‘is that ‘the recipients of
mall firms, are £3
chnthonnd-‘ By m, SOREFIETE IR ERAET & FLain coEES

o QRN REOPFRA G- QU AT E 2 G 1w Voﬁemhna -Rspeot-dae
_necessarilky contradict the arguments - that will be cited balow
that small- firms-are more efficient in condvecting R&D; it
only indicates. that there are ccoﬁowleq of scalc in some
aspects ol peal ovnlng R&D.. e

First, o caveat: Therc is no necessatv. co1p°ct10n between
. strengthening a firm by & Government  contract: and. enhanCLng T
that :firm's innovative capacity in the private sedkor hs
Arthur D. Tittle (p.1) put it, "many U.5. companias wwfn pProTen
xrecords of developing:and marketin —péﬂ'produch_-often ‘shun '
faderal RaD funds. "

- As for the firms which.do not shun
Federal funds, "a firm doing contract Ra&D ¢ill find that its
knowledge and .skills will in time bheécome increasingly
to goverament.intefests. and more and- more IDIOJﬂd from tne com—- §Y
mercial area™: (Danho_ - 248). : L

. f'thfbhls in: mind, uha* are tha: alfforcnce4 betweon small
and large firms i novative capacity v, size ond resourc
expended? U Nobe” the stiess on ivnovation rather thnan inves
The diffeience isidphly’'illustrated- bj thé' folldwing story'told.'
by Brown' (pw713}):: "In January 1971 the Wew York Times Duollshen
an announcenent about & most 1nnort it 0.5, dnvention; in
February, ‘the London Tifdes noted the importance 'of thé U.S.
invention but clarified the record by stating that British: -
scientists had made the' invention 15 years earliev as published
.in a British patent {the nunber was ClLed) in March, Izvéstia
agreed with bthe-importince of the invention but alalmmd Russian
credit for it based On & publicition by two Russians 25 years
earlier in-a Russian journal; and in April, Japan abnounced
. the export to the U.S5. of the new produc;, basea cn tha U.S.
invention" {emphasis deleted).

‘I - -

There are many differences behween mall and,large firms . .
1—z:le\remt_ to’a discussion of innovative caDac1ty._'Thése differences:
can be grouped,: somewhat arbitrarily, in termé oOf-incéntives - i
and capabilities, and’in terms of individuals vs. the firms'
as a whola. The differehces aké discussed bélow in the” Following
order: . Lirm incentived, firm cdpdblllt]cs, dnd 1ndlv1dual ’
lncentlves and CPpabllltlcS

34-270 O - T8 - 29
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5 -
firms can ngqal An terms of manpower, facilltlcs, cr other

resourcas.  The greater resources ¢f the lavge £irm also means
'tn1t i can rLduce undertanlngkl

nucher qf,pquectsg

p?odure mor proﬁLcLJ, making, it
it will be aJle,to use any’ SPran Lpltouq rasults of;itr RMD.
However, according to Kamien and Schwarksz (19!5 .27}, “tha:
role of diversification of products in fostering. or retarding.
innovatidn has been examined statistically,.but UJLhOUt & clear:
conclusion.” . 7uf B -

The lesser. reSOcheq of- the small flrn may maan _that it
can . perform ‘résearch but not the' later stagzg of innovation
{developngnt, :prod ction, WaTkGLlﬁC and di. ibution). ~ccordlng
to the National. 5c1enc° Foundation (Hoqan nd CrLr*Lh*ellO, pv322),
compapies with less than 1, 600 amolovees spent.61l% of the
funds in 1871 on dcnclcumhnt, as opposed to 783 for ‘all .co
The U.S. Panel on Invention and Inoovation estimated (p.9).
thalt reseéarxch’ and “development represents _t);’ll_y_ﬁ_—l(]’ of the :
costks of a successful pLOﬂUCt_lnﬂOVaClOﬂ.' Cné way of obualnlng
the necessary . capital is for the entudpreneuvr. te have .the
ahility to make. a convincing press ation to a ven;ure captial-
s iet with bns , some ueneraT techlrcal Pnopleog . An altczpu—
C.tive is that ™Some larger companies or -groups with holdings
.. in a swmaller enterprise have heen valuable sources GLHCJplLLl

tand m gement skilkl . troying, the‘entrepreﬁﬁurial L
o ogualities of the small concern” (L Layton,: Harlow, and.De Hoghton;
p.7Y. Falllng this, the entrepresens <an try ta licensa’ hl,

invention. Bm{hmzmbyﬁhmumdyrmfzmnjwnwwt;,
inveatad here!. syndrome cited by a number of. authozrs.

Fven to the extent the swall firm feels it has the nescas-

sary resources, it m may suffer from.a lack:0f depth in certain

hreas, parrchl le in,the later.stages of. nnovation. ~Charpie -

{p.7} commants on tha 1nnovatcr- Ordlna*lly, he hds a stronger

technical -JCujIOLﬂd than- he. does. an administrative or management
backgound." TLitwak and Maule (1972, p.10-%1). add: “A-general )
dﬂFJCleuCy in' the area of murkehlng has' been .a recurring theme .
in our studies of ent*en“encur hip dn smallxﬁlrms... Lack of a
mdnagcﬁent orientation is frequently- thn reason. for tbe failure

_ of entrapreneurs to commercialize.their product ideas.” But. .

Cthe U.8. Panal.on Invention .and, Innovation (p.27) referred to : -
Tiha prablpm LhTL a e . na*kHL rﬂplcsuuts ko Lhe 1 compan[ ]
establishéed macketin aff.. Indeed, -there is no qnﬂstLon that
good innovacive chportunltlas often are not’ exploited because

" the company Ilacks the reguisite: market fanlllarlty {emphasis
added). Monsfisld gnd Wagner .studied 20 major f£irms and con-—-
cludad (p.;ﬂ?) that "Apparently, the rate of technological
change courld bhe increﬂs;d_s rnl’*Can,ly. Wltnqﬂk‘QEbSuLﬂ-¢dl
increases in R and D expen 1f firms could make fuller
ase of the R&D L“SL]t that ti alroady turning oui.”

l
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z'oOU"*e Lomm*fnmﬂi to a new idna in the face.of.inhernal )
5 to ¢l i tandap reluctance’

J THere is an unde 2
t from "hgt has been 2 successful-pattern 0L busines
Invention and Inmovation, v-28). 7 T

2ng

>

unrel;ced concequ, olhow_( 908
; speciglizai ropabl
ue with one’ 1oads the dice in’ fﬂ“o* of .

rt, O - ‘analogous 'rtd W Hre ] port
The more an 1uvﬂnt0f can pull oot and unral tLd
the more originzl his iceas are likely to be.w_—

On the guestion of firm ca
Firm hes the ad»antaqe'a: great
stages- OL

ties, then, the large
ourcas, particular

small firm has tha
! P11Cdt10n5 Eo*

is

Inltv1d'

The third group of differences. between small and large
firms are the incentives and cagabilities of .the indivicuals
‘.compr1°1ng the firms. ‘Large firms offer greater salaries
fringe bendfits, sscurity, support in “facilities and %t*ff,
and contadt with ‘colleagues hav ng related P?OfES¢lODal_fﬁter€StS.
*Anotheax supposed dvaﬂtage o Eng’ large firm in innotatiofn is
that it attracts and retaing the best enthDtengurlal talents,
by offering: thes g *eatest challengeo and’ onpOrtunltles ; Aamien“
and Schwartz, 1975 p 2?). o

Tha: larqer the firm,” howener, the more lik elyruneLe is’ a
dlverOSﬁce betiéen’ the interest$ of the individtal and the
firm. - Rotondi's empirical work leads him’'to conclude that,
“organi:abional-climaﬁéé may effsctively emphasizé éither. crea-
‘tivity or crganizationzl identification, 'but not Both" (1974,
p.54). Rabinow points out that "Many .of guxr. cormcrakldns ares.’
no - longer mapagﬂd bv the;r foun@ers. ‘The present, day ‘pro- . -
fessional mapager® is ‘often moh1v ad by shori-term 1ntcrcsf A
only: Hc does not have . dﬂy emotional involvement in-his company
predu - nor is he’ gcln ke lea"e hls busine =5 tO- bLS cﬂlldrﬁn
{1876, P 4)

is
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T 24% wore Drodvcnd by companics with 100
‘Manufacturing companies contributed 277
innovations. The nunbnr of manufacturing

510 pillion in sales were..(p.222):

enpl c“"'
ta 99°'ﬁr3]0; STe 1N
of the 319 U.S..

atloqs R ST YT T B TRV ERT8E

1,000

. x00-999 . o0 or mare .
| gitgloyees L T employees
32 : :_ff 2.4 -
R VVV_A L2060 olls
20 L o1

and reccipts during 1%$58,°
-1xely The average lag. between inventieon

yedrq'for,all.b 5. inncvations, : The
‘relatr1 to NSF daka (Hay 1975, p.4l} on
'4engi, Fen years: e;r’Lar for flqu

-58 and | R&D ‘e Olojman-"jThO Tes Ulto
d R&D scientists and-engl1 rer.s afe 1.7 innovations
rhle¢s than 1,000.em910yeesuand‘0.4 innovations -
Swith more than 2,000 This comparison.

tate the differences. lu LnaL 1"01ogits the R&D

"ang c igineer :1tn any ﬂ jor lnnOvaUDnSStENF‘ﬂg Lrom
the

in . % it OVCIJOOAS the: dlsparltlcf in cosbs per

t or eng1neer which . in 1973 vere $32 Lhousand for

th less than X, 000 employees ‘and ¢6‘ thousanl for
employees or meore (p 4G} . s . -

; Lhe ev1dence
Tecc_d 0 1nn0vab

opm“

HE PR.JSE\T SHBLL FIRH. SHF;-U:

L iIn March 1976 the Office 0f Federal Pr0curemhnt POlle
-(orpp) Teguested data on small firm parf:r1phtinn in Federal
Rep Irom .a numbeél. of agencies significant in this process. The
Smal’ -Business-Administration dnflnltlon of a small business
is thWCallj a - firm of: lcss thuﬁ 500 emploveeg, with tho addi—-
tlon of ia cELEmE AN X few of the

awarés, incl JGd in the. torErrms with
more; tngn 500" employces’: S




T business vs.

‘of approximalély $8.5 billion in awvards to all business.
 Endustrial: obllgatlons were about 45% of obligations to.all
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The R&D- buslness;

-ards reported to OFPF are not alua;s

'cons;;tenL with the R«Dvlndustr1al obligations reported to the

NationaliScience Foundhtlon (NSF) - ‘There are four possible

sources of the numarous difierences: the NSF data may be more

“thereimay belintri-a agency differences) it the daflnltlons
h .ang, .d 3 t, e Obllgé\tlons,,wand/or k)

1ndustry. :Based upon extensive discussions with

a nunber of agenciesy the.most important explanation of the
dlfferences seems to be tfiat the! offices with data on small
business: part:.c:.pat).on ‘do not .generally use the same defa_nlt.lnns

of regearch and development as  the offices which supply data. ..
on R&D lndustrlal Opllgatlons to HMSF. This.leads to the fOllOUlng
rec0ﬂmendutlon. N T o .

RECOWJEMDATIOW ONE.. Data.on small. firm participation in Federal
R&D should be” reported dn1ual1y to' the -Small Business.Administra—
tion. . Bach reporting activity: should-use the’ same - dﬂ;;nitlons

of basic resedrch, apn]led research, and development. These
definitions should be ateconciliation of the definitions of °
the National Scxonce Foundat*on and the Sccur¢t1es and Lxc ge
Commission. :

The agenCles whlch respondhd to the- OFPP recLest fGr d?La :
represent 99% of fiscel 1975 Federil. HiD obligations to industria
firms -and 94% of obligations to all R&D performers; including -
in-hotse perfgrmezs of research and deﬁclopmant. These agQUCiES
awarded $665 million in contracts to small business, or 7.8%

performers. Thus, '=mall business recelved about 8% of obllgatlon;"
to 1ndustry and about 3 1/2% oz obllgatlons to all performerq.; :

" Bvén. allowxng for: coritra cts that cannot feas;hlj be broaen
into parts: Squ1Clent1y Small’and allow1ng for subcontracts,.
the small firm:share seems: low in view of the striking. record-
of innovation that small firms have compiled in the private ;.
sector. In addition, other N3P data (May 1975 Tables B-§ and B~35):

. indjcate that the 1973 share of companies with- less than 1,000
< employess® in:total company RED funds, 1nc1ud1ng subcontracts,.

was one-third greater: than their. shire. of Federal R&D.funds. On
the other hand, Manszleld Rgpoporu, Schnee, Wagner and: Hamburgbr

-surveyed 22 small RsD: flzms in the Phlladelphlc area and found

only six firms. that "think that they are gehting less than’

they Should.”.. With regard tol age of f£irm and ‘percent of sales.
accounted for by the fedexal governnent, there xs llttle ﬁLffolencc
betwegn’ these firms and the others" (p.59).-
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The suggestion that small fifms should be ‘recciving a
greater share.of Federal -R&D:can be hobh.ver ified and exptainad
by identifying impediments ‘o’ sm#Ell business participation in:

U the Federal” R&D yLoc;ss wnlch are not fouﬁﬂ ine he prlvate scctor;-

- .argqued that the Government interest in R&D itself stems fron

. THPEDTHENTS TO SNALL FIEM PAR’J.“"CTPE\TIOJ IS

The pxeccdlnq dlscusalon suggﬁsts”that small f:rms face
1nnad1rents in:thé Federal’ ReD procure ent  process, i aboveand
beyond the impediments they face in the private sector.’ A
general indication of such impodipents is the lac¢k of influsnce
of small firms:. *the track record: durxing the recent f-yorr.
leveling of+R&Drhas demdnstrated clﬁarly that in-house government
laboratories: have..suceceeded best in protecting their budgeks,. Sl
followed in order-by universities; non-=profit.organizadtions,
big business,; and'small business”.(Research and. Davelopment Study
Grouvp of the U.S. :Conmission on Covernment Procuremsnt, v.2,
p.89). Waterman adds: - "the procwenent:practices’ of the . °
governmenk are not well deslg“nd to fac;11LaLe small ou51ne g3
participation” (p. 49) .

i For purposes of ldent*fyzng spec;Fic 1mpndivnnts to 5mall
. firms din the Federal Rsh process, it is.convenient ‘to- divide:
the process into six.parts in.a somewhat arbitrary. order: s
identification of needs; acm1w1strat1ve raguirements, treatment
of unsolicited proposan, presosal” evaluaLLou, contract que, ’
and stablllty of overal] andlnd _

Identlfmcatlon Of Vceﬂ?

The first step for the small flrm is to not only 1dent11y
Governmant needs but when they:will be needed.  This is more =
difficult than in the private sector for two reasons:i “the-
Government need stems from a decision to have R&D performed
_or; more gencrally, an . interest in a certain kind of R&D. .
Such a decision or’interest is more:diffi¢ult to indenbkify than
2 need for an improved product -(£or example} . because the i~ .
Government need is for ReD xather than.a predudt. It could b&"

another more basic.need which.could be identified.as private
. sector heads are ideptified. ~Buk the Government interest-in
R&D also involves the decision that it is worth-deing Red: |
‘on -that basic need; the small firm is thus in. the position of
" identifying not only. the basic need ag it does in the privare
smchkar, but also someone else's- interest in R&D on that need, . !
a determination it makes for itself in the private sector. i
. Further, the involwvement of other decision makers in ESthlTShln"
zn R&D nead 1ntroﬁuces the question ¢f when that nced-will be

. established. This is at least aa dlf;lcu’t to Ueucfﬁlne as

the R&D need itself. - .
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a .

BRCOM ) indications of the probloms for which
an aJ ek contruch.'cseurLe should. be widely
dis sgon as possihb verytnt 1§ should be done

"know

to Lry to let potentidl pexfor shat. kinds-of work the
governmankt I

CwWork will Hn

wEQn Dptimal us £ A i : h\“ w111

to He coptractlng ;or and when RFPs foxr this: ;-

be Coﬂmltued b; the propo 115....? {(Biderne _“nd Sharp, P. 40}.

VDATICN FIVE. RFPS should be w:ltnnn to- provlde for
a Witich.proposals toula bé entertained.and which-

choqu
hrouad

would amouni to 7ub11C1?1ng fone Sf the interests in vnsolicited =~

proposals,

RECOMMENDATION SIX. Contact het sen tcchnlcal DE rsonnel_and
gmall I:rm; shouln be p10n0L64 byt . -

A. Regular cpcn \or} hops.wheig tachnical personnal. describe
agency needs and o

B. * Announcements in the Commarce Bu31pc s Dallv of llats
wnlcp glve the names of te"qﬂaca] liaison nerJonnel.

Aﬂmlnxst*athe Rouulremmnto

“he second” step for the small. flrm it the Federal H&D

progess is to piepare a’ propasal. ‘A necesgary part cfany full ;'

proposal is the compilation -and prasentation of a substantial:
amount of non-technical -infoxmation concernlng overhe‘.d rates, .
eta. These reaulrenents and cther administrdtive requlr"ments
such- as perlodlc reporting de not have z-gounterpart in the

private sector.. Bacause Iam111ar12htlon with thnse requiremsnts | o

ig in part a- fixed cost Of doing ‘buginess with the Goverpmﬁnh,
large firms again have an aqunLage of:scale.:; It .is ironic
that many of these requmrenentv ‘were instituted in an.effort -

- to compensate for the.lack of market competltzon, but their
unwitting effect’ has been to discoura ge .small firme. from par
patlnﬁ,w1th the result of reducing ccmfetlhlen in thls manner.

Watvrnan {pl113); asked hlS saWple of’ 568 prccurenent and
-technical perscnnel to'what éxtent the adnlnlstratlve require
- ments impaired the! ablllty of. small firms to. compote for R&D-

contracts. - Of the 485.with an opinion, 75% felt: that small -
firns were impaired; ‘hal¥ of those f?)t ‘that small firms were;
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RECOMMENDATION. ETGHT. -"Eliminate restraints whic ‘scourage -
‘the generation and acceptance of innovative ideas through )
msolicited proposals™ (v.2, p-25). . . S T

B Preposal Evaluation

et e # t ! jiu

of observations that small firms... freguently J.os.t= bey pedple’
- in the course’of cont ract perfov nce and are compeglleéd to

rely on less LUﬂP”LOBt dnaes® (pLl40) . Sach an evaluation iz

more important than in the privaﬁe sector bocauss

is less well-defined and there is conseguantly & . )

possibility OF; effective-defanlt withont leégal racourse. fue T

* to-ambiguities”in ‘£he ‘definition of tbL work produpt.. Faxrt -~ -

af Lhis lh@bdlmﬁnt can be meb by mors pracise sp glfLLaqun ol

the product as in -Recommendation Three. nnohh‘t epproach would

be the following recommendation.

RECOMNENDATION PINE., Greater use ohou1d e madn of contra
prov131ons rncu1r1ng tha par;lclgaploﬂ of key perqonnvl.

- Aﬁother impedimdnt faccd Ty amall s 'is that many small
~. fiTms are hon n. to technical pegsonnel; this 1mpﬂd1n
Lds addxessnd in’ Recommendation Si The 1mportancc of & .
1mpedlnenn ‘I's wnderlined by Watex an'ts LLndLng {p. 1?7) that b
when ‘the technical agency recs: nds a gource, the &onk

ig awarded to thd.soarowwore n 753% of the time accor ) .

to 56% of the 507 re&ponaantv with an opinion, and 25% to 5% ¢ R
-of the t1ne 1ccord1ng to 3 o"‘tne .respondents with. an oglnlon;' )

Contract SLze

Large contracts preclude shmalil® flrma Lrom conpetlng as :
prime contractors. A large firm is paid in such cases o break"
a contract down. | However, there may be instances where a . -
contract could be’ bxokpn down noxe efflclnntly by Government
technlc 11 personnel. .

RECOHWTVDATIO! TEN.  Grealer ‘attention should be paid to ovefall
expendltures (1ncluélng in-house expensegs) .in detexmining the -
size of contracts. A .
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The kon. James T. Meintyre
Cifice of Management and Budget
Page 2

dréapond

aTHFIY
Wiagad and &isadvantages of mplement:mg each of .-

You may {be Jassured of our desire to work with the Administration and

encourage indysfrial innovatjon in every way possible.

YIhrmmas Melntyre o
4

Mid/hsl . —_— T, v

John B. Breckinridge
Member of Congress
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While many people view research and development as the province of
large, national and multinationdl companies) -swaller’ businesses have:: ! <.
demonstrated a particular effectiveness in the developmeut of technological

~-iangvations.:” T g

Small businesges aud mdividual inventors have been respunsible for
more than half of all mejor inventions in this century: the xerox copler;
the vacuum tube; peniciiling. shrink-proof kaitwear;. dacron;: the: zipper; the
helicopter; air condicloning; and the bhall-point pen, among: many others:
Smalt business. has .led .the world and. the. American eeonﬂmy :I'.:n. technological
advancement. .. S -

High grewth rate in employment is Emuther hallmal:k of small :
technology-oriented businesses. A study conducted by the Massachusetts -
Institute of Technology Fouamdation. revealed that. five: young techmology ! - o
companies, when cempared.with-five mature. companies. in similar indastries,:
increased thelr employment, sales and taxes:paid 40 percent more:than.the. ' :
mature companies. These increases occurred in the period 1969 to 1974.-

Moreover, a repor prepared by the foiee of - Hanagemenr. and Budgel:
in March 1977 demonstrated.that:small-busiresses were more-cost efficient. -.: i o
in generating technological. Innovations..:This report:stated thkat fthe ratio. = - . -
of lonovations to sales is: approximately: 30 percent greater: for small;firms ... == 7 .
the cost for research and development per sclentist or englpeer is twice as..i.-- ¢ ;I
great in firms that employ over 1,000 emplnyees than it is in fims that ’
employ less tham 1,000 employees. L. - S

In addition tu its” inventiveness hig gruwth rate and cost
efficiency, small business has.carved.out: a:special:miche for:itself because
of its efficiency ami flexibility in perform:mg research for I.arger
companies.

As a rtesult, many small techneological resesrch companies and
lzboratories have been’ formed.for:the: purposé:of .providing research -
capabilities and services to companies-lacking facilities mneeded:for the :
development of specific seiem:ific rnjects. R e ST I R

) Imp'ed‘:rjnenta"to Sméll 'Buéiﬁéés
During the past quarter téntury, many econonic pro'blems have ‘arisen
to stymie the progress of small busipess, A typical small business owner
may devote loang kouts to creative proiects, only to face obstacles’ fich as

limited access to securities markets, venture capital shortages, onerous
taxes and an overabundance of'papemork and regulations.

New ventures and new techoological innovations made by small firms
require access to venture capital and long~term permament financing.
In most instances entrepreneurs and small business owners do not have ready
access to enough of this capital te invest in industrial innovation.



We would appreciate your considering ‘our v:lews, ﬂud we request ‘that, -
: this lafiér ba.fneluded: fsi- the ‘hearings: record.- .

“Hilesn Davig.
Vice President )
Legislative Action

et " Committee Members
- Herbert L. Spira
Robert J. Dotchin
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We'have & good start at. such’a mlssmn-orlented display: already developed in-our
functional analysis, Part § of the Budgets : Atithe National needs ievel, - the

. -aggregates for' the ‘most part tie ifits” end-—purposes e.girdefense; health; energy; and -

ageney mission; it is intended to spothght relatively small but immensely leversged
"ront end” program investments. Frequently ‘R&D can leed to large scale
-procurement or operating programs, so it is particularly eruecial that we be gble to
see towerd which end-purposes the: Federal Govemment’s R&D funds are being
applied.

We recognize, of course, that some B&D is not. and should not be mission eriented
but rather should nurture a base of science, technology and fundamental knowledge.
Such science and technology base R&D is shown as a separate category. We have
attempted to mateh the rest against missions {e.g. water transportation) and further
split it in two to show funds being used in the (1} early stage of concept and
demonstration and (2) final development of new programs to be put into use. These
data, then, give us a feel for the baiance between basic and apphed—type R&D w:hlch
for fiscal year 1979, is at & reughly 1 to 1 ratio.

Within the mission-related categories, mejor system acqusmons as defined in OME
Cireular No. A-109 are displayed by the agency mission they support. The display
does not contain all major system aequisitions, since it is limited to research &nd
develepment budget authority {i.e., production and procurement of major svstem
sequisitions with other than research and development funds are not included).

The summary of key data is as follows: LA e
{in millicns-of dollars). -

Science and Technology Base -$12,052.2
Mission Oriented , LE L e
Coneept and Demonstration Development: $5, 363
Full-Scale Development &0_2_!;_5_
:$14,393.3:.
R&D Manasgement I SR SRR 4 2,464.68 -
$28,910.1

" .The mission oriented R&D work ranges from highes of $1,827.7 million for the NASA -
mission of Space Transporatation and $1,466.5 mllhon for the Departmerit of Defense
mission of Stratsgic Offense to lows of $2.8 million for the Department of
LComimerce missions of Maritime Technelegical Development and Applications and
$4.6 million for Maritime Business Environment.

~dneome-security.-The-enclosed -R&D.mission-dispiay. deals, with.the.next. Jevel.o=.the....



CHART 1:
FY - 1979 R&D BUDGET AUTHORITY

RED MANAGEMENT

SCIENCE
AND
TECHNOLOGY
BASE

DEPT. OF
DEFENSE

DEPARTMENT OF
 HEALTH, EDUCATION
T WELFARE

DEPT OF

OTHER

DEPT. OF | NATIONAL SCIENCE .
AGRICULTURE -

NASA .. FOUNDATION

JNENERGY DEP]'. OF

DEPT OF
02% COMMERCE

L MIssion T\
ORIENTED | |
ToAEeD |

DEPT. OF
DEFENSE

1.4% TRANSPORTATION |



475
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- Concept and demonstration development, :which is..the
systematic application-of knowiedge  toward.identifica-
tion of solgticns to meet specific functional or eco-
nomic requirements, 1ncludlng development of specific
application prototypes and prodess (ive.; theé develop—- -
ment-of.activities that. follow the first key decision

described in section 93 HRd precede the the” third key -
“deg¢ision described in section 9c¢ of Circular. No. A-logl.,.‘

-=- “Fill-scale development, which is- the systematlc appll
“gation of knowledye toward production of useful materials;
~devices, systems or methods;:-including. desiga, development
tand improvement of eguipment and:processes.to meet P
“gpetific functional or economic requ1rements (i.e.y )
activities that follow the third key decision descrlbed
Cin’ section 9e¢ of Cirgular No. A~1G9).

Sc;enee‘and technolegy base is the total of- bas;cireseEIGn;'"
appliad research, and technoloqy development.

Agencz missions are those responszbllltles for meetlng L
national needs assigned to an agency. Agency missions are.
expressed in terms of the end purpose capabllltles to |
be ltlmately prov1ded by the programs.- .

Programs represent an organized set of act1v1t1es dlreoted

- toward a. common purpose, objective,- or goal. undertaken or.
proposed by an agency in order to carry out the responszbll—
ities assigned to it (i.e., major system. acqu151tlons as, ..
descrlbed by Circular A-109 .and implemented by the agenc

Sc1ence and Technology Base

The science and technolegy base as shown in Tabl RD—l, 1nclud
basic and applied research and tachnology development These
activiries are direected toward an increase in knowledge and in
the understandlng the appl;cabll;ty of the knowledge and as
such. support all agency missions: .
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] Concegt and Demonstratlon Development

-Tfable RD—2 anludes flve agencmes which have pro ramswjmajor

St

system acguisitions) which are directed to spec1f1c agency
mission needs; " These program efforts are in the concept g
formulation. or proof of concept demonstration phase of develop-
ment, | The data entries labled "Other" are aggregates of all
nen-major system programs in this staqe of development for the
agency nissions shown. o e ; .




.Agency

i Pable RD-2 CONCEPT AND DEMONSTRATION DEVELOBMENT

{in milliona of dcllars)

R Agency Mission

Proqram

1979

. Budget: Authority -

Dept. pf Defense
{cont'd}

Tactlcal Warfare - TLand

Tactical Warfare & Air

Tactical Warfare - Sea Con-
trol :

surface-ta-surface Missile Rockel

. System:
XM<1l Tank Gun Cooperative
Developmeant
Advanced Multi-Purpose Missile
DIVAD Gun
advapced- Amphlblous Assault
craft ¥
Landing Vehlcle Assault
her. . ... .

Béfoﬁd v1$ﬁ51 Rangs Air-to-mir
..Missile
ced. Medlum Range Ajr-to-Air

Conventional Airf;eld Attack
Mlssile B

Air-to-Gfdund Stand-Off Missile

Combat Aircraft Technology

AV-BB Aircraft

nght Attack Aircraft

Other

Land* ased Support Aircraft™

Advanced Air Anti-Submarine
warfare

V/STOL Aircraft’ Developmant

Surface-~to-Surfdce Missile™
Development

Mew Ship“Design - b

Long. Range Dual Mlas1on Mlssile

Advanced” Submarinhe Design

OTH ‘Pargeting :

Moored Surveillance System

Estimate

+G8F



‘ Table RD-2 CONCEPT AND DEMdNSTRATION DEVELOPMENT

{in millions of dollars}

1979

oot wno . Budget; Authority
Agency Agency Mission Program Estimate
pept. of Energy SR High BTU Synthetic Pipeline Gas 0.0
{cont'd) «.Demonstration Plant oo

_Fuel Cycle R&D"

Energy- Supply Research and
Technology Development:
Gas Resource

Energy Supply Research and
rechnoldgy  Developments’
Petroleum Resource

Engrgy: Supply Reséardh and
Technology bevelopment:®
Solar

Bnergy Supply Resgarch and
Technoldgy Development._A
Geothermal’ :

Energy Supply, Regearch and
Technology Development-
Magnetic FuSLQn

Energ ~Supp1y, Research and
Tet¢hnology Development.

' EnErgy¥Sﬁ§ply‘ﬁéséeréh-énd

Technology Development:
Breeder Reactor

"H" Coal Pilot Plant
other

Other

Other

10 MWe Solar Demonstration Plant
Othér

50 MWe Geothermal Demonstratxon
Plant N
Other

Other

Other

Other

N
o
W
@

7.5

119.2

70.8

187



Table RnN-2 CONCEPT AND DEMONSTRATION DEVELOPMENT
{in millions of dollars)

10 -

1979
Budget Anthority
Agency Agency Migsion Program Estimate
Dept. of Energy Atomic Energy Defense Waste Isolation Pilot Plant L 340.0
{cont'd) Activities: Weapons Defense Waste Facility Savannah 75.0

bept. af Transporta=-
tion

National Aeronautics
and Space Admin-—
istration

Activities

Atomic Energy Defense
Activities: Special Mater-q
ials Prcduction, Process
Development

Atomic Energy Defense
Activities: Naval Reactor
Developnent

Atomic Energy Defense
Activities: Intelligence
and Arms’ Contral

Ground Transportation

Air Transportatiocn

Water Transportation

Expand Scientific Knowledge
of the Earth's Environment,
the Solar System and the
Universe: Ion-drive/Comet
Misgion Studies

River
Other -

Other

Other

Other

Dept. of Energy Sub Total
Advanced Group Rapid Tramsit
Program
Other
Other
Other
Dept of Trans. Sub Total
Other

637



Agency

Table RD~-3 FULL-SCALE DEVELOPMENT
{in millions of dollars)

Agency Mission

< . program

" Budge

1979

1z

et huthority
stimate

Dept. of Commerce

Dept. 6f- Defense

Qceans and Coastal Zone
Policy ¢

Oceanic and Atmospheric
Pechnological Development
and Applications

Maritime Busine&s Environ-
ment . ‘

‘|Maritime Technological

Development and Application

‘Stfhteéic 0ffense’

 0cean Fisheries and Living

Marine Resources Survey Tech-
..hology Development

:Increa31ng Use of Ocean Fish-

“eries and L1v1ng Marine Re-~
sources

“Marine Calibiation and Testing

Serv1ces B

'AeIOChartlng Research

Data Buoy Development and
Malntenance

. Environment Sefvices Equlpment

Development

‘satellite Environment Sensors
“Automatlon of Public Forecast .:

. and Warnlng Field" Operations_
“and’ Servicdes- -
Public Weather Research

| Aviation Weather Research

ther

‘Advanced Shlp Development

Advancded Ship Operation

‘Maritime Research

Advanced Marine Technology

‘DEPpL of Commerce Sub Total

‘Minuteman Squadrons

Fleet Ballistic Missile Systems
TRIDENT ;

TOMAHANK. Cruise Missile

124.8

“E4.1

265.6

135.9"-

152.1

oy

T



Table RD-3 PULL-SCALE DEVELOPMENT

- 14

{in milliong of dollars) .
: : 979
Budget Authority
Agency Agency Mission Program Es

Depﬁ.-éf befense
(cont'd)

Tactical Warfare - Sea Con-

trol. -

‘tractical Warfare - Cnmbat
‘Support

‘IIntelligence and Communica~
‘ftions. . .

Other

Gulded Gllde Bomb

MAVERICK Close Air Support Weapo
System

Other-

LAMPE MK-1ll Hellcopter

Ship. pDevelopment. .. . - :
Major. Caliber. nght Welght Gun
CSEDS: (AEGIS). s
Standard Mlsslle Improvement

| Vehicle  Taunch Standard

Tactical Tow Array Sonan . ..
Other

CH-47 Helicopter Modernization

i) C-5A Airlift Squadron
|- Pri-Service Facility Command Sup

Navy TRI TAC

Air Force TRI TAC

Tactical Operations System
Army/Mavy/Marine Corps

. JINTACCS. . © t:

‘AWACS

Wild Weasle
EF-111a
PreCLBion Locatlon Stuke System
CH=53F

General Defense Intelligence
:| Program

Crytologicval Programs =
Special Activities
Satellite Communications

-Defense Satelllte Communications

System

timate

e6¥



Agency

Table RD-3

Agency Mission

FULL-SCALE DEVELOPMENT
{in millions of dollars)

Program

v 16
1979
Budget Authorlty

NASA (cont'd)

Expand Scientific Knowledge
of the Barth's Environment,
the Solar System and the
Univerge: Conduct Physics
and Astronomy Investigation

Expand Scientific Knowledge
of the Earth's Environment,
the Solar System and the
Universe: Lunar and Planet-
ary Exploration

Expand Scientific Knowledge
of the Earth's Environment,
the Solar System and the
Universe: Life Sciences -
Biological and Space
Mediecine Investigations

Application of Space Tech~
nology

High-Energy Astronomy Ohserva—-
tory

Solar Maximum Mission

Space Telescope"

Solar Polar Mission

Barth Orbiting Explorer
Satellites

Other

Voyager te Jupiter and Saturn
Pioneer/Venus

Jupiter Orbiter/Probe

Other

Other

Earth Resources Satellite
Landsat~D

Gcean Condltlons Satellite
‘Beagatip:

"Barth Radiation Budget Satellite

‘Matérials Processing in Space

Estimate

R
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T3 =
facilities.  .Sea’ Spec;al,analysxs -
Development, for further breakdown of R&D facilities.

2. The Department of Defense total for R&D in this display is ‘
$11,155.2 million. The FY 1979 budget® totals for Defense j
RDT4E is §12,468 miliion.” The difference of $1,312.8 million ) ‘
is-in'Program+wide Management and Support activities of: S el
$1,550.6 ' million less $237.8 million of R&D facilities which
cauld not be a551qned to agency missions nor appropriately
categorlzed a5 science and technology hase‘ ‘These activities
are broken. down as Lollows: . §

Defense Program~wide R&D Management and Support ‘ ' |
(in mlllanS Of. dollars) Gonoh ' : o

Technical Integration .
Test and Evaluation Support
International Cooperative R&D
Other Managemenit Support

1,550.5
R T U

3. The National Aeronautics and Space Administration's total
for R&D in this display is $3,610.1 million.. The FY.1979:5 ..
buodget total for NASA R&D is $4,371.6 miilion. The'differ-:.
ence of $761.5 million is in Research and Program Management -
of $914.0 miilion less §152.5 million of R&P facilities
which could not be asslgned to agency missions nor appro-
priately categorized as science and technology base.

4, Two fac111t1es whlch have been de31gnated .as- ma]or system ,3;
acquisitions are 1nc1uded in the $803.5 million for .the .
Department .of Energy RsD Facilities of the 51, 872.3: m;ll;on
for SclEnCE &rd technology ‘base.. .These are: .. . ..

(1n mllllons of‘dollars) :;

- Tokamak Fusion’Tedt Reactor, :“ 42 )
- Mirror Fus;on Test Fac;l;ty TR0

budget ‘also 1ncludes ‘the research and development act1v1t1es
--0f- the Library of - Congress.- -Since thisg display is- of ‘the-
Executive branch agencies only this legislative branch
organizaticn was niot ircluded.' ThHe Llhrary of Congress 7
budget anthority estimate for FY 1979 is $4.7 million. 7
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SEPTEMBER. 5, 1978

The Honorable: dohn B. Breckinridge...

Chairman;: Subcomm1ttee on Ant1trust,
and :Employment -

Comi ttee:on: Small Bu51n955

House of Representatives .

Wash1ngtan, D C. 20515

Dear Mr Breck1nr1dge

I am respond1ng to your 1etter of August 14 concerning the perception Py

of some operaturs ‘of smatl. businesses that.they: have:no chance- for.

success in the competition:for grants: from the Nat}ona1 Institutes of . ...
Health (NIH)... In deve¥op1ng the. 1nformat10n youw requested, we inter- -
preted your query to cover NIH contract awards as well:as. grants.. We ;..
believe this broader interpretation is the more mean1ngfu1 one in terms

of the businessmen’s;.concerns-and our understanding of the area of
interest of your Subcommittee,

The NIH uses several different .types of awards in carrying out its
mission. The three principal ones are research grants, research and
development contracts, and station: support contracts. The first two,
as their names-$Uggést, are used’'to support specific biomedical ve-
search activities «ip; institutions; outside.the NIH such as medical
schools, universities, and research 1nst1tutes that traditionally have
concerned themselves with the generation of new biomedical know Tedge
and its application to improve health care. The third type, station........-
support contracts, is the means by which the laboratories, c1inics‘ahd'
staff offices at the NIH procure the equipment, supplies, and services
they need to conduct their research and research management efforts

Research grants are by far the Targest category of the three types of
awards noted. During the most recently completed fisecal year (FY 1977), -
for example, NIH awarded 15,687 research grants totalling over-

$1.4 billion. Under present policy of the Department of Health,
Education,.and Welfare (DHEW), profit-making organizations are not
eligible to compete for r-esearch grants. Therefore, small businesses

do not receive any grant awards from the NIH. However, we are informed
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W RTTACHMENT T

National Instifuteé of HeaTth
Contract Awards During FY 1977
. ’(Dollars in Thousands).

S ~Dollar.: ..
. Number:. S ¥Yalue:
1. Total Number and Doliar of 11 0 U0 4426 v$495,704
Contract Awards [2(a) and (B)]. : e e
2. Total Number and DoTTar Va1ue of
Contract Awards. .. ... ... . ‘ ) .
a. To Non—Sma'l'I Bus1ness ;':_:_,- 3,275 '“1‘,_'$4_24,1-_7'6-: Y

1. Profit Makers (non—sma]'l bus1ness) Tt pag $114,813

2. Non-Profits 23635 $309,263

b. Small. Business ‘(incliiding smll T 1,181 4 71,525
business, set-asides’ mxnor1ty L S
busiress.. and 8(a),

Prepared by the Division of Contracts and Grants, NIR
August 24, 1978
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“Bu41n005u3pec1aiwst‘has -established-a

conference support serv1ce

ATI NIH research contruct ahards are pub11c zed in the "Lommerc >
Daily, Synopsis of U.Sv ‘Govevrnmént-Proposed Procureiient;-Sales o
Contract Awards.® In this way, small and minority firms will learn

about projects that offer subcontracting opportunities and enable them

to contact prime contraclors divectly. Moreover, all NIH research
~contracts over $10,000 contain a "Utilization of Small Business Concerns”
clause wheveby the centractor agrees to accomplish the maximum amount of
subcontracting to small business performance. Also, MNIH research con-
tracts over $500,000 which offer substantial subcontracting possibilities,
require the prime contractor, as a specific contract ob11gat1nn, to, pursue
an active and documented small-bysiness- subcontract1ng program wh1ch can

be monitored and audited by the contractxng officer. :

The Haticnal Institutes of Health is currently planaing to conduct a
small business conference or seminar, whereby small and minority firms
will gain a better appreciation of the nature of research contract
projects of the several NIH Institutes, and learn more about their
ability o compete for certain categories of prime contract awards
and subcontract awards. 1t js expected that Government scientists
.who serve as project officers for contracts, together with contracting
officers from particular NIH Institutes will be on hand to brief small
and minority firms and answer any questions they may have on the NIH
research contracting pregram. HWe also pian to give “hese firms whatever
a@dvance procurement information is available for prospective contracting
requi rements.
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PANEL ON INVENTION AND INNOVATION®

SR RT AN

S

! 4
'\ul S

v Cecil G. Miles,

“Ro Charpie, Chmrman T
Daniel V. De Simone, Executive Secretary

" Lawrence S. Apsey Mark S. Massel
John F. Costelloe - Richard S. Morse
John F. Dessauer Peter G. Peterson
John M. Fisher . Sidney I. Roberts ::
Aasgron J. Gellman John C. Stedman
Peter C. Goldmark Dan Throop Smith
Earl W. Kintper William R, Woodward

| GOVERNMENT LIAISON WITH:THE PANEL .0 .. -

Department of Comimerce. - L i.lli_sl).Herbert Hollomon

The Treasury Departmient._. "' -2 m---_Stanley S. Surrey
Department of Justice_ .. ______________ =m==nn--Donald ¥, Turner
Business & Defense Servnces Adnumstratlon___,",__:_Paul W. McGann’
Small. Business Admmlsg_ratlon__f____,_______.____-__-Padraxc P. Frucht
Federal -Trade Commission: ..o o ___i_ Joseph E. Shechy.
Office of Science & Techno]ogy __________________ William L. Hooper
, Spetenee e Edwin S:: Mills
Cou‘ncﬂ of. Economlc Adv1sers ___________________ {Pa ul W. Mac Avoy
DE

J“\. :

mTERAGENCY STAFF -

: Smarll Busmess Adm:mstratzon

?\nﬂféi# Canéll‘eais',_f‘
i - Federal Trade Comm:sszon :

RS ‘Miles Ryan, =~ % © o w5 Department of Justice:
Richard E. Slitor, . The Treasury Deépartment -
“Larry L. Yetter, B e e Department -of Commerce

% Affliations dré’given ifi Appendiz ‘A
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‘Z?e.j 371 MARY

In accordance with its charter, the Panel considered three main factors
affecting invention and innovation: taxation, finance, and competition: On
the basis of its analysis, the Panel concluded that there was no need to

- recommend "any’ major ¢hafiges” in”the present Taws ‘govérning these- three v

areas. However, it did make a number of specific proposals * aimed at
improving the environment for Invention and innovation.

With respect to :the field of taxation, the Panel. made several specific . -

recommendauons which it felt could provide ]ustiﬁable encouragement to "
inventors - and inriovators. Among these recommendations are _proposals -

providing for a moré equiitable treatiment of innovation losses, an mprovement
of the stock opuon to make it a moré effective instiiment for attracting
critically important management personnel to- fledgling firms, and a reasoned "=~
approach to tax—deducnon problems posed by several othchareas of the tax o

laws:: W
‘The Panel found RO reason for proposmg any Bew. federa]ly supportcd .
v;programs to furnish venture capital for the financing of new, technologically
based enterprises. ‘It did, however, make recommendations. concerning - the
communication of venture-capital opportunities and the establishment of an

- effective Federal spokesma.n for such enterprises.
“‘The Panel’s review of the interaction between competition and innovation

showed a need for greater understanding of this interaction and improvements - -

in the coordination of antitrust and regulatory policies affecting both com-
. petition and innovation. No new antitrust or regulatory legislation was
, Tecommended, but the :Panel. did recommend, among other. proposals, the
establlshmcnt of a group o serve as an advisory resource to. t.he antitrust and
regulatogy .agencies, . as ,well ag.a-strengthening of the professnonal staffs of
-, these agencies, *
Throughout'its review;, t.he Panel was impressed by the need for promotmg
a basic understanding of the innovative. process in all sectors of our society.
The Panel felt that it would be highly desirable to- encourage educational
programs, studies, and regional seminars to further this understanding. Ac-
cordingly, the Panel's concluding recommendation proposes a White Houss
.conference. on.-fechnological. mnovatlon, to-dramatize .the .importance. of - thi
.yital_process, .and_urges, that. this.conference. be followed .by.a, nationwide,
program for broadenmg recognition, understanding, and appreciation of the
problems and opportunities associated with technological change.

* The complete list of the Panel's recommendations is set forth in Appendix E,
page 79.
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A PPENDIX VI-I

| “TECHNOLOGICAL. INNoYATION : I78 ENVIRONMENT AND MANAGEMENT, * ROBERT A
CHARPIE, CHAIRMAN, PANEL 0N INVE‘NTION AND INNOVATION, U 8. DEPARTMENT '
OF GOMME‘BCE, JANUARY 1967 ’ :

TEEHNGLBE!!‘-AL iﬂ!NDVsﬁT!ON. .
fss Enmmnment ans;i N!anagement .

This report represents the views of the panel on invention and innové.ﬁon, l
an advisory committee of private citizens convened by and reporting to the
Secretary of Commerce. The views of the panel do not necessarily represent
those of the Departmént-oi Commerce or of any other. agency of the federal -
' government.

January 1967 e s

gv
.

%
™

‘o

wisscreono B o DEPARTMENT...OF..COMMERGE

o JORN. T COPNOR, SECTeRAYT. ..o o

1. Herbert Hollomon, Assistant Secretary
for Science and Technology

For sale by the SuDe:mtendent of Documents U.8, Government ?rmtmg Oﬁioe
Washington, D.C., 20402 - Price $1.25
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ATTACHVMENT II

NIH INITIATIVES INVOLVING
RESEARCH ARD DEVELGPMENT CONTRACTS
WITH SMALL BUSINESSES

The National Institutes of Health-has :taken the .fellowing specific actians

+0 ensure that a fair proportion of procurements for which small businesses.
can compete are in Tact solicited from small businesses on either a direct

solicitation or subcontract basis.

A NIH Small Bu51ness Specialist is appointed within “this agency whose =
pr1mary respnns1b111ty is to screen all research’ contract1ng requirements
to epsure that smatl business and minority cohcerns receivé adequate
consideration inciuding initiation of set-asides.

A Small Business Administration Procurewent Center Representalive’is -
assigned to. this agenc: on a pari-time basis for ihe purpese of coordi-

nating with the NIY Small Business Specialist in the screen1ng §f :
procurement. reguirements. - o .

The NIH Swmall Business. Spec1311st caord11ates hT*h the saveral NIH
research contracting artivities in responding to inguiries and Fequests
for advice.from small business and minprity concerns on procurement
matters. Such advice includes -advance procurement’ 1rformat1on of interest
10 such concerns, the cxtent of Financial assistande aval?ao1e ‘under:
existing Taws and reguiations, and subcontracting opportunities uynder
particular reseavrch projects.

~ Recognizing that the small and minority business community at large may

. not be entirely conversant with the NIH research contracting program,

or the areas in which such sources can make & contribution and compete
“for prime and subcontract awards, the NIH has issued a Synopsis in the
December 6, 1976, and June 27, 1978, Ccmmerce Busiress Daily to Tocate
small business and wincrity business Fiyms with expertise in biomedical
research and development services. In addition, a siwmilar synopsis was
published in the July/rugust 1978 American Association for Small Research
Companies News to Tecate Small and Minority Businesses wlth Biomedical
_Reseawch and Davelopmert Capabilities.

Upon request Small Business congerns are provided with a copy of the NIH
Guide to Grants and Coirtracts which includes a mailing list appiication
that will place the firm on the NIH computer mailing Tist. The Guide
provides a detaiied description of the research interest of cach of the -
Institutes and Divisions of NIH.




Page 2 - The Honorable John B. Breckinridge '

‘that DHEW staff, in developing imptementing instructions for the Federal
Grants and Cooperative*Agreenient Act of 1977 (PubTic Law:95-244)  are
reconsidering this restriction and may .elimihate it. Mr. Matthias Lasker, .~ -
Divector, Division of Grants Policy and Regulation Development, DHEW,
(245-8901} could provide more speéific information on this possible
Departmental -policy change. Should this policy change occur, it would
create new opportunities for support for those relatively few smalil
businesses and other commeircial organizations that engage directly in
biomedical research.

© Smalt businesses do, of course, receive subcontracts and purchase

grders from grant-eligible institutions for. activities?in support of :
_NIH-sponsored research. I regret that the' expenditure reporis.required
of grantee institutions are not sufficiently detailed for us to:be-able -
to document the scope of this small business 1nvo]vement but I
that over 10 percent of the grant funds. are invelved.-

Under existing Departmental policy profit-making urgan1zat1ons 1n
general--and small -businesses spec1f1ca]1y-~are etigible-for: both:"
research’ and development -contracts -and station support. contracts.
Approximately: $500 il tion of -awards were made by NIH Tn-FY 1977 1n
these categories “fttackinents: T and 11 are’ & tabulation of the'NIH.
awards in’ these twu categories for fiscal year 1977 and’ a" summary’
descr1pt1on ‘of our spec1a1 efforts’ to 1ncrease he number of awards :
to sma11 bus1ness 1n¢ he future e

I hope the 1nf0rmat1on above ‘and 1n-the attachment js_he]pfu1;¢01}

you.

. Attachmefits
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ArpeEnDIx VI

CORRESPONDENCE BErwEEN HoN, JounN B. BRECKINEIDGE, CHAIRMAN, ,Smacou—
MITTEE ON ANTITRUST, CONSUMERS AND EMPLOYMENT, _COM.MIT"’I‘EE oN. SamALL
BuUsINESS, AND DR. DONALD 8. FREDRICKSON DIRECI‘OR, NATIONAL INSTITUTES
oF HEALTH, OF: : e ;

'L AUGUST 14,1078

JOMN ERECK[NR]DGE. "y, N
. GHAIRMAN

HERRY B, GONZALEZ, TEX,
BERNLEY BEDELL. 10WA
THOMAS A. KUKER, OHIQ "
*© JAMES M, HANLEY, N.Y,
RICHARD L [CHORD, MO,
HENRY J, HOWAIK, N.Y.

. .14 August 1978
Dr. Donald S Fredrlckson

Director o

National Instltutes of Health
9000 Rockville Pike! :
Bethesda,” Maryland ZOOISQ

Dear Dr- Fredrlckso

1t has recently come tc my attentlon through conversations
with small bHusinessmen that many: small ‘Businesses ‘believe that =
they have no chance for success in the competltlon for grants
from the National” Institutes of Health. - “If thisg* perc ption™™ .
is correct, please advise'me “2s to what prohibits the NWational
Institutes of Health ﬁrom grantlng equal opportunity to small
business concerns to participateé in~the NIH grant programs.
If this perception is incerrect, please advige me as to What
NIH is doing to correct thi _mlstaken perceptlon._m

I also!request that you provide me with the flgures for - )
the percentages of your'grants that have gon to small bu51nesses L
in the last flve years . .

I thank you fo your prompt attentlon ‘to these requests
_Wlth best w1shes,,I am - . S Coa

Sincerely yours,

John B. Breckinridge

Chairman

Subcommittee on Antitrust,
Consumers and Employment

JBB/fad




Table RD-3 FULL-SCALE DEVELOPMENT

{in millions of dollars} 17
. 1979
: ‘Budget Authority
Adgency Agency Mission Program Estimate -
. ‘Other’ 36,3
énpport, Including Tracking | ‘Other 305.4+
and Data Acquisitieon )
: NASA Sub Total 2,655.7
: " TPOTALS - 9,029.5"

L96%



Table RD-3 FULL~-SCALE DEVELOPMENT
{in millions : -

Q

-'15

1979
_’Budget Authorlty
Agency Agency Mission 1 Estimate
_— - Pooarirtogenn o G AR I .
bept. of Defense - ‘Long Haul Communications 30.1

(cont'd)

Dept. of Energy

ANSpOr-

National Aeronau-
tics Space
Admipistration

bnergy.Supply, Research

Atomic Energy Defense
‘Activitiess

and Technology Development:.
Fuel Cycle R&D

Grohnd Transportation

Alr Transportation

Space Transporta;ion System

Weapon Activitid

'Space
. Space Laboratory

Other Intelllgence Brograms

! Research Safety Vehicle-.Program
:Othef.

5nlscrete,Address Beacon System
'Mlcrowave'Landlng System:..
{Flight Service:Stations

CGther FRE R

~;Dept.- of Trans. Sub Total

huttie

‘Expendable Launch Vehxcles'r‘ d
Other - T

¥6Y



Tabie RD-3

FULL-SCALE DEVELOPMENT

13

: {in millions of dollars) . ;- TS
H !
: FR 1979 :
B Budget Authority
S Agencyr ~* Agéncy Mi'sSion UL PYOQEAR ;  Estimate
Dept. of Defense B-1 Bomber N - ' 105.5
{cent'd) cruisé& ‘Midsile Ca¥rier | e 4172 -
Alr Launched Cruise Missile 237,48
o Other . 112.6 -
Strategic Defense ’Space D fense Systerus : 7i.0 .
' other 43,8 -
Strategic Control ELF" “Gommunications ; 40.5°
E~4 Airborne Commang Post 32,1
Other j, 254 .5
Tactical Warfare - Land A&Y al ‘Bobu C 5.5"
: ERemotely P:.loted Vehicles 22,0
d 36,9
: S 1,0°
‘COBRA TOW Hellcopter Cal e H lo0.8"
:Infantry F:Lghtlng Vehicle i 28.9
¥M-1 Tank, i E 78.4 -
‘advance Attack Hellcopter 1717.4°
HELFIRE Midsile 65.1 "
Copperhead Missile System 13.0 -
VSTINGER Missile System 24.6
‘PATRIOT Missile System 228.4°
ROLAND M15511e System 22.7
Warfare 14,9
‘ 158.0°
Tactical Warfare - Air ! Fighter (F 18§ 473.6
i S o el e ‘Air Force Air Combat Fighter 107.9
PR {. (F-16) :
2 ‘AV~8B Alrcraft it £03506 T
Ground Launch Carrier Missile 33001 v
Low Altitude Airfield Attack 26.0

.-Migsile: ...

High Speed Anti-Radiation Missil

43.4
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Full-Scale Development

‘Table RD-3 includes. five agencies whilch have programs (major . :
system acqu;sltlans) which are directed to specific agency . | o
mission needs. ' These program efforts are im the final englneer-_
ing and/or operdtional developmeiit phase. The data entries
labled "Other® are aggregates of all :non-major system programs
in this stage of development for the agency misgsions shown.




i Table RD-2 CONCEPT AND DEMONSTRATION DEVELOPMENT
: . (in millions of dollars}
) : 1979
I - EEES : : . Budget Authority
Agency S i Uipgency Missions - (e Program - Estimate

Dept. of Energy Energy .Supply, Research and | Other 249.7
{cont'd) Technology Development:

Nuclear Reseakch and

Appllcatlons ’

Energy Supply, Research and | Other 6.5
Technology Devélopment- ‘ :

Little ‘wWater® Reactor :

FaCllltlES :

Energy ‘Supply, Research and | Other 8.0
Technology: Development- t
Hydroslectric e

H>
Energy ‘Supply, Production, | Other . 51,0 Qo

pemonstraticn, -and Develop- AR T [ Gt o
ment Alternate Fuels .

Conservation- ‘Electrical Other 83.9
Enéergy Systems and Energy” : ’ : L
Storage

Condervation: End vse’ to Other . +277.5
improve Efficiency: - : B v

Conservation: Improve Other 77.0
Comersion Efficiency R o

Conservation: Energy Exten- other . . 25.0
sxon Serv;ce IERRITIEN L

ities: Nuclear Materials,
Security and Safeguards

Atomic Energy Defense Activ4q Other ; . G 46.17-




hgency

Table RD-2 CONCEPT AND DEMONSTRATION DEVELOPMENT
{in millions of dollars}

Agency Mission

Pngram - 3!‘?”'

1979

| Budget Authority

Estlmate

Dept. of Defense
{cont'd}

Dept. of Energy

Tactical Warfare - Combat
Support

fnﬁélliéénCe and Communi-
cations

Energy Supply, Research and
Technology Development
Biomass

Energy Supply Reséarch and

| Technology .Development :

Coal Resolirce’

anti= Submarlne Warfare Sur—
veillarice -

Long~Range Accoustic Propagat1on

Advanced ‘Surface= to-Alr Weapon
Syste

Submayine- Sonar Development

Advankéd AntiZsibma¥ine Warfare

... Torpedec

hiphoard Intermedlate Range

Combat System‘

Eh

Navlgatlon Satelllte
NAVSTAR GPS™

galvént Refined Coal Demonstra-"
tion_ Plant. S R

Low BTU-Fuel” Gas, Small Indus-
trial Demonstration Plant

18.5
52.3

44.3

14. 5
368.8
13.9
11.%
35.3
1.8
182.4
30.4
169,5
86, 86,9

2, 350 3
26,4

20.0
gLt

0%¥



Table R3-2 CONCEPT AND DEMONSTRATION DEVELOPMENT
(in millions of dollars) !

‘Dept. of Defense

Technological Development
and Application

Maritime Business Environ-—
ment

Maritime Technological
Development and Application

Strategic Offense

Strategic Defense

advanced Sﬁip Development
Advanced Ship Operations
Maritime Research Development

Advanced Marine Technoclogy

Dept. of Commerce Sub Total

Advanced ICBM Technology (M-X)

Advanced Ballistic Reentry
System !

Strategic Bpmher Enhancements

Other

Ballistic Missile Defense
Advanced; Technology

Ballistic Missile Defense System [\

Technology
Other

. 1979
; ; Budget Authority
; Agency Agency Mission Brogram Estimate
' Dept. of Commerce Oceans and Coastal Zone Oceanographic Ingtrumentation
Policy Development S L.0
' Marine Technolegy and Instrument PR M
. Development wn 1.2
T Other -
Oceanic and Atmospheric Other “1ve
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3
Table RD-I "SCIENGE. -AND, TECHNOLOGY - BASE_
‘j- “{in’ mllllons of dollars} : E
: Sou. 1979
. - . S R Budget .Authority

Agency Co HE T on ;- Estimate
Department of Agricultiire- L 624.6
Department of Commerce ) 293.9
Departmentfof'Defense - Mliltary [N 12,8308 -
Departmént ‘of "Energy’ " - : 1, BT2:3
.Department of Health;- Eduaatlon &. Welfare SE 23,2991
pepartment of Housing & Grban:. Development T 57.0
Department of Intericr- cre e r344.4

Department of -Justice'’
Department of Labor
Department of State
Department-of-Transportatlon
Department of Treasury ' 7 .
Advisory Committee on Intergovernmental Relatlons
Agency for Internatiomal Development::

Arms Control &' Disarmament: Aqency N
Civil Service Cominission' :.” e
...Consumer Product Safety Comm1351on;
Corps of Engineers - Civil Works
Environmental Protection Agency -
Federal Commun;catlons Comm1551on D
Federal Trade comm15510n - -

National ‘Aeronautics ‘& Space'Admlnlstratlon
National Science Foundation
Nuclear Regulatory Commiszion
Smithsonian Institution
Tennessée Valley Authorlty
Veterans Admznlstratlon i

- 42.8
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DISPLAY OF RESEARCH AND DEVELOPMENT BY AGENCY MISSIONS

s‘
Budget for 28 executive branch departments ‘and ‘agencies. It
is intended to sUpplément the budget hy BProviding an initial’
breakdown of R&D into the agency missions the effort supports.
As noted in Part 7 of the President's Budget regarding the
first complete natlonal ‘nesds™ presentatlon. +his display is also,

The R&D data is presented w1th1n the three categories-of:
—- science and technology base: :
== concept and demonstration development, and
-— full-scale development \\ .

Within the latter two categoxles, programs are displayed by
agency mission. B v

Deflnltlons

3 .. For the purpose of this u;splay. the followeng definitions s
3 “apply: i

Basic research is systematlc, 1nten51ve study dlrected
toward greater knowledge or understanding of the sub]ect
studied. .

. Applied research is systematlc study dlreoted speolflcally
oo toward applylng new knowledge to meet a recognlzed need.

Development is, the systematlc appl;eat;on of knowledge
towaxd the productlon ofruseful materials, devices, and
systems oxr-methods; including design, development, and
improvemént of prototypes and new processes to’ meet spec1f1c
functional or-. econom;c requlrements. "Devélopment may : be
categor;zed es-

- Technology development, which is the systematic applica-
tion of knowledge toward preof of technoleogy, :including
development of non-spec;fzc application prototypes

: and processes (i. e.,, those activities that precede the
i first key decision described in sectxon %9a of OMB | i
! Clrcular Ne. . A-109) . :




CHART 8,
MISSION ORIENTED

| _'DEPT OF TRANSPORTATION R&D
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éﬂm‘ 4 ~ AGENCY MISSIONS: FY 1979 RaD Bm AUTHORITY
(in millions of dollarcs)

l

Dept. of sStrategic Offense
-Defense: Strategic Defense
Strategic Control
“ractical Warfare - Land
Tactical Warfare - Air

Tactical Warfare - Sea Control

Tactical Warfare:-: cw.b-ut Supgort
Intelligenca and Comunication,s

'nefense 'mtal S T 8,324.4

Dept. of Enerqy-Supp_y, Research: and 'x'echnolngy
. Energy: Development <-piomags *
i i + Coal Rescurce
="Gas Rescurce
= Petroleum Resgurce :
Selar . .. :
Geothermal . f Ll
Magnetic. E‘uszon
Fuel:Cycle RSD °
Breeder Reactor :
MiGlear Rasearch & a:pl:.eatmns.
= Little Water Reactor f‘acilit:i.es .
- Aydroelectric e
Energy Supply, Production Demonstration,
Altsrnativa Fuels Pt :
Conservation: Elec..Energy Syst & Energy: to:aga
Conservation: End Use to Improve Efficiency i
Conservaticn: Improve Conversion Efficiency
Conservation: Energy Extension Service ‘o

Atomic Energy Defense Activities: - .
- Huclear Materials,-Secufity 40.1 ;
and safeguards :
- Weapons Activitias ’ 522.2 -
- Special Materials Production 12.4 0
‘Process Devélogment : :
- Nnval Reactor . Development 265.6 e
- Intell:.qence & Amms: Contzal 28.4 - L
; i 3,166.2
NASA: Space Transportation
¢ gxpand Scientific xnculedge of the E:arth i
Envuonmeat:. the Solar System.and. the Universe
| ~ Conduct Physics and- Ast.:omy i
s Investigative -~ BRI
- [unar & Planetary Exploration ©. 133000
; i . - Life Sciemces; Blological and: 16.2
‘ . . Space Medicine Imrestiganons S
i . - Ion-nr;ve/comet H.i.ssmn Studies w0540,
. nppncation of Space Technolagy : o -187.2
Support, Includjng Txachng & Data Acqu:.sitian 3084 .
o space Total . 2,660.7
Dept.-of - - ‘gréhnd Tf:anépuftiﬁion“' '
Transportation: air Transportation
i Water Transportation T
| ) Transporation Total 199.5

Dept. of (Oceang and Coastal Zone Policy
COMETSR: oemanic & Atmospheric Techi-Dew. & Application
Maritime Business Envicomment
mritme 'I'ech Dev a.r:d Appl:.cation
' -conmerce “Potal-

S pTAL
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CHART 2. .

SCIENCE AND TECHNOLOGY BASE.

| $12,052.2 MILLION

BUDGET AUTHORITY

SH3IH10

DHINWOI 40 "1d3d

~ HOIMALNI 40 "Ld3d

~IHNLINOIYOY 40 “LdIa|

YSVYN

womm‘___,__mm_m ‘143a |

mmZmu_m_Q 40 "1d43d

) mr_<n_.ﬂ_>> OZ< ZOF«ODQm I._.._<m_I 40 "1d3d

B |

_ _

COINFoHAd

AGENCIES




470

3

T ‘hope ‘thet . this: presentauon of :pesearch-and development data p:oves to be 3
usefuj. supplement to:the: Presldent's Budget.

letter seént tor

IGentical”

Robert N. Giaimo :
Chairmaifij’-Bouse Budget Committee

VWarren G. Magnuson
Cheirman, Senat Appropr:.at:.ons Comm:Lttee

o7 Miski
.Senate Budget Committee
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Arernpix V

Lerrer DATED MAay-17, 1978, To HoN. -GEORGE H.. MaHON, CHAIRMAN, APPROPETA-
CTIONS CoMMITTEE, U.S, HoUSE 0F REPRERENTATIVES, FROM How. JaMmes T. Mc-
INeygE, JB., DIRECTOR, OFFICE OF MANAGEMENT AND BUDGET

EXECUTIVE O'-'f"lcr OF TH; FRESIDENT
T ‘.AND BUDGET.

WAEH.I NGT,DN,. D.C. 20503

WAY 171978

Honorable George H. Mahon
Chairinan, Appropriations Committee
U.S. House of Representatives
Washitigton, D.C, 20515.

Dear Mr. Chairman: =

On July 7, 1977, we wrote that we would devalop sdditional information on fiseal

- year 1879 researeh gnd development (R&D) 1o supplement our other efforts to meet
the requirements of Bection 601 of the Congressional Budget Act of 1874 for a
8isplay of national needs, &gency missions, &nd besie Drograins. Thréugh this R&D .
{focused review we seek to gain additional experience in portraymg agefey missions
and thereby to lay the groundwork for future improvements in the presentation of -
budgeting data in terms of needs, missions, and programs. ’

I & bleesed to submit at this time the additional missien-oriented R&D data. As
fioted in the President's FY 1978 Budget concerning the first overall national needs
présentation, the enclosed charfts and displey are elso, of necessity, experimental
end subject to further discussion and improvement.

It is important to continue &fforts to ereate budget aggregates that ean better
detbrive the €ng-purposes that the Federal Government seeks to géeomplish. As
the President stated in his budget message, our resources are scarce while the
demends upon them are seermng'ly unlimited. In efder to perform the difficult task
&f alloceting these resources to importehi national needs, we must: {a) heve a
flenr eonception of what discrete end-purposes — xratmnal needs — we seek o

- Aceomplish; and (b) ¥kmow which aciivities ere contributing: to achieving which of
these eénds.

The primary purpose of the mission-oriented budget dlsplav is to give the Nation's
highest decisiofimakers & frainewofk Withinh which the budget thoices they fnake
ean be releted to netional priorities and not be just allocauons of funds between
interimediate activities or organizations whiéh sometimes ténd te becoine #1d unto

. themselves. Such an approach is &lso a useful supplement to zero-base budgeting
‘fifdes ‘which, i@eally, we Wwould gttempt to fenk all the programs &id astivities that
gre, in faet, competing for funds to achieve & eommoi of similar end-pufpose.




oo ——-Professlondl venture capitalists, accustomed 12] f:mancing the s
ereation of 12 to 15 new.technology: companies: €ach year, have testified —
that their industry, in the past four years has been "lucky-to finance any
new high technology compznies." . This dearth of venture capital hurts more

.than small. business;. it threatlans =T, 8§, technolog].cal leadership. : - vl

Since 1965 the. rate of inventions a.-n.d innovat:l.uns'in the: United States B
has declined markedly, whilé the number:.of-U.. 5. patents issuedito foredgh .
fations has grown dramatically.. . This poriends.very. serious'consequences for - E
T. 5. technelogical leadership, and it has potential for iIncreasing the pressure
on our domestic growth and job creation capabil:l.ties, as well as lessening
the competitive posit:ion in wm:ld mark.el:s. - :

Tn addition to this list of diff).culties, smﬂll resaarch zmd - :

* development businesses-f{sce 4> tange of problems:in the:Federal Government: et

itself, beginning with procurement policy. A memorandum) dated MarchidO; 19','7, g

by Robert F. Trimble, Assistant Administrator for Contract-Administration,™™ .- e

Office of Pederal Pracurement Pelicy, states that “small firms encounter

impediments in the federal research and development  procurément: process; not . -- '

found in the private sector, in these: areas: stability and efficiency of o

tesearch and development fundingi: administrative reguirements}- nature and: -

timing of request. for: proposals‘ treatmgnt of proposals cuntacr. with !

technical personnel.”: : oo

Morcover, the memo affirms thﬂt the bulk of federaﬂ pxpenditures in
tresearch and development is:inithe development phase of ‘techmnolagical
lunovarions ‘as opposed to basic and-applied:researchy Thelargest shate of .
this disbursement goes.to:larger.firms. . Paradoxdcally;.small: businesses- have .
high capability in the basic.research area; but lose:their competitive position
to colleges and universities and other federally-funded monprofit research
institutions.

1f the Federal Covermment is to inecrease the untilization of small:
‘bysingse In the research and development: field, it imest’ reduce the regulatory "
Burden, especially procurement and new product regulations; require-agencies:
to adopt uniferm management practices for research and-development contracts
let through competitive bidding; expand access to research and development
contracts for small businesses; and adopt government policiesethaz will
i increase the availablliry of venture cspital to high technology- conpanies.

Tn addition, Congl‘ 58 must enact tax 1eg:.slation that will encuurage
capital formation.
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ArpeExDiz IV

. LETTER DATED SEPTEMBER 6, 1978, To Hon, THoMAS J. MCINTYRE, SENATE SMATL
BusiNEss COMMITTEE, AND Hox. JoaN B. BRECKINRIDGE, CHAIRMAN, SUBCOM-

MITTEE ON -ANTITRUST, CONSUMERS AND EMPLOYMENT, COMMITTEE ON.SMALL
BusiNgEss, FroM - -HirroNn Davis, VICE PRESIDENT,. LEGISLATIVE AoroN,. CHAM-

- BER 0F COMMERCE OF THE UNITED STATES. . i :

ADVANGING vOLUNTARY LEADERSHIP IN & CrAnaing worlLs ™ L

Chamber of Commerce of the Un1ted States . 1615 f STREET, N,
HILTON DAYIS, VICE PRESIDENT © - . T WASHINGTON, D.C. 20062
i LEGIGLATI\_.'EACTION . .

Honorable Thomas J. MeIntyre-
Senzte Small Business Commlttee
. Waghington, D, C. 20510

Dear Senator McIntyre:

The utilization of smzll business capabilities by federal agencies
is of concern to the National Chamber; the largest federation of business
people and business organizations in this country., Our 76,000 meémbers span

- the spectrum of the diverse U.S. economic system aud include more than
72,000 business firms; 2,600 chaxbers of commerce; and 1,200 trade and
professional associations.

Over 56,000 of our business members, or.-83 percent, have fewer than
100 empleyees; and over 31,000, or 46 percent, employ less than 20 persons.

According to a report by the Office of Federal Procurement Policy,
small business received only 8 percent of the awards and 4 percent of the
dollars from federal research and development contracts.

Clearly, steps should be taken by the Federal Government to utilize
spall business more in research- and. davalopment activities.

This brief statement will al‘.t‘.empl: to polnt out the contributions of
shall business to the natlonal economy in general and -to research and
technology development in particalar; it will present informaticn on
impediments te growth of small business in technmolegical fields and recommend
steps to remove or reduce those impediments.

Contributions of Small Business

The importance of small business to our economy is undisputed.
There are 14 million-business enterprises in the United States and
97 percent of them are swmail businesses, according to the Smell Business
Administration. They provide 55 percent of all private employment and
account for 48 percent of the gross business product and 43 percent of the
‘groas national preduct.
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‘ Arpexpix TIX

‘LETTER TO Hor. JAMES T. MCINTYBE DirECTOR, OFFICE . OF. MANAGEMENT AND
Buneer, FROM GAYLOED NELsON, THOMAS MCINTYRE AND:-JOHN B. BRECKIN-
RIDGE, MEMRBERS oF CONGRESS, OF AUGUST 10, 1978

! AAYLOAD HESON, WIS CHalnuAN

1A3 3, 1aC INTTRE HH. Lowais, p, WEICKER, 7., CANN
| bererd, Ga DIWEY F. BARTLETT, DRLS .
- tam Mang  pom omra.

EEEES o Miaited Blafes Semnte

WILLFAM . CHIRKASKY, EXEQUTIVE DIREETON

MEARENT L ARIAA, CHIER COUNIEL . . SELECT COMMITTEE On SMALL BusINESS -
WORIAT 5. POTCHIN, MINGRITT STAFF CIRECTON WASHINGTON, D.C. 20510

August 16, 1978

The Hon. James T. lMclntyre
Director

Office of Haragement and. Budget
Eracutive Office Building, Room 252
17th and Pennsylvania Ave., N.W.
Washington, D.C, 20503

Dear Mr. lcIntyre:

As you know, the Senate ané House Small Business Committees have begun
hearings on the role of small business in the national effort to encourage
innovatior. At the initial session, we reviewed a series of past studies
showing that smaller enterprises account for more than one-half of all
inventions and inmovations. We are particularly impressed with a 1977
inter-agency study by the Office of Management and Budpget (OMB}. . That
study found small businesses "have compiled a striking record of innova-
tion" and that this sector is under~utilized ir Federal procurement of
research, thereby creating a shorefall in the nation's inmovation.

Turing the hearings, we commepded. the President for initiating. a
govermuent-wide review of policies to encourage innovation,

! Since a conviccing case has been made for promoting increased inmova-
tion through assisting small business, we would. like to request that
. action be taken at this time to commence such a policy.

For example, the first of the OMB recommerndations is that FEderal
agencies develop formal programs for increasing R&D. contracts foxr small .
research businesses, 1t would seem to us: that such basic plans would be
an essential foundation for any efforts to expand the small business half
of the innovation process.

Our vaderstanding is that dmplementation of this vecommendation could
bhe accomplisheé by Executive Order, and we would request that the OMB take
such aetion at this time as groundwork for vhatever other action may be
taken pursuant to the OMB report, and the Presidential review when that
is concluded.

A
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call Funding

Federal R&D funding ig less stable than the sitbation .

- faced by the. small firm.in the private sector: The-small firm,
share ig evan less stable than' ths. overall funding aCLOIQng
to the Research and bcve‘opw;n* study. Group of hhe U.g. Commi.
on Government Procurcment, «cited above. Thé following recom
tion is taken from Saction M02{c) (23} of Title I of L Nutlonal
Saisnce and “ccﬁnolOC"_BOlLCJ, OLgan\?at1on, anT Prlor1'

. Aot ol 1976.

=

ssion

LJhVLIJ "Ped r i, promotJ01 of scilence.and fech-
12 singular importance of SuEDllltY
stitutions...", considering’

cognize th
,“nnuiog1ca1
| le uo he
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3

{ition. . .

A&vccacy ard Ouotas'

= will ¢o mudh to romove the impodi- "
in the- Fedsral RED procurement proces ~
I
]

T ahove
mants faced
In the sveni ©
nec

ay are inzuifi broaﬁa*vnﬂd“ufcs will be,
—DSLJQS are compeTILng
mphion. fhat
tion can
FUBBER Shall. and
" Thé establishoeni of. uuotae or.geals
knowledgs of .the specific Rab needs. -
) ‘hand, ié'le;Q_COMynlllnr buat avoids the
since it operates d&n'a. case-by- case baszs. )

&7

i o gn 5.7

a . Advoc

If ncc SSary, chﬂ advocac; and/cr quotas

ion in the Red. plocUVometr  pXoCess

. The above ieasi ( .
make a contribubionh Lo the Fedstal R&D’ proces: ‘comiparable tol
- th contributions ‘in the private sector. i




impaixed “fﬂﬂuly Taiher than s3 ‘Wateorman,
difficult it would be to reduce 1ini5urd
Sufficiently to Térove the imped A“fﬁuq o smuTT
competing fﬂp'R&D procuremnzn
falt that Lt would bc‘imuo ]

le or 'y

Lhat it HDL1d'be gé%@

that' it would ~

of red ral Procurement Policy is currently -
unifyi thehvarious procurament reagultakions.
aid to small business, after suall firms have
-ilew- regilatio Vhen the synthezis has basn
the following reco ddation ¥ 1l'be'in'order.'

RECO, ? i . JAll LdﬁlnlutLaLA\ﬂ r;au:tements snoull

a View to determining which )qulr:m ’
are pot cost-effective when appliad to swﬂll business, that is,
which regulrements incur costs to small bu:*nﬂ grLaaPr than
_the henefits resUlting frow thﬂ appllc ion of the reguirements.

Treatment of Un 1101 Ld Provoﬂals

If the small Firm haSHidentified‘an'iﬁte:QSt-in B&D- which
will not be cxpressed io an RBY it capn prepare ain unsolicited
'propoaal. Thare is freauently & reluctzance.to fund unsolicited
propesals he oFf the lack of competition. Conseguently. ...
_such proposi cften rejected end/of rasult in the iss
of an R'P ba or’the ne adéircssed by the unsolivited proposal,
{Using any innovative id ‘From 1 licitod prOPOaﬂl.hOUld

CQHSthULQ a. v1olut10n o; proprl tary information.}:

Wakerman (n 176} asked hoW'often uﬂsoLLCLtLd prono:;ls :
were received from large ‘or shall firms: which resulted in’ the

- initiation of R&D- procurem=nts. Of the 528 with an opinion, -
17% said very oiten, 74% said occasvona‘ly,_and 9% said nevar.
‘Waterman also asked ‘how freguertly smali firms submitted- um=
solicited proposals. - Of the 480 with an-oplnion, '12%° sald -
very often,‘78% sald Dcca5101ally and 10% ‘said’ never.-

Az rerognlzed by the Resegrch and DQVLionrent Study Group.
‘of the U.S. Lommxssxon on Governmeni Prncureﬁn;t unsolicited
prODO"alq are.an” ‘important governmental method of ohtaining .
creative innovatiens from thé ocutside worid (v.1, p.165).
Blso according to the Group "The 'predomlnant meathod by wh;ch
: small buSinesses athieve support fs the vnsolicited proposal®’
; ‘{v.2, p.101). Conseguently, it seems in order to repeal &
: Commlsslon recommendaLlon being 1ma1enented by -the executive -
branch.
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) The secohd reason why it is more gdifficult to identify -
Government needs and theix timing is that the cverall needs are
established. by.a bureaucratic:and pelitical process ‘which is not:" i =
.as orderly.and therefore harder to predict than the market process.
.of the private sector. At this overall level, it is easier to
identify the Government nedds once they are eStubllSth but thelr
timing is harder Jto predlct. -

Identifying Government -needs. taYes'the forms of interpfetlng'
a Reguest for Proposals,. identifying .the context of an RFE: i$0
as to better understand the work de%lred, ant1c1pdt1ng the” o
“issuance ©of an: AFP ko avoid the rush of preparing:a propasal. ... o
in the time allowed, and- ldentlfVlng Government interests’in R&D'x
which will not be expressed in an RFP-but might include interest
in an unsolicited .proposal.: hs the system now operates, :all-of.
. these forms of identifying Government:-needs: can. best be accom-
- ‘plished by contact with technical Govermaent personnel., . an. activ-
ity in which the large firm has an advantace of scale. As the St
U.5. Commission on Government Procurement put it, "small.
business firms,..are at a disadvantage in pursuing salss = -
apportunities...since they usually have limited resources™..
. {v.1, p.132). Danhof (p.237) adds: '"The fLirm that first i .
. bdcomes. aware of-an. agency's interestklin.an area - through the oL
. receipt ©f a Request - for Proposal will normally.find:itself
:severely if not¥ impoosibly handicepped should if:wish to, submit.
" a proposal.... A staff. ewper1DECﬂd in daallng with Lhe government
.+ .also offers. the advantage of 1nterpretlng ;an - aggncy 's- expressxon
. of a specific interest by consldmrlng it against a broad back-.
- ground.” Mansfield et ai found in their sample that -“40 gevcent
- of the firms said that there was often 1nsuff1¢1ent tlmn to.
) respond to requests for proposals (. 60). -

. These 1mped1ments to small firm part1c1patlon are not found
. to the same extent in the prlvate secto:, they lead ko the
follow;ng recommendatlons. Lo

. :RECOMMENDATION TH! The perlcd dur1ng whlch responses are o . [ e
accepted to a Qeguest for Proposals should he lenrthened ln ;
not a few cases.’ - :

RECOMMENDATION THREE. ... agencies should- clearly" épecify :
. -in RFPs as precisely.as possible the limits of what' they are
. prepared to accept. . '-(B;derman and Sharp, p 40}.' o




L= PR . FED"RAI.. H6D OBLTGATTONS TO AL PFR“‘DRM”RS, FY 1975 o -
’ ' . (M.Lll:.ons of Dollars) : . Co-

--Obhgat‘ons o ALl Pcrformers

.. 'Industrial Firms ALY T Total - . Hasearch _Develop- :
Agency - T Amount I Perfé:’rmers s o R&D .- Basig Anplied mcn\.\
Defense - Ss08i837 . 628 90120472 ©  9012.47F. 3% I76'C . 803 - Sowrce:
NASA b 17917970 58 30680413 0 3064.413 7 8% 18y Tah . goond
ERDRL Lt sDLIBSS . 24% 2072.252 7 7. 3072.232°7 J12% LCA7% T 7L goming)
Transportation o ° 161.811. - 528 - 311.563 - - 311,563 % - 178 & g3l -
NI i 97,073 s " 1845.51%  28% - (58 . -I3%
Interior S 83766 ;2 - .280.810 398 ©  .38%. 3%
_zra, S 51,878 208 . 25755 257.657 7% ¢ 7 4B%
NSF L ononTareran ".'3"%' U oseb.oanl T ses.odl . og2e o law
| Agriculture - - 1.635 - %S0 420.082: 0 .. 490,082 - 378 5By E
fotal Above .. 8204.229 7 46%..17859.788 - . L7859,788 . A1 - 23% . 65% .
ALl Agercies - /. 8385:317. . 44% 19044.260 - 12044.260 . ‘1I% 258 0 64%
-Coverage; Total Above zs & of. All Agencles L - f Coo9dpc sME B?% L 97%_-:;-..—

'I‘h~ p\.rcenbare of RE&D cbl:.gations gc:.ng o inausLx.‘:.al E:.rms varn.es from. Tess- tha.n 1/2%. for Agr:.culture o 62% for
Defense, with an overall pe:centage of 44% for all agencies, The- pehcentage braéak Gown Qf RaD obligations to all P
formers into basic research, applied research, and developrent again. indicates a -basic pattemn with respect-to de
ment: agericies with' a ¢reater ;yarcr.‘.ntagﬁ of dcvelcﬂmnt in“their ReD use industry more. .The notable P_\<c'=pt_1.0'1 o
is ERPA, which had 71% of its ReP in the form of o.evelcpment bat 64'& of the total in the’ form of oblz.qatmns to
Federal ly Funded Rese:a.rcn and Developn-_nt Ce-nters. PR R ) . R . :

* Overall rates of stall business partic;.patmn in obla.gat:.ous to 211 pers ome.ria 'can be' calcdlé\ted by mltmplng t

. &mall husiness percentage of total business awards (from Table 1) by the ratio of industrial’ ‘cbligations to. cblig
to ail- :cw_’for'rer_‘., In desc..nd:.ng ordcr, thige ouerall xrates aret ’I‘:mspcrtatlon 16. 6%; EPA°7,5%; NASA 5., G%, Inte
4.8%, Defense 3.5%; BRDAL.6%, WIE 1.4%, NSF. 1.4%, 'and. Agriculture 0.4%, The oyerall raté for all nire
at'cmc:.t.s iz 3.6%. fThese calculations assume thak the differénces betveen the busiress avards)data and: the indust
cbllgaL.Lon data are dlstnbui_cd to mll and largc f;rms m Jw sama nam;,r as. the bu51n'=ss awar.ls data.

(4554
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BUSINESS, ry 1975 .

‘ ) 35 _3011-4") o
.~ - . ]
Awards ©o.Dusiness . Obligations to Industrial Firms
. Small Business. Total -~ - Total | Regearch Develop-
Aqency__ Amount T _% . .7 Bugineds. m;D Easic applied . ment
sefense "-'-aco\s 837 1% L 85% . -Sourceh: Awal
S R o . . from -agencieq
nAS_A. . ] : 1]91.?97 2% 9% 908~ obligations 4
S R . - MNational Seit
ERDA R . 501.588 ¥ 123 8% -I‘ou‘datlo" i
R B ’ R coming) .
i'x‘raqspor;atioz}‘ 161. 91.,. - wTl8% - . 84% :
Pz 5,93 oevors -t s4sl 46w
’ 12,904 21.0% 5 1 §1i499 63,766 28 53z 458
¥ T 440360 37.2% - 119,264 51,878 . - 55y . 458 . o
| TUUUL 7U946 0 45.8% 0 7 17,4200 ¢ ‘17 746 37% 503 .13 '
I'Agx,i'c':,}:_tﬁré R “'.5 00.0% o i3 71,635 (273 - 57% 163
' Zofal Arove . . 665 A LY 8490 | "s2ga,239 0 dsc T 143 “é5%
a1l Rgencies’ o s3eE.317 - 1n 143 833,
Cover:zgc "‘otal Abovc as % of 2-\1.1. Ac'erc:.es _' T 99% 94‘* 978 9‘1%_-

Tho amyinls gﬂmg to small bas:.rcss ra.nre " Erom $1/2 mlllon for t‘ra Dnnf.:. of agriculture to over $300 million for Dy
The pereontages of total business awa:mv gomg to small business range from 5.6% for Defense to 100%-of the small
Agr:.cvlLNn_ a:'nunt. For the nme agencigs as a wnole, small busme=s rece:.ves $665 nu.lllon, or 7, B% of tcr.a.l nus:_“c
awarés, . B .

Adenzic

Lsiness” partic:.puta.om Defense, -NASA, "and ERCH have the h_.ghest proportions of developmoent. in theirn RiD

1 chligations and the lowsst proportions of stall pusinees awards to totol business awards. Trangportation
o aveeption with a large elemont of dcvcloL.rrent: bui a I«J.gn rate of gwall business participation. NIH, In
2ll have approxim ntaly 45y dovelopmont in thelf RSD obligdtions to industrial firms; their small business:

wz.th a }ug'h Droportion of dn.velop-rnnt in their RsD obl:.-jatn.ons to mdustr:.al Fivma haV° a relz-twcly lcn' 7

v rates range frew 218 for Interior to 373 for EPA. USE dnd A:rr].cultu_o have the swallest eaphasis on
nt r_l"d iz h:.th«:r. "'nal'l. bus:’mﬁss part:.c:.mt.xcn rares. : . . .
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B The small firm offex 3 its emn1oyens "th DﬁUOrtuﬁluy to

@ their. owh envirenments to a greater extent... many

anias offer @ more powernful appeal to Lhose technicai - -

ara particula rly conflﬁenv'of their own abilities....

tyojcalln hire great numbers of men just out

¥ of, whon ara Yﬂla%lvc7y unoroductive until they .

have acguired s¢ asoning.” It is extremely diffigult to - .-

- appralss a yound, échnrcallv trained person,...
gmall f£izms tvpically hire men have already demops!
tcchn cal COPU”LLPCQ -in larrJrorﬁnnizaticns...- L

performance in the large development organization...

and Ia}qe company perscnngl. policics often make it éxt*ﬁmmly

unlikely that he will be fired for mediccre. performance” v
(Cooper, p.79}. : o

Swanary of Differences. bebween Smallréhﬁ Large Piras

& ‘Aifferences described’ above bﬁtwoen tha 1nrc1t:ves d
capabilities of mmeall anhd large firms and the individuals com-
prising them do no», as a whole, clearly Favor either the small .
firm or the large Iirm., It bacomes pecesgary, then,. Ls it would
in any event, to look at tha empirical evidence.

Erpirical Evidence

In 1875, Komien and survn)ed the emolrlcaT work. .- -
that had been con the innovative ciépacitias of small.and
1arge firms.. These scvﬁles were characterized by a 1imited B
number of inpévations _dpd/or industries considered. Taking: .
the studi as & whole, Kamien and. Schwartz (p. 11) £ouﬂd that
*ohare generally app edr 6 be economies of scalv in the innova-
tion production functicn up teo a medest size...™, that is, - o
runovation appears to bé more efficiently accomplished as firm:
size indreases up! to a. modest size. Concernlng the output of
innovatiois vs. fi size, they found. that "the evidence- 1nglbates -
‘that research’ ouupu lﬁtens:;y dces tend to 1ncrease “and’ bhen
Adecreash rith lncreaSLng Fizm size” (p 3).

L Slnce then;G=11 0 Researcn Assoc1ates have complcteﬂ

a study for the National Sc1ence Foundation (WSE, December- 1975)
on 500 majer inpovations which we 1ntroduced into the market
guring 195373 in 'the United’ Statés, the: United Kingdom, : .
Japan, West Cermany, France or Canada. . “The lnnovatwcns were A
selected by an international pansl of experts as’ representing
the most significent new industrial products and processes, in

. terms of théir techneological importance and economic and social
impact" {p.l00). Of the-319 innovations produced by U.S.
sindustries, 24% were produced by companies with less than 100

PR
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‘of small companios; ¢ wheL“

1ty production ‘and m
2, with strategiss to implement
it, can bhe understood b ‘all concerned” (LthDﬂ, Harlow, and

De Hoghton; p.5). This must be qLallLled by the realization

that "there is & tendency On Lh P :
to contrack out more of itE o3
third of ull industrial R&D—cchtractlnc ig done “by 5ma11
compa anies" (Bogan And "Chirichi S1l0/ . 3‘2) Also,
firms parkially replicate small’
Ly insbitoting small project teams for new prod

This Leads into an advantag
cc:'.\rnu:ucatlom, ‘hetwean developr
‘are egasy and a common cbjactiv

) Schmooklews (1957) F
patented in 1953 ca i:
“indus L,:g' who
1*r1—b'zcc1 f i

PR REL ey Loyed by b"'al" C
_cu this phepomenon in-~)

s ‘m.ce.d

J \”Ip Licdtia

bm_n
a o
{z}
(b ‘scaled-up Versions
el and naviow
; i WUnderstanding less of what is’
going -0 man ig less able to contribute to its
{c d the largﬁ'c_
tor
i ar Coo"dl‘mflon and CDHLIO] by wana '*le,‘.t, and
. ti C 'mnug -b‘; another above Each™
‘man's J)lElLG:"CG is wa- ﬁ c}own, and his suggestions
‘have lésns The chaniiels of
_,, Az therorgenization puconss more foxmal, enginsering

and yesearch men whc ars sunpo's'h'c‘z"to dothe thinking'
te‘rsd-to:re's-ent c..xd c'ilscount augc*c tions b'[ ')roduc-._Lon

*'c:-vhl_.

AS cn:‘hrnr)::o"
" mwlex

ln the lax




444

By definition, the small f;rm-bﬂ gins with Jler share
of the merket than theg large firm and therefore . has more to gain
novdiion, unless the large firm is Cﬂf»r‘na & new market.
on . wmust be t npercd by two con lerationa. [ Firsk, - -;
2 Lirm can af*cch price by cnnngapﬁ Lis: output, : clea
> rore of he bangﬁlLf accrulng to the users: o the . -
tricted, thereby kezping the price
=]z nd, the l4rger firm has an:incentive to, lpnovate: )
11 \g preempted. | As. Schhmgcter {(p-.85) put it: C s
"The husiness man feels himself fo be in & compotitive situation
even 3if he is alon2 in his field.” But potont competiticn
will not, in .general, be as ccengelling as, ing.competition,
paxhlchlarly as felt by the .small firm. - ’ . LT

o

The small,firm has ralathaly more tp loss from an unsuc—- .
cessful innovation ir the sense. thab it is pore likely to go
N

bankrup large firm has a gregatsr po absoluta . 0
loss i that the innovation wou nake productive
eguiy } lete..  This leads to a di "the kinds;
innovaticns val _"Thm laryaest compa ohitaing the

bigges

s from existing
praﬂ i

Aprover

in produ quos ‘which e 1ts, pos! i
\” Srmall oo shich.are. h1v¢n ompeting in tha.
S blg leagus existing products

try to gnlar" the;r wmarkel wsliare
products? {(Layton, imrlow, .and De

Wognbun,‘p ??)

esm o have a.gre
paht1CLla’11,ln the form of new oroduchq,
tdrlv1ng force o- the Llrm'lh nac advolse

.ha

Firm Capabllltleq
... The second qroun of d;f;erencas bctw?en small’and large
firms are the cap1b111t1e5 of the firms as a pnole.= - The first
point to 'bs madé is that the average size of the R&D, estabiish-..
_‘ments in. large firms is roughly 100: times the average size of
- small firm R&D Eafgbll shients. Accordlnr teo National.Science
© reoundation data (May 1975 Tables B-13 and B-~25}, . the averaga. .
company which had less than 1,000 employees and which performed
ReD in 1973 had three R&P scientists and engineers. The
corresponding figure for compahies with 1,000 employees or
‘more was 281 R&lR scientists and engincers. This means,  of course,
that certain projects are simply beyond the scope that small
. M .
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- 7 THE APPROPRIATE SMALL FIRM SHARE

The guestion of whether small firms have an appropriate
‘share of Federal R&D procuremsnts- is not amnnable to anything.
resemb11ag precise measurement. Dt discug the "fair propor-
~bion" Janguagﬂ of small business ldgis l'ti01; T“e U.5. Commission:t
on Government Precurement said thato'Pairn prog ion can bhe
a rigidly defined or a fluid concept. ‘A rigid finition,
such as awarding a fixed percentage of Governmenl procurenent
to smaltl business, would not be in the Government's interest,
even though the percentage might be adjusted from year to year.

. We believe fair proportion should be recognized as a -working

. ¢oncept that expands or contracts from wear to year with the
typss vf procuremsnt by the Governmment, state of the econcmy,
and fluctuvations of partigular industries™ {v.l, - p. 127ﬂ128)

_To address this hcrklng concept, it. is necesaary to. examina the
performance Of small firms in the context of what can be
acconpllsﬁed by Fedargl RxD contracts with industrial firms.

In the flrst ln;tance, thers is the work for which the.
Government has contracted.. iHow do small firms perform? This o
is part of the larger guestion of small firm innovative capacity
vs. resources expended,” which is. discusszed below. But Waterman'
addressod this particular part of: the queskion in his 1971
survey of 568 technical and procurement personnel “who have.

. any influence on the selection of sources for R&D procuremcnt®
. {P.18L} in 47 offices in the Department of Defeanse, Mational:
-Beronautics and Spacg Administrabtion, and the Department of
“ Transportation. Thesa offices were estimated to be 71% of the
number of offices procuring R&D in these three  agzncies. .
Waterman asked how effectively small firms. have performed on
R&D contracts, as compared td lerge firms. Of:the 485 respondents
with ait opinion on this question, 823 felt that small- firms had. )
. performed adeguately or betiter as compared to large firms,
29% felt that small firms had performed fairly effect1vely or .
better, and 9% felt thac small lems ‘had pﬂrFormed thhly
effectlvely

The second aspect of what can ke accomplished by Fedaral
R&D contracts with industrial -firms is business use of the. ..
R&D performed. This is also part of the largar guestion of . s
spall firm .inuovative capacity addressed below This partwcular
aspectof the guestion may not be of nmajor importanco, for as
JArthur D, Little, Inc. put it in & re¢ent study for the
Experimental Technology Incentives Program of the Mational
-Bureau of Stdnuards, "Federaliy-funded. civilian. research and
development is not sufficient to bring about technolOglcal
change in the private sector to any significant extent™ {p. l).:
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2. Profit—making'firm% shoeld . not: be.excluded frDm
making proposals cr receliving:awardsion? R&D wor that ;5-‘,
not assigned to in-house-laboratories. . = .

8. phgencies should consider allowing greater amounts
of independsnt -research anﬁ‘development'and'bld and preposal -
costs than currently avthorized when negotiating. contracts
'__w1th small technology based flrms-k

9. Methods should be devclopeﬁ fcr collectzng and
reporting data on small buSLness share 0f R&D contract
awards.

10. Estébllsh small bus;ne s set—as.des 51m11ar to
those for supplies.




)
i}

e fFundlng for Federal RaD work frequently lacks
'otablllty-, This: oondltlon stralns the . f;nanc1al
'fcé abilities of small fizms, Sn

° Submittal of unsollc1ted proposals ig Irequently
dlscouragea.
°"Burdensome admlnlstratlve requzrements for contractr
sollc1tatlon, evaluatlon, award, .and.performance .
impéir the ablllty and desire OL small firms to
"comoete for R&D contracts.. . -

Concluslons

Though -the responSLbLllty for retentlon of a high technology
capability in the United States is shared by.both the private-
--and public: sectors, the large’ annual Federal expendltures for.
R&D places & nnlque respons;b;llty on Federal .agencies. HNew
technigques’ must be devised-to encourage innovation by.all -
sources, with oartlcular ‘emphasis on small R&D: firmsi::In
the placement of Re&D work; Government managers should care-
fully consider the ultimate beneficial effect of using small
firms and not give undue copsideraticn the immediate: security-. - -
thaumayappear to ex15t by awardlgg R&D contracts to large o
- firms. R

RECOMMENDATIONS OF‘ -AD*HOC - INTERAGENCV PANEL

'The 1nteragency panel ohalred by Mr. Rablnow develooed the
following recommendatlons based on 1ts analy51s of - thlsu'
‘preblemy

1. Federal agenc;es should &evelop fo*mal programs whlch
encourage ‘the” 1ncrease ol Federal R&D awa*ds to sma?l technclogy
- based f;rms.' ; ;

2. Large resedfch’ and technology programs should be
@ivided whete féasible. intd ‘disdrete parts;to’permit solicita-
tion of oroposals and award of contracts to small technology

- based firms, in lieu of maklng a' limited numbexr-of awards with-
: consolldated requlrements ‘that only large firms: can accomplish.

. 3% Subcontracting to small fl?ms Should be encouraged

. in ceontract sollc1tatlons,'source selecticon crlterla, and,
negotlatlonS'for ReD- work. A~ prime- contractor’'s record-in
subcontractlng to small techpblogy:based firms:should be a

factor in fee awarded in award fee and incentive type contracts.
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SUMMARY, F HEPORT GF WILLIAM K. 'SG +JIRER

" Importance of Small ReD Firms

Many analysts believe that small firms have a better record for
innovation than large firms.  Richard Morse ”recently wrote:
that "a dispropréticnate number of innovative ldeas emangie -

- from our smaller ‘technically based companies."™* The reasoms -
for this phenomenon are:varied: : Some beliave that managers
of small ReD £irms have ‘a greaher 1ncentlve ‘to innovate while

. conversely, in some cases, the marketing pilans of large firms
dictate thah technicadl ;mproveneﬁts to their products be held
to a minimum. ©There also is a possibility that researchers in
large firms tend to Overspecialize to a-‘greater extent than™

: researchers in small fixms. ''Mr. Rabirow has observed that, °
"when one narrows his specialization, he probably comes up
with fewer ideas., If one loads the dige in favor of a certain
art, one cuts off znalogous arts, which I ‘think are: lmportant.
The more an itiventor can pull ocut of related and unrelated
arts, -the more orlglnal hls ldEmS ar= llkely Lc be a :

Empirical ‘evidance lndlcates ‘that in a2 comparisor of flrms'
with less than- l 000 emplovees and those W1;h over l OOB
enployees- S

° Firms: wlth 1ess than 1 000 employees accounhed
for almost cne-half of major u. S lnnovatlons
_durlng 1953 “730 “

® The ratio- of lnnovatlons to salas is about
. one-third ‘gréater ‘in flrms w1hh less than
- 1,000 emplovees.

'® Firms of less than 1, DOU employees have a *atlo

~eof innovaticns to RaD employment whlch 15 anprox1—
mahely four tlmes greater. Bt

‘%- The cost’ per R&D sclen ist or englneev iz almost
-tw;ce as great i flrms Of ‘over 1, 000 employees.--‘ﬂ*~

Federal Government Utlllzatlon o; Small Flrm Canabllltxes

A strlklng dlsparlty appears ‘to -exist betwaen the capabllltles

of small technology based firms and their utilization by Fed- i

eral agencies. Data collect&d by the National Science Foundation

and supplemented by the 0ffice of Federal Procurement Policy
""shows that only eight percent of Federal Re&D conixact awards to'

industry and only about three and one-half percent of obllgatlons

to all R&D perzormers**were made to small flrms AnFY 1975 that

* Op Cit

**Industry, in~house labhoratories,
educational institutions, and
federally financed R&D centers.
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Execitive Summary

Flndlngs .

1.

%, The cost per

-areas:

_°. .stability and efficiency of é&ﬁ'fugﬁipé'_

Small firms have compiled a strlklng record of 1nnovat10n .
in the prrvate sector“ o
° Firms with less than 1,000 employees accounted  for )
almost 1/2 of major U.s5. ihnovations durlng 1953 73.7'

The'rafrb of innovations to sales’ ls”about'1/3 greater.: .
..-in firms with less than 1,000 employees than in flrms o
of over i, 000 empleyees.

Flrms ‘of less than’ 1% ,000 employees have a ratio of
innovations to R&D employment which is approximately..
four times greater compared to firms w1th morée than"
1 UUO employees.; '

'&p_sc1ent1st or englneer is almost twice
as great in flrms ‘of over 1,000 employees than-ln_flrm
wrth 1ess than l 000 employees. '

Small firms receive 8% of Federal R&D awards, to 1ndustry

and about 3.1/2% of obligations to all performers, lncludlng_
in-house performers of 'ReD. The share Of companies with'’
Tess than 1,000 employees in total company R&D funds, .
lncludlng subcontyxacts, is 1/3 greater than thelr share’ of
Federal R&D funds. '

- Bmall firms face 1mped1ments in the Federal R&D procurement_x

process, not found in the private, sector, 1n the followr‘g

. administrative regquirements
° nature and timing of RF¥Ps

" treatment of proposals

contact with technical personnel. ..




A0n
Tou

In establishing the panel, we noted.the increasing concern .
that our Country will lose significart high technology cap-
abilities absent a concerted effort to increase small business
research and development awards by the Government. The report
of the panel, which is attached, conflrms this concern. As
8 means to bring the ‘recommendations of the panel to the .
attention of ‘executive Branch agencies, we:have drafted: the ..

- attached memorandum on’ which we would: appreciate your. ViBWS.‘
Comments on this proposed action are reguested by April 1,

1977.
" fe) Bobert F. Trirmils
Robert F. Trimble
- Bsgistant Administrator
‘. foxr Contract Administrat;qn
=Attachme#ts
e
" OFPP/CA: F}.le/Chrczn/'Readlncr o -

_HMr. Triwmble
Mr. Currie :
OFPP/CA: RFTrlmble bes 3/9/77
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have done just as well on these procurements.

His answer was: “Well, T did not know you people ex1sted »

I said: “Well, what eﬂort did you make to try to see if anyone
cxisted ¢
. He laughed and sald “Well. you have to realize that when I come
in in the morning there is a stack of procurenients two feet high on my
desk.”

e said: “These thmgs go across my desk so fast that if I blink I
might miss something.”

He said: “By the time these procurements come to my desk they
have justification that it not be a set-aside from the contracting people

-and from the technical people and. from other people, all kinds of
justifications.

“By the time it gets to my desk, it is too.late. I do not have the time
to really do anything about it because T have so many of them.”

So, what I am really saying is this. There are apparently a lot of
people out. there who carry a title of small business specialists, but
there does not seem to be a very effective mechanism of educating and
bringing the small business specialist, together with the small busi-
nesses out there which do certain things and then tie that together with
people within the location that have a certain need.

From my standpoint, T have tried to do this myself. Tt is terribly
meﬁiclent It is extremely costly, and the normal Tesponse when you
make an inquiry is that you get back’ a great big packet of forms—
particularly form 129. Every agency, every location has its own shght .
variation, so there is no such thing as xeroxing one and sendmg 1t to
everybody.

. Also, you supposedly end up on computer lists, and 1 have never
found one that works.

_So, there i3 some area. there that could be improved in the efficiency.
where the needs are brought together with the vendors through the
small business specialists.

Apparently they have the mterest They certamly have the man-

__power. But somehow théy need more help than they are getting.

Mgr G’LOVER ‘Has the Small Busmess Administration been helpful to
you ?

Dr, Gareer. The Small Busmess Admmlstratmn, up until recently,

- has been pretty useless to me.

“The reason js that the Small Business Administration }ust is not set
up.to handle the kinds of problems and the kinds of questions that
affect some seience technology-based companies like my own. They. deal
with gas stations and things like that. They can do that fine. -

Apparently there is a very good chance that there is 2 new era at the
SBA right now. There is a new person named Milton Stewart who is
head of the Office of Advocacy. I believe Mr. Stewart is very much
tuned in on'the need to haye some type of recognition of the problems

the firms that T have addressed myself to, They are unique enough.
at perhaps within the SBA they should be looked at a lit
ntly than everyone else has been looking at them.

“There does seem to be some éncouragement that something 11ke that
might happen. Tf it did happen, that would really be good. Then you
could talk with people who understand that you. may be wanting’to
buy 4 piece of equlpment worth $100 000, but a year from now it might
only be worth $.LU 00,

bt differ-
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Also, I wonder if you think that minimum small business amounts,
which forced the National Science Foundation to begin actively work.
ing for small business could be applied, as well, on a larger scale ¢

-Should we set similar-amounts for other agenmasg

Dr. Gareer, I am familiar with the program at the NSF One_
concern I do have about it is that I am nof convinced that people
at NSF have a sufficient understanding of the workings of the pri-
vate sector to be able to identify areags already. ex1st1ng in the private
sector that this program might be hurting. -

For example, I gave.an example of the reglonal mstrumentatlon
facilities program. It had the appearance of a grand-idea and it had
the appearance of helping everybody, but there was not anyone in.
NSF who was able to realize that in their effort to help one part of
our private sector they were going to be hurting another part.

- -So, my answer really is not that it is not good. It may be good. T.
;am just concerned, though, that there are not enough devil’s advo-
cates over at- NSF to-make sure that in the process of helping one
firm they are not, in fact, hindering the innovation in another firm.

Mr. Grover. You are talkmg about the solicitation program?

Dr. Gageer. T am talking about the program that Dr: Sanderson
descrlbed this morning.

: Mr. Grover. The innovation center or the small busmess effort?

Dr, Garsrr. The small business program which they have a phase
T:and a phase IL T think they call it the small.business innovation
program where they give out grants to demonstrate the - feamblhty
for phase I and then phage II as a follow-up.

Mr. Grover. Could you address yourself to the second part of the
question as to whether we should have the nummum small busmess
amount required of other-agencies? -

“Dr, Gareer.’ Philosophically, I am:against thls but I thmk the
realities are such that that is the only way we are gomg to accom-
plish what we are after here.

T would much prefer to compete with Franklm Instltute on an
“"equal footing; knowing that they are'competing according to ‘the
same ground rules rather than gain an award because we fell into
some quota for which our competition could not:qualify. .~
. What are the realities? Overnight could: the ground rules be

adjusted so that Franklin Institute now has to compete against-a firm
like mine on an equal footing? Would that be the’ ca,se‘l2 Proba,bly ‘
not.

So, in the end havmg some type of quotas proba,bly would be much
better than having no program at all. '

Ultimately, however, T think everyone WOlﬂd benefit, if non-proﬁt
organizations were not able to compete unfairly against private sector
ﬁr{ns ‘Tiet” us make' everybody live according to the same ground_
rules

could work this 'out where universities would not be put out of the
‘business entirely, but industry would still be able to do its part?
Dr. Garser. Let me use my example of the regional instrumenta~
tion facilities proeram. T am as much a ‘product of our university
system as T trust that you are. T do not think that any of us. want fo

~Mr. Grover: You mentiotied” several “discussions about the prob--
~lems with university funding. Can you-think of a way in whicl:wei-~-
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was like to be a small businessman and compete against someone who
does not pay taxes. _
At the conclusion of my testunony—March 14—Congressman Wag-
gonner made the following statement: .
-Mr. WacaoNKER. I want to thank Dr. Garber for having the 1ntesi:mal fortltude
to come down and speak up for a struggling.small business for something I think.
exists not just in Philadelphia in the Franklin Institute, but in many, many more
instances, and I think it is- something the committee should take a look at. )
. You let this go unchecked, and évery State university, every State institution,
everybody with something in the way of professional.eapability to inainftain
their tax-exempt status, they will finrance it with outside work, and this was
not the intent of their being. -':
To date, no action has been taken. Con51der1ng the substant1a1 efforts..
of my part and others similarly situated to state legitimate problems
requiring congressional and Federal action, it is snnply shocking that.
nothing has happened, There is no way to-adequately verbalize my..
frustration with a governmental process that fails to be responsive. -
My great concern at this time 1s that recommendations already be-
fore your committee and the administration to assist small science/
- ;:)echnology firms will not be mlplemented on a crash basis or any -

asis : .

1 turn now to recommendations. '

I do not expect that actions will be taken 1mmed1ately to solve all
the problems I have shared with you today. However, I can think of -
no reason why the recommendations in the Rabmow report cannot .
be implemented by January 1, 1979. :
- Problems which I have escribed which are not eﬂfectwely addressed

by the Rabinow report are real ones which semously interfere with: .
innovation and deserve your priority attention in seeking solutions. .

I thank you for this opportunity to appear before your committee, -
I will be pleased to answer any questions about my testlmony

Mzr. Grover. Thank you very much for your statement. .

" Let me ask you a couple of questions. :
. This subcommittee has dome extensive. analysis of the future of

small business. No matter what data. we have exammed be 1t proﬁts .
saléas, market share assets, we have found that’ small busmess is losmg :
ou

Déspite the declmmg role of small. busmess elsewhere small busmess ‘
has maintained its importance in the area of innovation. s )

Could you' explain this apparent inconsisteney ¢ ¢ "

Dr. GareER. "This is a difficult kind of question to respond. to, but I
think it really comes down to the concept that you have to be innova-
&V(@i ]uf,t to survive. It is hard.to verbalize, but I will try my. best :

oi

Innovation is somewhat of & mental process Maybe you could even
liken it to a muscle, since if a muscle is not used, it atrophles You use
your brain cells to innovate, even if it is

‘You develop an ability to be innovative o
“"The small hisinessman today, with the’ problems he. has and the
re«ulatmns that he has to deal with, which have nothing at all to do.
with science and technology, has learned to become 1nn0vat1ve just
to survive.

The small businessman today may be Io=:1ng sales and he may be.
lnsmg markat shares—I will accept those as statements, although T
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other hand, one that prostitutes its charter by performing commer cial
services in the private sector.

I will not try to think my way through it now, but I Would hke to
keep this channel open and pursue it further. - _

I would welcome_anything you would want to. add, : -

Any other information or material or data that you would like to
“have incorporated in the record, make it avmlable and then we will ask
you to respond to counsel’s questlons - |

Dr. Gareer, Fine. Some programs, as wrong “and as detmmental as
they are to the small science/technology business community, - are_

actually being encouraged by the Federal Government. :
~ For example, several years ago, the National Science Foundation -
set up a “demonstration” project at Case Western Reserve University,
Cleveland, involving the field of surface analys1s and specifically in-
volving a new emerging analytical technique called ESCA—eIectron
spectroscopy for chemical analysis. :
Part of the funding came from NSF and the other part from local
Cleveland industry. -
' Although in other parts of the Umted c“’tates, prwate capltal was .
" being invested to set up commercial ESCA services, the NSF fund-.
ing has destroyed any. p0551b111ty for & private sector ESCA service t0
exist in Cleveland. :

The industrial “contributors”—and “contrlbutors” shou]d certamly-
be in quotation marks—get their. ESCA services done more cheaply
than if they were done in the private sector, and the university and:.
the faculty member in charge quite understandably have become .
strong proponents for this program. This has become a very big busi-
ness—all helped with NSF funding. .

Some NS officials claim this program to be .a substantial suecess
and have used it as an “example” for future NSF programs, But for
the private sector vendors of R. & D. services, it has been an unmiti--,
gated disaster, and future projects of this type spell disaster for Seg—;-.f
ments of the private laboratory. analytical community.

Just the threat of such centers being established is makmg 1t ex-
_tremly difficult for firms such as ours to, borrow the.funds for new -
scientific equipment.

I turn now to the NSF regional 1nstrumentat10n faclhtles program
which. T would like to use as my next example, This is a_program.  that:-
is still being put together, and the initial awards.are yet to be made..”

In mid-April of this year, I became aware of a new.proposed pro-:
gram being organized by NST. In a sense, it was like reading my own
corporate Teason-for-heing, as after referring to the ever-increasing
cost of analytical instrumentation, NSF was. proposing :to; set_up
regional facilities around the United States to make such instrumenita-
tion more readily available to industry on a time-shared.basis. Sup-

more for the private sector. -
Of course; I was ﬁabbergasted inasmiich as. for'§ years L had been-
investing in my own regional instrumentation facility which, by now, .
had ‘expanded to the point where many substantial R. & D, projects
could be undertaken, Although the NSF program announcement-did;-
in fact, state that private firms could apply, anyone familiar w1th such ;
annOanernents c]ear}.y read +h.s to 11e 1ust ano*har dld—uc a\.auemldv
program,

posedly, this was one NSF response to the _Congress desire.that it do .
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free entry of scientific equipment, even though it is elearly destmed :
for substantial use for the benefit of commercial firms. - -

- T was referred to the Department of Commerce—whlch had referred
,me to Customs.

" The answer was that Cominerce rules on the technlcal merits, and
Customs rules on the information contained in the duty-free entry
application, However, Customs has no enforcement procedure in the
event the duty-free items turn out to be used for commercial purposes.

As a not-for-profit, Franklm can apply for duty-free entry whereas

'prlvate sector firmis ¢annot. -

*8. The U.S. Postal Service. ‘

- Inquiry was made as to why Frankhn can send-out advertising ma-
terlal under their nonprofit mailing permit. The Postal Service said
that the not-for-profit status granted by the IRS is sufficient; if the
.%otlvﬂ:y meets with approval at IRS, then it is OK with the Postal

ervice

The Federal District Court~—Structure Probe, Incorpomted V.
anklm Institute, eastern Pennsylvania—No: 72-2071. -~

‘In “‘October 1972 a two-count suit’was filed by our firm- against
Franklin alleging antitiust v101at10ns and Vlolatlons of 1ts corporate
‘oharter

After numerous delays on the part of the defendant an astomshmgly
slow Federal court system;, a 5-week Federal trial, and almost $100,000
poorer, a decision was finally handed down agamst us in May 1978.

hﬁlre could not convince the Federal court that Franklin was Vlolatlng
the law,

We remain convinced that there are significant dlﬂ’erences between
not-for-profit and for-profit commercial firms, and that the court did
not take proper consideration of these i issues. We are in the process of
appeahng the decision, -

1f our efforts to apply existing’ laws to the abuses we have identified
- ultimately fail, it only will emphas1ze the need for reform in present
laws and’ pohcles '

The next area that T would like to go into by Way of an example is

E unfalr competition from universities.

- I do not’ want to confuse, now, the Frankhn Instltute with the uni:
'vers1t1es It is not a university. It is strictly a not-for- profit, section
503 (c) (3), like Battelle, Stanford Research, and institutionslike that.

A second shock I have experienced is blatant competition from uni-
ver51t1es Take Lehigh University in Bethlehem, Pa:, as'an example.

~"'We routinely encounter Lehigh competitively, as they are very much
in the business of selling’research services to 1ndustry But they do it
in what appears to be a very devious way. ;

From what I can piece together, what they ] have set up is an 1ndus—
trial affiliates program. Major firms listed on-the New York Stock
Exchange in the Allentown-Bethlehem, Pa.; area contribute a sum of
monéy.annually which.qualifiés them.as.an. aiﬁhate. AT
../The rumor is that the commercial firms show:the payment as 2.con
tribution, and some parties annually publicize it as a: contribution to
Lehigh. But it appears to be a dlsgulsed payment for future seryices
to be rendered.
! ‘The services are, in fact, performed on expensive electron mlero—
scopes, electron mlcroprobes, and surface analysis, and other equip-
ment—virtually identical to the type owned by our firm,
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At Du Pont, I continued working in that area, as I was in charge of
amajor electron microscopy facility which was used for soIvmg various
problems of impertance to the plastics department.

These were exciting times ‘for me because for- the first tlme T-was
able to appreciate how my basic understanding of polymer physics
generally and of electron microscopy spe01ﬁca]1y, could ‘be harnessed
ta solve pressing problems of the Dy Pont Co. :

However, after 11 years, I began to get bored, My salary increases
were “determined by the computer.” An office mate, who reported for -
work 7 months before I did, received raises 7 months before I did no
matter how well I performed I knew What my raise Would be from
whiat his raise was.

I had a feeling of loss over my own destmy ItT wanted to remain in
basic research as opposed to advancing up the ladder of management,
it seemed as if T was doing at age 27 what I would be doeing for the rest

‘of my life. And no matter how well I-did—or did not- do—in future

years, I sensed that my salary increments would always be determmed
at least to a major degres, by the “computer.”

By the fall of 1969, I knew I had to make a change, and what I was
looking for was a place where T would be 100 percent accountable for

_my own techniecal decisions: If I 'made the right one, I wanted to

benefit. And if I'made the wrong ones, I was perfectly w1111ncr to suffer
the consequences. I saw no altematwe but to form my own framework
meaning my own business:

Structure Probe, Tne, came into . ex1stence in Apml 1970 After a
very rocky and painful startup period, we slowly began to establish
ourselves as a regional instrumentation center for ]g)erforrmnfJr scanmng
electron microscopy—SEM.

UAt the time, an SEM Wlth associated necessories cost over'$100,000,
and it still was a new emérging instrumental method, yet to become an
accepted tool for research.

Through my background, Hoth at Cése as well as Du Pont eoupled

- with then-current understanding of the literature, T was able to ap-
“ preciate the potential for the SEM better than most, partlcu]arly for
‘industrial applications.

Not only did we have a state-of-the-art SEM but also a state-of-the-
art understanding of its potential use in an mdustrlal laboratory to.

'solve problems.

"My predictions have proved correct because the SEM_ was the

.V“growth” instrument of the solid state sciences of the 1970,

Structure Probe, Inc., has played s niationally recognized role in the
application of ‘the SEM to industrial research and problem solving.

The last areas T would like to touch upon are going to be some con-
crete examples of Government pOhCIES which have serlously stunted
our future growth.

While I take preat satisfaction from establishing and nurturmg my

which has seriously stunted my growth, diverted my energles hmlted
Ty ability to innovate, and eroded my future potential. -
"My focus will be on a few aspects of Federal inhibitions to innova-

“tion but oneés special to the plight of many small t_echnology based

laboratories and private Drofessmnal services firms.

own small-science/technology fivtn; T'want lo'share with"yoi waysin ™"
~which the Government has created a- legal ‘and " policy~ environment <
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Remember, we are not actually speaking about items as cheap as
automobiles but scientific lnstrumentatlon costmg $10{) O(}O or fre—
quently more,

It should be no surprlse then, that the attitudes developed by stu-
dents in graduate school become the dominant ones as the student
makes he transition to the industrial researcher. The student learned
well, ‘and he, too, like his teachers, hag not ieerned the concept of domg
it for the leeet amount of money. e

‘He, too, wants to build up his empire, purchase more eqmpment.
hire more people, and become a department manager—all of which
will-enable him to earn a higher salary—ir respectlve of Whet i3 aetu-

~ ally being produced in his laboratory. :

What is it, then, that enables-the faculty member e.nd resea.rcher in:
large mdustry to purchase facilities far beyond their. actual eosts2
To 1 me, the phrase that describes it best is “lack of accountability.” - -

In the university setting, the facility member is dealing with a Fed-;-
eral funding agency and through the proposal process, is applymg for
funding., -

The Tederal review and audit Process does ot meke feculty menn-:
‘bers accountable for how moneys are spent. And if a faculty member
proposes the purchase of a Cadillac rather than a Chevrolet -even
though a number of Cadillacs. already exist nearby on his very own:
campus, it seems to matter: not The Cad.lllae gets approved account-
ability is absent, ‘- ‘=

Representative BREGKINRIDGE Let me mterrupt at this pomt

You are sounding like another witness we-had yesterday, I think it
was, Who made the point that they were really not engaged in in-
novation and development until you reach that point where you had .
an item that would reach the market: But there is a lot of research:
going on directed. for research purposes and not for marketmg pur--
poses.

~+I do not-know whether this is part of the'same pattern or nof. :

v Dr. GarBER. Tt is-a little different than what T am trying to say here..

T know myself that if we really need something, then we buy it. But if-
we can get by, basically accomplishing the same thing with less money,:
Eihen we might go somewhere else and do it. That is the way we w11]

o it. :
~But in a. umversﬂ;v setting, everybody wants to build up thelr own
empires. The field that T know best, namely, electron microscopy—
there are Chevrolets and Cadillacs. But there is a lot of prestlge as-’
- sociated with buying a Cadillac.

Representative BrEckinripee. Then T take it, without having any
speezﬁo case in mind, that the.testimony we had from earlier: Wltnesses :
namely the HEW w1tnesses, with partleular reference, perhaps, to.
that portion. of the statutes which.they say impose on them the re-
quirement of.doing business with not.for profit. and/or therehy ednca-:

onal institutions or .other foundations, is perhaps one:of those non
productlve Federal investments that you have referenee to: here 18
that right ? ,

Perhaps then that section of the law should be looked at in the con-
text of your commentary. - -

Dr. GARBER T think you.are entlmpatlng one: of my ma}or conclu-
sions by a few. pages ,
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‘To grasp the fundamental consequence of. ‘this conclusion to the fu-
ture health and well-being of the U.S. economy requires a precise
understanding of what we mean by 1nnovat1on—somethmg the: OMB

" document fails to do. o

' How can we measure our p051t1on in innovation, un.less we agree on..
some definition and how it is to be measured ?

-This gets me: to my second ma]or area’ of the deﬁmtmn of ,

“innovation.”

“Innove,tmn” is to science and technology as money is to bankmg.--‘-
Without it, we all agree, there would be no leadership'in science and
technologv Without it, the United States would. lose its p051t10n as the

. world leader of science and technology. - .

The dictionary defines “innovation” as: (a) the mtroductwn of some- -
thing new, and (b) a new idea, method, or device: -

Certainly, one might cite: One, the nuimber of patents applled for
or two, the riumber of patents issued as measure of the extent of in-
novation deriving from a.certain segment of the technical community.

I would maintain that this view is:too narrow, as there are many
areas where one can be mnovatwe, but the a.ctlon does-not. turn up in -
" the patent statistics. . '

T recall that Dr. Hess yesterda,y was mekmg thls po1nt also, tha,t-
there are many areas of innovation that-do not show up in statistics
- like that.

Too often, we look at a particular. development or product draw
some conclusion about it, but seldom ask : “At what costt” -
.+ -1 am a.great believer that the biggest fool, given enough tlme and

money, can do anything, but the truly smart the truly innovative.:
person is. the one-who can get to. the same end result uSmO' the least
amount of time and money.

Some of our foreign trading partners are learning how to get more
technieal development per unit cost than we can. For the same cost
they develop two new products to our one. Thet, gentlemen, is another
Va.l1d example of innovation. :

- Representative BRECKINRIDGE. May I mterruptﬂ s

‘What suits your convenience in terms of how we proceed2 Do you
want. the committee to 1nter]ect as we go elong or- Wa1t until you are.’
. through?. -

Dr. Gareer. Whatever you Would hke to do is fine W1th Ine
Mr. Chairman;,

- - Representative BrRECKINRIDGE. Inasmuch as we are followmg your'_-
dreft it will not hurt to interrupt. i
Onehof the problems I have W1th these hearmgs that we are engeged
in is-this . .
_.'There is the generallty of the statements that are made ThI{S is not.:
intended as s criticism. We speak from- our knewledge and our ex--.
perience and we arrive at general conelusmns and then these are3

What we. address Ourattention to, T i
Wherever-itis possible to’ Adcumetit or: 1llustrete—no i st Wlth
“for instance” or an example—I think for the purposes of the record:
later that it is uaseful and wherever you would: find 1t would-contribute -
to the record to supplement leter in that regard I W1sh you: Would ,
feel free to doso.. -
. .Iﬂ;k,ni}ow T am puttmv a burden on ym., but T would open the recef'd :
O tna crelin
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solving problems not only for mdustma] but for Government and ack-
demice clients as well.

The work we perform covers a wide range of sment1ﬁc dlsclphnes. _
from metallurgy, ceramics, and electronics to polymers and the Jife
“sciences. I should really say that our activity is-in virtually every area
where solid materials are made or created or studied or worked with.

Our gross sales, including those from a related IIlICI‘O‘-‘-COpy supply
division, are. shcrhtly over $1 million annually. :

My techmca,l and professional career started with a B.S. in chemlcal
“engineering at the University of Illinois in 1863, and continued with
an M.S. in 1965 and & Ph. D. in 1967 from Case Inst1tute of Tech-
nology in Cleveland. . -

I have lectured widely, both to professmnal soclety meetmors and asa
consultant to a number of private frms.

Structure Probe, Inc., was founded in 1970 with Vlrtually no capital -
~and from an initial two employees, hag grown to an organization em-
- ploying about 25, approximately half professmna] spread between

" three locations, two in the. United States and one in Canada.

- Tamvery proud of the fact that in 8 years of business, which covered -
some tough economie times for small buqmw}qes we lmve never Ifud off
" a single person for lack of work.

X am greatly honored to have thls opportumty to sha,re with you -
some thonghts on the subject of science, technology, and small business. ™
During my few -minutes before you today, I shcfuld like to accomphsh
several objectives: :

1. Define what to-me is a qmence/technolorry—based small business.

2. Define what to me is “innovation.,” You will note that in the
entire 2 days of testimony, except for one witness, there was virtually
no attention to what we really do mean by innovation. The one refer-
ence that I can recall was from Mr. Baruch. I thmk mnovatlon 1tse1f
was used in the definition. -

3. Comment on the recently released OMB document prepared '
by the Rabinow panel dated March 10, 1977. '

4. Describe the founding of Structure Probe, Ine., its . growth
" and some of the problems we face, :

5. Provide examples of Government pohcles that have serlously :
stunted our future growth, These are as follows:

_ First. to assess the impact of unfair competition from the not-for-
profit Franklin Institute as a private sector scientific laboratory;.
second, describe the effect of unfair competition from academic institu-
tions on the small high technology firm; third, analyze the.relation--
ship the NSF regional instrumentation tacilities program has fo the
innovation process; and fourth, document the past Government h1story -
of doing nothing fo help a small high technology firm like mine.

Tet me start first with the definition of smence/technology-based
small business, or I should say, my definition. '

The reason why I think this is very important at this pomt is that,
~we dre really dealing with a’special’ breed of animal here We are not
-talking about small businesses generally. : * 7

“When I refer to small technology-based busmesses, I am not talkmg
about automobile dealerships which conduct their businesses in 1978
- just as they did in 1968. Nor am I speaking of hair styling salons, in- -

surance sales firms, or even small bakeries or machine shops, or a myr-
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One or the other should proba,bly take leadershlp I Would agree w1th
you. _ .

‘Mr. GLOVER, Thank you very much. :

The other part of my question, I guess, is thls o ‘
-Do_you think you will have a program something like the Na,tlonal
Science Foundation program on the drawing boards or are you at least:
going to evaluate the possibility of coming up with such a program?-.
: Mr. Taszsmaw. Our requirements are generated in g different form:

. than theirs. Qur requirements are program specific. Recoomze that T
do not generate requirements, but I execute them., : -

So, our requirements tend to be generated- by people .on electrlc-,
vehicles or in the solar program or the fossil program. They are rela.ted
to technologies in which they have concerns. :

Tike enhanced oil-and gas recovery, for example -

Mr. Grover, If you explored the NSF program a little blt- more, I
think you will find they set, out specifie areas that they had need for
information in. They designed it. They did not just solicit:for any-
thing. They designed spemﬁc areas and sald “We need 1deas in the:
arey of so-and-so.” -

“Mr. Tasmrian. To soime extent our progra,m works hke tha’t but it
s not as structured as theirs, from what I can see. But I thlnk it is a

“comparable system because it is generating forward requests for basic
research in some areas where we do not have knowledge.

The solicitation document asks for a solution to a certain problem,
We get a multitude of technologically different a,pproeches and dlﬁer-
ent risks and different costs risks and different time periods.

We have sprogram similar to theirs, but from what I heard todav,-‘
theirs is much more structured. They examine a universe and 1dent1fy
areas and go at it in a‘much more structured way. .

I think we are accomplishing close to the same thmg in the energy
area,. Lo . .

Mr. Groves. Thank yvou. :

- As you stated, we will look forward to contmue warkmb Wlth you ‘
My TASI-IJIAN Yes, we willibe:happy to do that; »
- “Mr., Zepp. We want tothank you for your testlmony
©  Atthispoint we Wlll take a short Tecess.

“{Recess taken.] : '

“Representative BREGKINRIDGE The commlttees w1]1 ¢ome to order
::Mr Patten i : : o _

STATEMENT OF HON EDWARD .T I’ATTEN A US. REPRESENTA-:-
' TIVE FROM THE STATE OF N'EW JERSEY Y

Representatlve PA’I’I‘EN* T am. partlculerly ha,ppy to. 1ntr0duce Dr &
Charles A. Garber to you today. . - .
'As you'know; my district is in the heart. of the sin gle largest research
-and. development concentration.in the.world, Firr D
:bet’s, those-small high-technology. firms,are thoug! s
as being as much of & natural Tesource for an area as cheap power.

- and Water Firms such as Dr. Garber’s act as magnets for attraetmg_

new technology-oriented industry to an area. .
I am now encouraging the Congress and the admmlstra,fon to 1mple-
ment spec:ﬁc policy recommendations for firms such as Dr. Garber’ 5,
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.to approve the product for technical feasibility and cornmercml
Vlablhty

“They submitted their product and their statements to- NBS and got

_.a leiter back which really did not refer to any specific reasons for turn-

ing down their product. But their product was turned down. : -

They were flabbergasted when it happened. They are in the process
of being written up in national magazines, such as Popu]ar Mechamcs,
Mechanics Tllustrated, and several others,

. Asfaras commercial viability goes, they already are selllng nation-
ally and have orders coming in to fill, Their problem is gettmg the:
ca.pltal so they can fill those orders,

- As'far-ag technical feasibility goes; NBS told them that it was not

techmca,lly feasible because plastics-do not work in solar collectors: -

"' This week one of the gentlemen came down to Washington and went

. over and met with the people with NBS who turned their project
down. He came back to see me after he did. He was flabbergasted at the

“reaction and the lack of awareness on the part of the people at NBSas

‘to what their product actnally was allabout. - -

He genera.llv felt their product had been turned down just beca.ube
of'a bias against plastic, a bias which they, themselves concede, Tt was .
a problem they had encountered, that is, that plastics have many prob--

“lems: They do not last for many years. They do not have the expa,ndmg '
ablhty when the water freezes. -

- The point is this. Their product was something new. It is somethmg
that is used in telephone wires and other thifigs which are subject to
severe sunlight and weather pressures and which stands’ up. -

" They went to NBS and NBS turned'them down.

- 'NBS is reevaluating the product and hopefully their answer, par—
tlcularlv now that the gentleman came down to Washmgt(m “went in
and spent a day talking with them, will be different. '

Bnt it 1q a prohlem that exists in the country. This one, agmn is not
one that. is particularly ohe for the Department of Enerp:v because
they were not going for @ reséarch and development grant. They were

going for commercial funding for ca,plta,l for commercmhzatlon

purposes.

“Hopefully. the solar loan bill that we passed will prov1de them w1th
that loan if they cannot get one before 1t ison line. s

- T guess that 1sall T have ' , _ :

Mr Glover? '

 Mr. Grover. I would addzess this to vou T.do not know whether yOu
were here when the NSF testified.

- Mr. TasngTan. Yes.

Mr. GLOVER He degeribed the small buqmeqs solicitation program
at NSF assaying that they had recelved awards.

1 wonder to what extent you have a very similar ‘prog'ram . either in
existence or on the drawing board, which would allow that kind of'

iovative approach to the whole arex-of research- and- development#--

=+ Mr, Tasyrian, I think to some extent we havesomething in-commons: .-

Wlth the National Science Foundation in the sense that unlike NASA
i or DOD. we do not consume onr own technology. We are’ 1nterested
in furthering technologv. but limited to the energy areas. -
I think the Natmnaf Science Foundation may be looking at broad
areas of national need which may be outside the energy field. - -
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‘There is the feeling that DOE is not there to help new ideas.

My original question was going to be with regard to the NBS-DOE
energy-related invention and evaluation program. To turn the focus
off the Department of Energy for a moment, my question to you was
going to be, what degree of competence do you have i in the technical
expertise of NBS¢®

:Mr. Tasugzaw. I am not sure I am techmcwlly quahﬁed for thlq
T would say this.

A large number of proposals have gone to the National Bureau of
Standards. If T understand correctly, some 50 of them have come
- tous, so I think it represents a fairly small percentage. '

Whether or not they are receiving ideas for inventions. that are
_w1thout merit, or whether they are too narrow in their definition, I do
not know, but I would say that from where I sit it has not been a
particularly successful program. We have. not had a large number,
however. :

I mentioned unsolicited propoeals I ou(rht to repeat that.

Any individual who has an idea whlch is unique and unknown to us
can submit unsolicited proposals. We encourage that. We have a book-
let that tells people how to submit them. At one time we had a peak of
over 5,000 unsolicited proposa]s in-house. I think we currently have
2,000- and-some. ,

Mr. Zepr. Conld you give us a brmkdown on the percentage of small
business confraects whlch 2o to unsolicited proposals?

- Mr, Tasuaian. One of the things that I have done in our data system
is this: As of about a month ago, we now identify all proposals; if they
are small business. Obviously, when you get a letter from 2 company,
hde does not normally say that he is a small busmess He presents-his
idea.

T have asked.that we 1dent1fy anyone comlng from small business.
We look at the acceptance rates so we will be able to answer that
question,

However, I would say this. The ones T have looked. at.show me that
there is a large number from 1nd1v1duals and small. companies and
universities, Qur acceptance rate is ‘'something, around 30 percent or
735 percent.

So, I have to say that in my ]udgment a substantial number have
gone. to small business. T cannot proye it, Towever, T have begun to
_develop the statistics, so I will, at someé point, be able to do'that. }

I always hold this door open, If an individnal or technically ori-
_ ented small business feel they have an innovative idea, they should
. then submit it to the Department of Energy. It.will be evaluated. It

will receive an acknowledgement and the proposer will receive an
appraisal of his idea.

Another thing we have done is this: In the solar area we have shown
4 preferénce for small business concerns in the solicitation document.

For example, for our solar nonresidential program, we have en-
_couraged teaming arrangements with small busmess manufacturers

~=cate«ror1es :

Category 1 was that the solar system as supphed by a small busmess
and that a small business concein was tromg to pertlclpate a]one orasa
part of 4 joint venture or. a consortlum ,

£-solar- equlpment Sl our™ sohmtatmn document We ha(i four':"-""'
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Department of Energy that any kind of construction contract for $2
million or less must go to small busmess That is not in R. & D. but 1s
an example of what can be done, )

As far as I know, that is the hlghest threshold of any ‘Government
agency. That works for construction. So I have asked for a list of
procurement items that we - could call class set-asides. We are rev1ew1ng

- the list at headquarters that the field submitted. .

So I think there are a number of initiatives Wh1ch in the aggregate‘ B
will move that percentage up. I am optlmlstlc '
Representative Breckinrmae. I do not want to take any more time,
Mr. Chairman, : .

I want to thank the gentlema.n o '

-1 think these initiatives are promising. I think the commlttee, along:
with Mr. Baldus’ committee; will be interested in any additional sug-
gestions you may have, We make it a practice to keep the record open.
If we have any further questions, we will take the liberty of letting
you have them also. _

I have great hopes that the joint etpemenca of all these agencies, as
reflective of the President’s task force in this partlcular aven of very:
limited investment, from your. point of view, will be very large; of
course, from a national pomt of view. This will result in the exchange
of experience and ideas such as you have outllned here, Whlch will ex-
pedite the process.

Mr. Taspszan. I am sure they W111 '

May I make one additional comment? I mentloned this to Mr.
Baldus.

I think part of our concern is this. I meet with a lot of small busi-
ness companies and small business associations. Their concern is for:
the complexity and the redtape of the Government procurement
process.

That is a valid observation. However, I think in part the constramts
we operate under are self-inflicted. , _

The Commission on Government Procurement a few years ago _

. identified some 39 socioeconomic programs that we plggybacked onthe -

government procurement process.

I think that system has gotten more complex. We use the Govern-
ment purchasmg power to sort. of pursue every goal or try to do every- -
thing in this country.. We have made it so complex’that it Is very

difficult for.an average man to get a Govermnent contract.

. 0r. whatever the, clause mlght be that canses the ﬁllmg out of fnrmq and th

What I have recommended is this. Maybe those programs are at
too low a threshold. Maybe they should apply at $100,000 or $50,000°
and not at $2,500 like a lot of them are. It would not be as onerous to .
small busmess concerns. That is an area that we talked about. -

Maybe it 1s an area where Conrrress could do somethmg tosay:

Well, for. small busmess concerns we will waive the cost accounting standards .
oriwe will waive vocational-rehabilitation.or: we will. waive “hire.the veterans,”

survelllance onsite and so on

Representatlve Brecxivrmer, Thank you ' ' _
Representative Barous, Mr. Brecklnmdgc and I will have to go to
the floor, We will turn this over to’counsel. '
Mr. Zeee. Mr. Tashjian, the line of questlonmg that Mr. Breckin-
ridge has been pursumg 18 s1gn1ﬁcant to the dlscussmn We were havmcr _
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& terminal in each 6f our ofﬁces 50 we can aceess the centralized com-
puterized list. _
. T have to say in all fairness that my job is buymg Tt seems to me
there are other agencies in this Government which are responsiblé for
creating central lists and making them available to every department.

1 think we have shown some initiative on our own to create a’
mechariized list. We have paid contractors. We have paid & minority
firm to go out and find for us high technology firms. We started off

" with 63 000 names. He went to every Government ‘department. Fle

went to small business associations. He went to business development’

- corporations, He netted: for us 750-some companies who were viable”

and who could bid on that kind of high technology work that we do.-

“We have reproduced that list. We have given it to all our buymg_
offices and we have given copies'to GSA, .SBA and others,”

I am saying in response and in self. defense, T guess, that I have
exhausted all my known sources and T have certainly expended a lot of
effort in trying to locaté those firms and trying to make those firms
available in establishing a system that challenges every buyer to see’
‘if he can go to a small business. T

Maybe 2.6 percent is good or bad. I do not know. All'T know i is that
I am making substantial efforts to locate those firms., "~ - )

“Thave dealt. with the American Association of Small Research Com— -
panies, Tt is the only association I know that is an association of small-
research companies. We have sponsored, for the last: 2 years, symposia.
We have paid for their newsletter for the last 3or 4 months, tha.t is,
the Department of Energy has paid for them. -~ = :

I have other initiatives which I have outlined in my stafement. I-
think in the aggregate we are taking what could be reasonably expected”
for.us to do toget “awards to small businesses. I certainly am receptwe
to any suo'gestmns there might be as to what elsé‘we can do.

. “We do participate with the Small Business Administration, We

- have a number:of good initiatives going in ‘advertising our efforts, "

I can go through a more-structured form. Some meéntion was made-
of the Rabinow zeport I am familiar with it. T was a part of an®

- interagency group that reviewed it. We ¢ame back to our agency and
we looked at what we could do to implement thosé reconmimendations.:
+If you like, T can tick off some of the things that we have done. -

- However, ]ust exortation in and of itself will not get us anywhere.

I think we have tried in.a structured manner: We do it throngh peo-
" ple.'We had ‘a 2-day conference of all:of our DOE small business
representatives where we talked about goals and performances.’

In a motivational area we as51gned goa,ls and we ’rramed our people_
and devised forms. -

Representative BRECKINRTDGE I do not want to beat thlS one to’
death. I do think the point is very simple. You are having less Inck
than a lot -of:other people around, Maybe ‘you are trvmg harde1 be-
uge you are second, I-do not know, but if 8o, you 11 end up. ﬁrst
Mr. Tasastawn, Tam trying to get there.”: " ‘
o Reprecentatlve Brecxinrmae. T will trust that 2. 6 1§ going:to show’ -

some sort, of dramatic change through the efforts you are describing. -
. If all'of these efforts result in your ultimately reaching an mcreasmg]y'

large audlence, then you are gomg to reach it. There shouId be a dra-
matic change i this percentage:: :
You have established the exceptlon to the rule, if it does not change.
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< If you want to talk about capital investments,’ “break them out. T
W111 take that part out of our ¢onversation. If you want to talk about.
major capital investments or Clinch breeder . reactors—which the
President may or may not veto and which may or may not ever get
into being—and if you want to talk about a gasification plant and/or -
hqulﬁcatlon plant—which we may or may not ever have and if we do.
we will only have two or three of them--then set those aside and pitt
any price you want on'them. . : '

But let us talk about what is left. Let us talk about the record there’
~in terms of your program. Then let us talk about what we really want -
to be talking about, which is not what you have done since you have
inherited and put together the multiplicity of agencies which nobody -
- holds anyone responsible for except the Condre%s but let us talk.

about what is going to be done. . .

Mr. TASHIIAN. Yes I thmk however, the.t T wﬂl respond in thlsg
wa,

When you look at basic I‘ESE"[I‘Ch I think we have a multitude of.
basic research programs that 1nvolve a Iot of sniall concerns. They in-
volve a lot of universities. ‘

-~ The’ abllltY of small companies to respond i the research side where
Ia,rge capital investments are not involved i is the area in Whlch there
is the greatest payofl, as you have said. -~ - :

But sometimes there is recognition that some of the large develop-
ment contracts that we have had do not go to small companies because
a large capital mvestment isa reqmrement Tha,t is the pomt I Was try—
1ng to malke,

T think you have made a orood point. ' '

Repreésentative BRECKINRIDGE. T will not argue with the major capl-

‘tal investment point. That is not what we are addressing here today.

Who is responsible for the implementation of whatever policy you
may have with reference to the maxirmization f small business partici-
pation in the R, & D.? Where does this show up on your chart?

Mr, Tasusian. It is my responsibility. T Would like to- descmbe for
you the cycle In which it operates.

“When a Government activity or prograni manager decldes that'he
wants to make & purchase for goods- or services or development or
- whatever it is, he will generate a purchase request Whlch gays: “T want -
research in this area.” or “I want support service,” or “I want to buy:
production of something.” That request comes to the a.ct1v1t1es that

areunder my function or responmblhty

We have & form in DOE which we utilize to examine every purchase
request to see if it is acceptable for small business or mmomty busmess
or if it can be broken out.

We do that so that we will try in every case to see if, in fact, there is
adequate justification for setting it aside for small busmess We make
a substantial number of set-asides.

‘So, I am saying that the customer tells me What he wants. Then r

ﬁdemde i we can’get it from Small Business:

on & 100-percent basis. Every procurement is' reviewed. So I ha.ve
- not only institutionalized the systéem, but we look at it again:
Representative Brecrrnrmor. What sort of staff have you ass1gned
to this evaluation in the analytical process that determines the compe-
tence of small business and its availability and the savings?

- Sometimes we get into a wrestling contest, but we try “We-do that™
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‘Steven J. Engelmyexr : 2

3. pefinition of research and develcpment procurement
to be used in the Federal Procurement Data Systeém: -

FPR 1-3.211 - "...experimental, developmental, oxr
L ' research work, or for the manufacture
or. furnishing of property for
exrerimentation, development, research
or test.” - : :

Sincerely,

. J. Tashjian, Director

Procurement and Contxacts ..
Management Directorate - ..
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. You have not addressed part of the remammg $6 billion w1th that
argument, as far ag Tam concerned N

Mr. Tasusian, We had some discussion here earher about What per-
cent of the DOE procurement budget goes to the nuclear weapons and.

. tothe nuclear testing and weapons production. About half of it does.

* 8o, if you back out that portion which is involved in the design and
test and production of nuclear Weapons, it is approxnnately haif of
" our procurement budget.

Representative BRECEINRIDGE.. That would lea.ve us with a ﬁcrure of.
$2.5 billion for commercial, if you want- to call it that or nondefense,
it you want to call it nondefense.

“Mr, Tasgsiax. T have not included Chnch R‘tver in tha,t
Representetwe Breckinree. One hundred seventy-mne ‘million
dollslmfs of $2.5 bllhon is what percent? It is not much of a percent
at a .
. Mr, Tasugraw. It i is not. . '
' :Representatlve BreckInripGE. It is at the bottom of the totem pole :
Let me go at it another way. oo
Mr. TasaJ1AN. T am saying this. ; ' '
" Ropresentative Breoxrnrinae, Let me go at it another way.’ -
- On a contract basis how. .many go to majors:and how: mcmy go to
small business? T am not ta,lklng about reference to dollars. -

"You s2id you had a maximum of $50 000 per grant I do not want to
1imit you to that.

Mr. TasHsIaN. That was one program I was: glﬂng an example

- T do not know the number on an award basis."

Representatlve BrECKINRIDGE. T do not: know tha,t 11: mdlcates any-
thmg I am trying to get a handle. - '
© Mr, Tasgyraw, If I had to guess T would say itisa hlgher number

- Representative - BrecrinrIDGE. :How many “contracts of what ‘size
have you with major oil compames for example in the area of research
and development ? ‘

Mr. Tasagian.:Lireally cannot- teH you oﬂ" the top of my head I am
saying this. Youhave a good point:* & = -

- A more representative figure would be numbers rnther tha.n dollarq
" because one large dollar program tendsto dwarf." i

Tf you ‘would - hke I W111 t,ry to determme tha,t number and submit
it for the record.:

Representa,tlve BREOKINRIDGE Fme : :

Representative: Batous.: Without:objection, so ordered N

. :[Subsequent information was recéived and-follows:] i
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paperwork on these proposals. There is the booklet and the pre~
addressed sheet. .

So, yes, I think you are right. I think we:need to do more of that _
We need more publicity.

Representative Barous. 1 am mterested T, will, ask the commlttee
counsel to follow that and.to look 1nto that partlcular facet of the
problem. . : T

Are there questlonsﬂ

Mr. Breckinridge?

Representative. BRECKINRIDGE Thank vou, Mr Chelrman .

T understand we are talkmg roughly about a $7 bﬂhon procurement
_budget, $6.9 billion, plus; is that rlght'Z : e .
- Mr. Tasmgran, Yes. :

Representative BRECKINRIDGE I believe- 10 3 percent of that or $17 9
million goes to procurement for small business. :

I understand that 2.6 percent, of tha.t goes to R. & D: small busmess
procurement; is that right? . . .

Mr. TASHIIAN, Yes; I think that is in the ba,llpark yes

Representative BRECKINRIDGE Without becoming involved: in “the
differences of opinion and just takmg the teet;mony, have you heard

-+ the other witnesses here today

Mr. Tasasiaw. Not the full day, but I have heard enough to. answer
you. -
Representative BRDCKINRIDGL‘ The . striking thmg about these.
data—and T am not trying to argue it because I just want to get to a
point of discussion with you—is that where we have a stated average of-
23 percent to 26 percent of Federal procurement dollars going to small
business, we find that the R. & D. dollar, or a percent of that; is'around
3.5 percent We have been, as you know, complaining about the relative:
insignificance of that 1nvestment in that segment- of our busmess
commumty

-Our testimony shows that it is at half the cost of R & D 1nvestment
in major companies and that it generates more than half the innovation
development and inventions of the Nation at less than half the cost-and:

. ..at 2.6 times the effectiveness. .

So, here we end.up with one of larger procurement doHars in one of
our most important areas where innovation and development has got to
be the guideline.. It is the smallest of mvestments, 1f we take just
national averages. :

I:guess the questlon is: Are these da,ta COTT ect‘3 And 1f not I want
to be corrected.

~.Go right ahead.. :

'Mr. Tasasiax. Thereis a questlon in my mmd asto the deﬁmtlon of:
research and development.. I notice that one of ‘the witnesses: talked:
alllnout the lack of a good date System I Would be the second to verify
that
- It is very difficult when you have thousands of transactlons T have

41 activities around the. country. -which:are involved:in.the.procure-

-~ ments of grants, or some, sort.of. netivity: It ig difficult. to:get com-.

'"monahty ot definitions to try to arrive at some hard statistics. =
...~ What is research and development to one man isnot to another. If :
you have a demonstration or if you are building a:pilot plan, is that:

eqearch development or are wo tu]kmg about buem research or englﬂ
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guarantee area, for example, we have $30 million set-aside for small
business, of which $9 million has now been granted: We have had
two .guarantees go through for small business. The. remaining $21.,
million is available. We have advertised that in the Commerce
Business Daily.

-So, in the Department of Energy we. do more than 3ust ha,ndlez
confracts. 'We handle grants and Joan guarantees. I am trying to.
move - the small. business- ratlonale 1nto those -areas also, It has not
been done in the past..

I think we are moving in the rlght dlreotlon T eannot give you
numbers yet, but T think in the loan guarantee.program, we have
two or three areas where we -have been able to do-this, such as in
" the electric, hybr1d~veh1c1e, end the geothermel loan guarantee ~
program.

I will try: to, Set a.certain percentage a51de in the unsohe1ted
proposals ‘and examine. the same. thing in the grants area. - :

Representative Barous. This committee, I am sure;-as you knowq-
will be giving you continued support in tha,t ‘We can assure you of
“our inferest in that: .

I swould like to turn-to the GAO report Do you heve a copy9

Mr. Tasmsran. I.do. -

Representative -Barpus. On page 4, the seoond paragraph reads .
“Wae.did not-verify what was included. in the 10.3 percent reported by
DOE because. supporting documentation for that:amount was not. .
readily available.

“DOE, officials responsible. for makmg this oomputatmn told us
that supporting documents are not.normally kept at headquarters and
the data base at which those documents, were based has since been .
updated to.include data from all. DOE predecessor agencres and no
longer reflects the same amount.” : . ‘

T donot quite understand what that means.

Mr. Tasusrax. We do not keep a copy of all the contr'xcts beeause

_we have several field activities whloh write oontraots VVe reqmre a.

quarterly report of their statistics. -

‘What we have in the headquarters is a COmputatmn of the data. Tf
you were to ask-me, for example, if the San Francisco. office reported
.8 percent of their awards for small business and if you asked us
- to show those contracts, I do not have them. All T have is a report of
‘that office. -

In addition. . bear in mmd that the Dem.rtment of Enerov was a. :
merger of ERDA, FEA, and FPC So, what has happened is that in
amalgamating our records, it is pretty hard to get an audit trail to :
the predecessor agencies. ‘

So, we were trving to make two points. One is that we do not hfwe a
copy of every DOE contract in Washington. We are decentralized. .
Second, there have been some perturbations since DOE was formed.
n"October 1 ‘which might he difficilt to reconétrict and” audlt B
“Biit it is a one-time abboration. T think from here .on in, you can”

clearly see the performance of all our field oﬁices ‘which, Wlll be -

available.
. The. . GAQ wanted to sev “Traoe the performance of one of our
" field offices.” Then. thev could have their field office in California visit.
the DOR field office in San Francisco and say: “You reported this,
Would you show us the awards against your base ¢
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some people would view our nuclear program as a hlghly technologi- .

cally successiul program.

So, I guess I am really not in & Posﬂ;lon to comment whether or not, -
there would be greater technology advancement 1f they Were small bus1- ‘

Nness concerns.

These f%llltles do, of course, subcontract - some. elements o uni--

versities and to other research activities.

It is difficult to give an assessment as to whether or not we are pa,ymg .

a penalty by having a large corporation operate those facilities.
Representative Barous. I understand there are two sides of that.
There is the military. A portion of that is either secret or top secret

_ at some level of that. Then there is the research and development for.

resolving our energy problems,
It would seem to me that the Govermnent—owned and, operated en-
-tities are Government property. I know it is not in your bailiwick, but

- can you describe how you make available to the public that 1n:f0rma—,

tion which logically is bought and paid. for. by the public and is avail-
able to them ¢

Mr. Tasugiaw.: The areas of non- “nuelear energy, ‘where there is

_ no- classification problem, is about half of our work. I do not want to

overemphasize the nuclear side. It is about 50 pereent of our procure- .

ment budget. But the other 50 percent is not.

It is in fossil and solar and other areas in. Whlch there is a. requlre—-

ment to transfuse that technology.

We have a clause that we put into our contracts. that requires ‘the

rendering of a report. That report goes to our technical information
center. It is the center in Oak Ridge, Tenn..

‘That repository at Oak Ridge is available to the generel pubhc |
They can write and get coples of any. reports rendered by a,ny-,

contractor,

‘S0, we recently had an exercise of momtormg that mtuatmn to
sée—including this-clause—whether or not 1eports are: ﬂ0w1ng to
Oak Ridge and what the-usage is.

.OQur review showed that -in some cases we failed- to melude tha.t

“clause. So we have issued a letter to remind our contracting officers

“that they are to put that clause in there to say, as “a condition pre- .

cedent to completion . of final payment-of the contract, this. report
.. must be rendered to the Technical Information Center.”

Then we are doing some post-surveillance. We are looking:to sce to

- what extent it has been complied with.

However, you see the principal mission of the Department of“

Energy, if you take oui-the nuclear elde, is, IaeL Lo push tech-
-nology and put it in the jpublic domain. -

So,: there is .a fairly -substantial -amount. of resources at the
Téchnical Information Center. I guess maybe 80 or 100 people are.
involved In maintaining and maklncr ava,llable to the genera,l pubhc- :

all -those technical reports. -
‘Thereis a very:structured effort in that area.,

very familiar, and very intimate with the developments, then.it-would
~seem to me they would be the first beneficiaries wlnch would be able
to spin off and use that in some.other related field,- o

‘Representative’ Barpus, Our "business is" Sall” busmess here But”
"' the business of any company is to make money. If they are very close,
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- Do you anticipate that DOE will follow GAO’s recommendatmn ¢
Mr. Tasearan. T think we can break it out. T think we can do that.
- T think the report is slightly misleading. Let me explain,
- This reporting procedure predated my commO' to ERDA and now
DOE. Tt is niot. my invention.
- However, these plants that are Government owned thet are operated
by contracts historically have been treated as an extension of the Gov-

- ernment, that is to say, their budget is integrated with the DOE budget.

It is not in the sense of & prime contract that we might give, It is in

- -the sense that they are part of an estabhshment ]g)redatlnor from the

AEC.
Another mamfeqtatmn of their specialized character is this. GAO

*itself, will recognize protests by subcontractors to these Governnment

contractors whon normally thev will not entertain protests from
subcontractors. -

-So, they are then placing these facilities in the sameé mode as the
Government. They are entertaining the protests from the sub.

‘When you look at the integrated budget and when you look at the -

_manner in which they are executing;in a sense, the Government mis-
sion, I-think that the administrations in the past—and T continue to

feel this—that they are an extension of the Government. They are
agents expending our‘money. It is not hke writing a normal prlme

" contract.

In the past it had been included aga pmt of the agency performance.

If vou break it out separately—I think there should be an under-
standmg that it really is a parf of our principal arm. -

1 meet with the purchasing agents. There is a far different relation-
ship bétween these prime contractors Who operate Government-owhed
facilities in the nuelear ﬁeld than there isin what I Would call all other
contractors. -

We do not report the subcontracts from the other DOE contractors.

- But ‘historically these GOCO contractors have been pa,rt of the

or,ganlzatlon -
What GAO said was that thev recommend ‘that we break it ‘out.

““We will-be happy to do that. From riy point of view they operate,

in a great sense, as an agent of thé Government.

Representative Barpus.  Is' the prlme contractor’s responmblhty
passed on to the subcontractors? R
Mr. Tasmsiaw. Yes; they do: But aoeln, Tet me say thls v

-For these operating contractors who run these facilities, T have estab-
hshed a small business set-aside program identical to a Government
purchasing office. All of the Department of Enerrry purchasing offices
are’ manned by c:1V11 servants a,nd have 2 small ‘business set- aside
program,.

T have mstltuued an exact: procrra,m Wlth these operating contractora

" I.have not required it of any other contractors because I do not think
I have the authority.

=il gm-saying-that-in-my view that: fhev ]ook a }ot hke a G‘rovernment“"""‘“'"‘""'“"
«+office. They operate under-the ground-rules. G-A© reviews protests of =
-our GOCO contractors” procurements, They are part of our budgetmcr
- system. ' We use them in our set-aside program.

Historically, then, we have included their awards. We have. assigned
them:goals, T have given them goals just llke I have gwen oroels bo our



As A FURTHER EXAMPLE OF SMALL - BUSINESS EHV PARTICIPATION,
DOE 1S AROUT TO AWARD A SMALLfﬁUS{NESS“SET-AS!DE'?ﬁDGUREMENf'

TO FIVE SMALL FIRMS'AT APPROXIMATELY $100,000 BACH. .This™ .

PROCUREMENT IS FOR THE PRODUCTION oF 10 VEHTCLES WITH:
AN OPTION FOR 50 ADDITIONAL VEHICLES TO BE BUILT ‘IN- ANY:"

- comeInNATION DOE DESIGNATES.

i R

IN REPRESENTING THEDEPARTMENT THIS MORNING, I WisH To.

REEMPHASIZE OUR COMMITMENT TO INCREASING THE REPRESEN-
TATION OF SMALL BUSINESS RESEARCH AND DEVELOPMENT FIRMS
1N DEPARTMENTAL PROGRAMS.

1 AM AVAILABLE TO RESPOND TO ANY QUESTIONS OF THE
SUBCOMMITTEE, _
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ECONOMIC AND SOCIAL CONDITIONS. 'FOR PURPGSES 'OF DOE‘s ™
PILOT SMALL GRANTS PROGRAM, GRANTS, COOPERATIVE AGREE-
MENTS OR CONTRACTS MAY BE MADE TO OR WITH SMALL ™~ '
BUSINESSES, INDIVIDUALS, LOCAL NON-PROFIT ORGANIZATIONS
AND INSTITUTIONS, STATE AND LOCAL AGENCIES AND INpiAN
TRIBES, THE INVOLVEMENT OF SMALL FIRMS-IS COMPATIBLE

“ WITH AND CRITICAL TO SMALL SCALE) APPROPRIATE ENERGY
TECHNDLDGYI FUNDS ARE TO BE USED TO PROVIDE A COORDINATED‘ '
AND EXPANDED EFFORT FOR THE DEVELOPMENT’ "AND DEMON- " :
STRATION OF ENERGY-RELATED SYSTEMS APPROPRIATE “To THE

NEEDS OF LOCAL COMMUNITIES. In FY 1978, APPROX!MATELY R
$3 MILLION WILL BE OBLIGATED UNDER THE APPROPRIATE : oo

- TECHNOLOGY GRANTS PROGRAM.

o i Venicre Prcera
Tre DOE HAs AUTHORITY To PROVIDE LOAN GUARANTEES AND
PLANNING GRANT ~INCENTIVES To ENCOURAGE _SMALL BUSINESSES

TO PARTICIPATE IN THE DEVELOPMENT OF ELECTRIC AND HYBRID S

VenicLes (FHYY. SMALL FIRMS HAVE BEEN ENCOURAGED TO™
_PARTICIPATE IN TECHNOLOGICAL - DEVELOPMENT BOTH AS PRIME -

" __AND SUBCONTRACTORS IN VEHICLE SYSTEMS DEVELOPMENT. DOE”

HOPES TO ESTABLISH A PRIVATE SECTOR BASE OF SMALL FIRMS
.CAPABLE OF FURNISHING COMPONENTS TO AN EMERGING ELECTRIC
AND HYBRID VEHICLE INDUSTRY.
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10, SMatt BusinESs PIANNING GRANTS.: :AWARDING
PLANNIN#:GRANTS&TO ELTGIBLE_SMALL-BUSINESS&
FIRMS TO DEFRAY BID AND PROPOSAL COSTS
ASSOCIATED WETH 'SUBMISSION OF UNSOLIGITED -
PROPOSALS "AND "OTHER ‘RESEARCH ‘AND DEVELOP-' .
MENT COMPETITIVE ACTIONS UNDER THE ELECTRIC
anp HyBrID VEHICLE "PROGRAM,

FOLLOWING MY STATEMENT, -. SHALL' BE' PLEASED TO DISCUSS
RECOMMENDATIONS OF AN AD HOC INTERAGENCY PANEL'CHAIRED BY

‘MR, JAcOB RABINOW THAT CONSIDERED THE TOPIC OF INCREASED

USE OF SMALL TECHNOLOGY 'BASED FIRMS. +AS YOU ARE AWARE.
ERDA, A PREDECESSOR AGENCY; PARTICIPATED. IN THAT PANEL:
As A successor AGENCY To FRDA, DOE was TAKEN NUMEROUS
STEPS WHICH MEET THE INTENT :OF THE RABINOW RECOMMENDATIONS:

IN ADDITION TO THE ABOVE PROCUREMENT INITIATIVES WHICH

WE FEEL STRENGTHEN DUR EFFORTS WITH RESPECT T0 SMALL:
BUSINESS PARTICIPATION IN OUR RESEARCH AND-DEVELOPMENT ..~
PROCUREMENTS, OTHER DOE ACTIVITIES HAVE PROGRAMS :WHICH

ARE TATL.ORED TO SMALL COMPANIES.. THESE:PRUGRAMS_ARE

AS FOLLOWS:

v CosT RepucTion Proc:
THE CENTRAL PURPOSE OF THIS PROGRAM IS TO [FROVIDE TECH-
NICAL ASSISTANCE TC SMALL BUSINESS CONCERNS ON PRACTICAL
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0

BEEN GUARANTEED BY THE ‘FIRST OF THIS

"veaRr, DOE PUBLICIZED THE AVATLABILITY *

OF $21 MILLION 1IN REMAINING SMALL: il o5
BUSINESS GFOTHERMAL: GUARANTEES “IN ‘THE
FEBRUARY 17 EDITION. OF THE :LOMMERCE::.
Business DAILY.:

-5, DOE/SBA MemoraNDuM: OF: UNDERSTANDING, * DOE -
" AND SBA EXECUTED A MEMORANDUM-OF UNDERSTANDING '
oN JuLy 3,-1978, 70 FORMALIZE THE RELATIONSHLP ™
BETWEEN DOE:aND SBA HEADQUARTERS AND FIELD ©
OFFICES. - UNDER TERMS OF THE-MOU, WE:SHALLX -~
. DISSEMINATE INFORMATION. TOSBA'REGARDING. -
APPROPRIATE ENERGY PROGRAMS,” INCLUDING. RESEARCH :
AND DEVELOPMENT, WHICH ARE SUITABLE FOR SB/MB
PARTICIPATION SBA’S REGIONAL' OFFICES .WILL
RECIPROCATE BY PROVIDING ASSISTANCE; SMALL ..

AND MINQRITY SOURCES. AND ARRANGE FOR

INVENTOR REFERRALS::

6. SeT-Asipes gy DOE OPERATING CONTRACTORS. - DOE"
INSTITUTED UNIFORM.SMALL BUSINESS 'SET-ASIDE.
PROCEDURES ‘AT DOE-OWNET, CONTRACTOR~OPERATED & -
PLANTS AND LABORATORIES. IN THIS MANNER,
PROCUREMENT ACTIONS MAY BE RESTRICTED EXCLUSIVELY




376

PLACED WITH SMALL. HIGH .TECHNOLOGY FIRMS! . oyt :ny -7

© SMaLL BusINEss. DOE 1S A PARTICIPANT

IN. A TEST ‘PROGRAM -SPONSORED.- 'BY: THE OFFICE . -

OF FEDERAL PROCUREMENT .POLICY. THROUGH

WHICH:SELECTED PRIME. CONTRACTS. CONTAIN .. .

NEGOTIATED LEVELS OF SB SUBCONTRACTING.,

2. DOE/SBA JoiNT FuNDING OF PROCUREMENT ~ - - = = -~
AuToMATED SOURCE SvsTeM (PASS). THE. - =% iy oo
PURPOSE OF THIS-PROJECT. IS TO DEVELOP,
TEST, OPERATE, AND:MAINTAIN AN AUTOMATED, . = ..

CENTRALIZED DATA BASE OF SMALL BUSINESS

RESEARCH AND DEVELOPMENT PROCUREMENT SOURCES.

THOUGH INITIALLY ACCESSIBLE T0-DOE aAND..SBA, -

THIS SYSTEM WILL BECOME AVAILABLE TO-OTHER - "

AUTHORIZED -USER DEPARTMENTS AND AGENCIESw

3. Smart Business ProcureMENT DicesT. DOE Has

BEEN EXAMINING. PROCUREMENT. REQUIREMENTS "
IMPOSED ON SMALL:RESEARCH AND.DEVELOPMENT
FIRMS THROUGBH THE -PROCUREMENT PROCESS, 10
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DEPARTMENT UF ENERGY

.STATEMENT DE e, TASHJIAN, DIRECTOR, PROCUREMENT AND CONTRACTS"HZH

ANAGEMENT éRECTORATE FOR “THE SENATE SMALL BUSINESS COMMITTEE; =+~
House. SMALL ‘Business--COMMITTEE;- SUBCOMMITTEE. ON : NEITRUST; ONm
SUMERS AND :EMPLOYMENT. AND. SUBCOMMITTEE ONENERGY, ENYIRONMENT,.
'SAFETY AND RESEARCH.“ ki - , ‘

Hr. CMATRMAN _ - Cerind ; o E
“SECRETARY’ SCHLESINGER HAS ‘ASKED ME TO' APPEAR TDDAY BEFORE :
THIS JOINT: HOUSE SENATE COMMITTEE. TO DISCUSS ACTIONS
WHICH THE. DEPARTMENT OF ENERGY (DUE) IS TAK]NG TO ASSISTn

* :'SMALL BUSINESS FIRMS /IN OBTAINING A LARGER SHARE OF OUR

“f'ﬂRESEARCH AND DEVELOPMENT PROOUREMENTS._ﬂ'

"ﬂ_TOOAY, I WILL ATTEMPT TO SUMMARIZE STEPS TAKEN BY DOE

*770 ‘ENHANCE ‘THE REPRESENTATION OF SMALL BUSINESS RESEARCH

. AND’ DEVELOPMENT’ FIRMS IN DEPARTMENTAL PRDGRAMS. 'MUCHTOFA':J?”'

K THE SUBJECT MATTER I AM COVERING HERE IS’ CONTAINED N _J
"A SEMIANNUAL REPORT REQUIRED BY PUBL]C LAN 95-238 DE'.Z?_V
- PARTMENT oF ENERGY AcT oF 1978 CIVILIAN APPLICATTONS._ 

WE SHALL BE TRANSMITTING THIS REPORT. 70 INTERESTED ;:.{‘L
COMMITTEES “OF CONGRESS, INCLUDING HOUSE AND’ SENATE SMALL;V
i :;HEBUSINESS COMMITTEES IN.THE LATTER PART oF AUGUST AS
| | " ; REGUIRED BY SECTIDN 204(3),~PUBLTO-LAN 95-238L

INASMUCH AS A LARGE PERCENTAGE OFDEPARTMENTAL DUTLiYS

’ ¢ ARE TN THE' FDRM OF PROCUREMENT AcTivrTv, I SHALL FOCUS -
:ON OPPORTUNITIES FOR SMALL RESEARCH AND DEVELOPMENT ': 
FIRMS N AGENCY PROCUREMENT. In MarcH oF THIS YERR,V‘Ti'
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Mr. Matthias Lasker, Dircctor - Page 8-

not dealing with a permissible cost, and a grant: for this
purpose cduld not be “authorized without the” clear duthorl—‘S
zation that is lacklng in this case. ' : i

The start-up of_new ventures simllarly in. itself infringes
general requirements.of.grant- léw.since it .is-a normal ::
principle of grant law - that grant funds may not be usad to

‘meet the cost.of expenses before the appraval of a projéct. ’:

Btart-up of new ventures not yet approved would not be an .
appropriate use .of grant funds except perhaps :in the case.
of funds ear-marked- specifically for the development of a

defined new program which is, clearly not the case here.

CONCLUSION- Con51stently w1th thls approach Grants
Admlnlstratlon Manual section’ 1-10-20-B" expressly prov1des
sthat s ‘ : : - oo

... selection of Contracts’ [rather than grantsi
is: mandatory whenever. <.+ 3. payment of an
 amdunt ‘inexcess-of actval costs: (i. e., proflt
or fee)..is- 1nten&ed ;M -

Accordingly, I ‘am in agreement w;th -the conclusion you.r'
have reached that -in general a grant £o a non-profit.:
corporation should not:include any-increment-above;actualn
cost properly.computed.. . The general .rule would yield - :
in a particular.case if.the statute carried authority: .-
for such increment but this would require a very clear . ..
showing,

DR R L
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Mr. Matthias Dasker. Director - Page 6. -

wherever feasible and.not inconsistent. with.the.purposes,....:. ...
of this section. .. If the grant is.-under this section, a
very ¢lear intent to preclude -increments  above cost is
reflected. - : : :
Section 309 (g).anthorizes provision for .training persons. 7
engaged or preparing to. engage in. adult education ‘programs . .-,
to carry out the purposes of the: Title including the -
payment of such stipends and allowances (including travel
and subsidy expenses. if.any) .for. such personsg and othér:: .
individuals as-.the Commissioner may determine by regulation... -
The Commissioner may provide training directly .or hy con—
tract or by making grants 4o institutions of higher educa-

" tion, state or -local educational- agencies,. or -other. :
approprlate public or prlvate organlzatlons -or agencles '

The sum of $12, 000 has been set aside-to furnlsh to the

. grantee an increment above -cost in the .event . that that -is
permissible.  The. purposes. for which this is intended
apparently include a list which runs from (1} purchase of -
capital equipment and (2) lease-hold improvements to
{8) cost-sharing grants and (2) off-get certain costs
of doing business. that are not properly chargeable to a
project. Let us take the first and most plausible of.-
these items as an example. .. If the capital equipment to
be purchased is specifically needed for the purposes
of the specific projectk, it may.then be a cost of the
grant and will not be:an increment above cost. As a L
possible grant .cost, it:-will be governed by -the: prlnc1ples of.
Appendix D..of.45 CFRtPa:tHTé.On.the Administration-of::
Grants which-isTtakénﬁe55entially*frémwOMB~circulaf'A%ZIQ
dealing with. principles. for determining costs- applicable
to research and development under. grants and .contracts with-
educational. institutions. Part II of.D. is applicable to
training and other educational services under ‘grants and o
contracts with educational institutions (I am assuming
that Syracuse University Research Corporation:is as it -0
appears to:be, an-educational institution but,:if it is.
not, very similar analysis would nevertheless apply)i.
With respect:to capital expenditures). equipment’ and- other
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Mr. Matthias Lasker, Director - Page 4

as reimbursement for work:performed:or-costs’ incurred-".oo et
shall be ‘accounted for as reduction of liakbilities “to

pay for such work or costs.. “The unspoken Hut clear

‘premise in these accounting prlnc1ples is® that- the grant,
" at the most;: pays for work done and costs properly

incurred and not for general support. -

The same underlying assumptlon will be found in the
standard langrage of nérmal grant statutes which
typically presume that-grants are ‘made “to meet” the costs
of a program undertaken: by the granteé. and typically "
presume that ‘the ‘amoumt ‘of the grant will be less than
or at the most the ful}l amount of the actual costs of -
the approved program.

To take one example out of many, the International Bduca-
tional Act of 1966 (P.L. B9-698) section 101(b) prov1des
" that "grants under” this section may beé used to cover: ;
part or all of the cobst of establishing, strenqthenlng,'
and operating resear¢h and training cénters...": - Some
statutes expressly reguire that grants be limited to'a
part and not the whole-costs)  Otheér statutes are less
explicit but in context carry the same 1mp11catlon B
‘that the grant must not exceed the cost. '
)
( The general government pollcy on COStwsharxng in research :
grant, whether specified by statute or not; is defined, a
[ among - other places, by GSA's FMC 73-3, 38 FR 34731
"1 (oMB Circular-A~100}."-This polidy clearly ‘runs counter’
to the payment ‘of 1ncrements above cost -in such grants.

SOME EXCEPTIONS: Obvious exceptions are the ‘statutes which
provide for the payment of stipends in a fixed amount to
individuals: w1thout referendd fo whethéer “thé 1nd1v1dua1 s
costs will exceed the ‘dmournt of the’ strpend or nmot. AT
further-explict exceptlon tgthe: authorlty o permlt a
granteé to retain-research equlpment ‘in“cértain cagéls,”

42 USC 1892, OMB Circular A- 101. A further exceptlon.
quite unusual in character 1w sec ‘on 301 of the Publlc
Health Service Act {42-08¢C 2 ‘=1) Subsectio
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. Mr, Matthias Lasker, Director -.Page 2

GENERAL RULE: The approach you have taken seems to me to
be ent;rely in accord with traditional views of. the grant
concept, In general, increments:above cost are. not -
anthorized in grant programs and should be permltted only
if the enabling legislation quite clearly authorlzes 1t

The underlying principle is well expressed in. an,opinion . ...

of the Supreme Court which deals with the construction of
a grant to a state. The argument however would seem to

- apply with-all- the more force toa grant to a non- proflt
corporatlon-

“There was no reason-why-the United:States
should provide-that the State of Michigan™
- should actually receive a profit.-over and
above the payment to it of all® its expenses ~
.for the construction of the canal and for ., . ..
keeping it in repair. If through the actlon_,_;
of the United States, a public.work of

national importance were-constructed within-

the boundaries. of that State, and the State
itself werée relmbursed ‘for: every item ex—" L
pended by it in’ the constructlon and in the ...
keeping of such work in repair, it would
certainly seem as: if the :State .could properly
ask no-more." -United Stites v. Mlchlaan, :
190 Us 379 397" (193} o

The General Accounting Officé, Policy ahd'Proéedufes .
Manual for Guidance of Federal Agenc1es, subsection 16.8(c)
defines a grant as follows- . A
"Except as otherwise expressly ‘authorized”
by law, Federal grants are payments in cash’
or in kind made to provide -assistance-

for specified purposes."

If a particular activity is specified as an authorized
grant activity. in the grant and its enabling statute (or
reasonably included as anauxiliary activity intended to
be covered by the specified activity), then its cost will




