1 3590

CONGRESSIONAL RECORD — HOUSE

, June 17, 1982 J
Glickman Martin (NO) Rousselot Kemp = Richmond Simon Chappell Hall, Ralph Mottl
Gonzales Martin (NY) Rudd Kogovsek Roybal Smith (PA) Chappie Hall, Sam Murphy Te
Gore. Matsui Russo Luken Savage Stratton Cheney Hamilton Myers Thb
Gradison Mattox Sabo Marks Scheuer Zablocki Clausen Hammerschmidt Napier Tr:
Gramm Mavroules Santfni Motfett Schulze Clinger Hance Natcher In
Gray. Mazzoli Sawyer ~ Coats Hansen (UT)  Neal Va.
Green McClory Schneider 01145 Coelho Harkin Nelligan 32-'
Gregg McCollum Schroeder X Coleman’ Hartnett Neison
Grisham McCurdy Schumef Mr. RAILSBACK and Mr. COELHO (Colins (IL) Hatcher Nichols Ws
Guarini McDade Seiberling - changed their votes from “nay” to Conable Hawkins Nowak Wa
Gunderson McDonald Sensenbrenner  ‘“yoq " Conte I Ll ye
Hagedorn McEwen Shamansky Corcoran efner akar
Hall (OH) McGrath Shannon So the resolution was agreed to. Coughlin Heftel Oberstar Wa
Hall, Ralph McHugh Sharp The result of the vote was an- courter Hendon Obey Wa
Hall, Sé:m McKinney Shaw nounced as above recorded. Coyne, William g?'}‘;‘ g“lmge'
Hamilton Mica Shelby : : Craig ightower xley
Hammerschmidt Michel Shumway A motion to reconsider was laid on Crane, Daniel  Hiler Panetta Cor
Hance . Mikulski Shuster the table. Crane, Philip  Hillis Parris Din
Hansen (CT) Miller (CA) Siljander Crockett Hollenbeck Pashayan
Harkin Miller (OH) Skeen D’Amours Holt i ;:tman At
Hartnett Mineta Skelton MESS THE Daniel, Dan Hopkins tterson
Hatcher- Minish - Smith (AL) : R SEI,“ATE Daniel, R. W.  Horton Paul Bez
Hawkins Mitchell (MD) g;mg &AE;, A message from the Senate, by Mr. Dannemeyer  Howard Pease gi:
Heckler Mitchell (NY) t Sparrow ann Daschle Hoyer Pepper
BonT Mem O™ SHRQR  Spamow onoof its cleris anhounced i i, RN
Heftel . Molinari . Smith (OR) ! T “  Davis Huckaby Petri Bol
Hendon Mollohan Snowe .ing resolution: . de la Garza Hughes Peyser Brc
II;ert;el Montgomery g:xlyder S. REs. 409 Deckard Hutto Pickle g;;
ightower Moore arz . v : Hyde Porter .
e Moorted i That it is the sense of the Senate that the Desarais S Price Chi
Hillis Morrison Spence plan submitted on March 26, 1982, by the perrick ~  Jacobs Pritchard Cla
Hollenbeck’  Mottl - 8t Germain Secretary of the Interior pursuant to the Derwinski Jeffords Pursell col
Holt Murphy Stangeland Indian Judgment Funds Act of October 19, Dicks Jeffries Quillen g?,;
Hopkins Murtha ~ Stanton 1973 (87 Stat. 466), for the distribution of Dixon Jones (NC). Rahall Dot
Horton Myers Stark judgment funds to the Gros Ventre Tribe of - Donnelly Ja0eiORY | Raitibweck
Howard Napier Staton the Fort Belknap Reservation awarded by Dorean Jones CTN) Rangel
Hoyer Natcher Steriholm 3 Y  Dornan Kastenmeier = Ratchford
Hubbard Neal Stokes tl}e Court of-Claims in Docket 649-80L be Dougherty Kazen - Resula €
Huckaby Nelligan Studds disapproved. Downey Kennelly Reuss -
Hyghes Nelson Stump Dreier . Kildee Rhodes >
Hunter Nichols Swift Duncan Kindness Rinaldo no
gu;m gtg:k iynu:r SMALL BUSINESS INNOVATION Dunn Kramer Ritter - :
yde YBrien ‘auke Dwyer LaFalce Roberts (KS)
Ireland . Oakar Tauzin DEVELOPMENT ACT OF 1981 Dymally Lagomarsino  Roberts (SD) )
ga:gb:ds gxmﬂ' gI:nlm- Mr. LAFALCE. Mr. Speaker, I move gyslon Lantos gobinson %ns.x
effo. y xler arly Latta odino
TJeffries Ottinger Trible that the House resolve itself into the Eckart Tesoh Roe On
Johnston Oxley Udall Committee of the Whole House on the gdgar . Leath Roemer Hi
gones:g%)) mﬁw 3‘“3:' Jagt State of the Union for the considera- gdwar: (AL)  LeBoutillier Rogers
ones en i 3y i ; dwards (CA) Lee Rose . o
Jones (TN} Pashayan Volkmer g,?n So f :lllleBbmm(H'lj'& %31;2 6 : 0 amend Emerson Lehman - Rosenthat T
Kastenmeier Patman Walgren € Sm usiness AcCt 1o s l:engtjhen Emery " Leland +Rostenkowski T
Kazen Patterson Walker - the role of the small, innovative firms English Lent Roth rul-
Kennelly Paul Wampler in federally funded research and de- Erdahl Levitas Roukema
Kildee Pease Washington velopment, and to utilize Federal re- Evans(DE) Lewis Rousselot per
Kindness Pepper- . Watkins 4 Evans (GA) Livingston Roybal T
Kramer Perking Waxman search and development as a base for gvans(1a) Loeffler Rudd La¥
umm n;.:rsmo ;:g . gg::er(m) technological innovation to meet Fary i Long (LA) Russo “ute
0 r eeds i Fasce Long (MD) Sabo ~
Lantos Pickle Weber (OH) aggggﬁ x;nd :.ni;tohcor;t?tll)ut% t& th’e Fazio Lott Santini van
Latta Porter Weiss er sire - 0 € Nallon's  penwick Lowery (CA)  Sawyer for
Leach Price White economy. Ferraro Lowry (WA) Scheuer Me
Leath : Pritchard Whitehurst The SPEAKER pro tempore. The Fiedler Lujan . Schneider T
LeBoutiilier = Pursell Whitley uestion is on the motion off d b Fields Lundine Schroeder
Lee - Rahall Whittaker a oilered DY gy giey Lungren Schumer Me.
Lehman . Railsback Whitten the gentleman from New York (Mr. h Madigan Seiberling T
II:l?d Rangel Williams (MT) LAFALCE). : ) Fithian Markey Sensenbrenner Dic
T o S O The question was. taken;.and the Flippo T icoes Bk i
Lewis Reuss Winn Speaker pro tempore announced that pogjietta Martin (IL) Shaw Din
Livingston Rhodes Wirth the ayes appeared to have it. Foley Martin (NC) Shelby T:
Loeffler" Rinaldo Wolt RECORDED VOTE Ford (MI) Martin (NY) Shumway na,
Long (LA) Ritter Wolpe o - Ford (TN) Matsui Shuster = P
Long (MD) Roberts (KS)  Wortley Mr. CORCORAN. Mr. Speaker, I Forsythe Mattox Siljander T
Lott Roberts (SD) Wright demand a recorded vote. -Fountain Mavroules Simon - Bin
Lowery (CA) Robinson Wyden A rded vot dered Fowler Mazzoli Skeen T
Lowry (WA) . Rodino. Wylie reco: vole was ordered. . Frank McClory Smith (AL) Lag.
Lujan Roe Yates . The vote was taken by electronic. Frengel McCollum Smith (IA) =
Lundine Roemer Yatron device, and there were—ayes 383, noes Frost McCurdy Smith (NE) Tl
- Lungren Rogers, _Young (AK) 5, not voting 44, as follows: Fuqua McDade Smith (NJ) Fue
Madigan Rose Young (FL) . 4 y Garcia McDonald Smith (OR) ~ Tl
Markey Rosenthal Young (MO) [Roll No. 1561 Gaydos - McGrath Snowe Win
_ Marlenee Rostenkowski  Zeferetti AYES—383 Gejdenson McHugh Snyder -y
Marriott Roth Gephardt Mica Solarz Tl
Martin (IL) Roukema Addabbo Barnard Bouquard Gibbons Michel Solomon Moz
Akaka Barnes Bowen Gilman Mikulski Spence Tl
NAYS—6 ‘ et oo -Breaux Gingrich Miller (CA) St Germain Hawm
Conyers Emerson Quilien A:c’l‘:rnso;r B:nggis&u gg:ihm::d Glickman Miller (OH) Stangeland Tt
Dingell McCloskey Taylor And ; Gonzalez Mineta Stanton
. rews Benjamin Brooks Goodling Minish - Stark Mr.
NOT VOTING—38 Annunzio Bennett Brown (CA) Gore Mitchell (MD) Staton Tt
Anthony Bereuter Brown (CO) Gradison Mitchell (NY)  Stenholm
AuCoin Carney Ertel Applegate Bethune Broyhill Gramm Mosakley Stok Ros
Beard Chisholm Evans (IN)* Archer Bevill Burgener Gray Molinari Studes Tt
Biaggi Clay Ginn Aspin Bingham .~ Burton, John Green Mollohan Stum com:
Blanchard. Collins (TX) - Goldwater. Atkinson Bliley ~ Burton, Phillip  Grisham Montgomery  Swift :
Bolling Coyne, James  Goodling Badham Boggs Butler Guarini Moore s ll_‘l tr
Breaux Dowdy « Hansen (ID) Bafalis Boner Byron Gunderson Moorhead Tﬁ?:i;r time
Broomfield Edwards (OK) Holland Bailey (MO) Bonior Campbell Hagedorn Morrison T > bers
Brown (OH). . Erlenborn Jenkins Bailey (PA)  Bonker - Carman : vz, calle
N
Maitin (IL) Roukema Addabbo Barnard Bouquard Gibbons Michel Solomon Mor
Akaka Barnes Bowen Gilman Mikulski Spence T}
NAYS—8 ‘ AAllbostad ggﬁell -Breaux Gingrich Miiler (CA) St Germain Haym
Conyers Emerson Quilien A:;:?SO;P Bengg?&ﬂ g:-%ﬁ::d Glickman Miller (OH) Stangeland Tt
Dingell McCloskey ~ Taylor Andrewn Benjamin Brooks e e & iaton Mr
4 mn inisn - .
NOT VOTING—38 Annunzio Bennett Brown (CA) Gore Mitchell (MD)  Staton Tt
Anthony Bereuter Brown (CO) Gradison Mitchell (NY)  Stenholm
AuCoin Carney Ertel Applegate Bethune Broyhill Cratam Moakley Sir Ros
Beard Chisholm Evans (IN)* Archer Bevill Burgener Gray Molinari studz TY
Biagei Clay . Gimn Aspin Bingham .~ _ Burton,John  Greom Mollohan Stum ’ com:
Blanchard Collins (TX) - Goldwater. Atkinson Bliley ~  Burton, Phillip Grisham Montgomery SWm;p .
Bolling Coyne, James ~ Goodling Badham Boggs Butler Cianint Moore i in tr
Breaux Dowdy . Hansen (ID) Bafalis Boner Byron Gunderson Moorhead Tiu?;r time
Broomfield Edwards (OK) Holland Bailey (MO) Bonior Campbell Hagedorn Morrison Tt bers
Brown (OH). . Erlenborn Jenkins Bailey (PA)  Bonker - Carman : auzin calle




E Junel7, 1982 ,
: ' aver Wolt
;t g;%l;g‘;s, g:ber (MN) Wol;t)lee
L g wemoR G
mclieer Jagt = White -~ Wyden
. vento Whitehurst . - Wylle
Volkmer Whitley Yates
Walgren Whittaker -Yatron 485
Walker Whitten Young ( :
wampler. Williams (OH) zguuﬁg 25110)
g:snﬁilgsmn ‘vﬁg}fgn Zeferetti
Waxman _ Wirth .
' NOES—5
ton Shannon
Convers.  JfeCloskey
NOT VOTING—44
¢ - ds (OK) Marks
i Ehenborn McEwen
& Biagel Ertel McKinney
: Blanchard Evans (IN) Motfett
: Boland . - Ginn Murtha
: Bolling - Goldwater Richmond
i Broomfield Gregg Savage
Brown (OH)  Hall (OF) Schulze
: carney Hansen (ID) Skelton
i Chisholm. Holland Smith (PA)
e B BT
! CoplscT2. Willtams ¢MT)
o an™’  Kogoysek  Zablocks
; Dowdy Luken
31200
Sa the motion was agreed to.
The result of the vote was an-
nounced as above recorded.
IN THE COMMITTEE OF THE WHOLE
Accordingly the House resolved
itgelf into the Committee” of the
Whole House on the State of- fhe.
Union for the consideratiorr of the biil,
. H.R. 4326, with Mr. BrRoDpHEAD in-the
chair.
The Clerk read the title of the bill.
. The CEAIRMAN. Pursuant to the
rule, the first reading of the bilk is dis-
pensed with. ‘
The gentleman- from Rew York, Mr.
LaFarcE, will be recognized for 30 min-
‘utes, and the gentleman from Pennsyl-
vaniz, Mr. McDapg, wil} be recognized
% for 30 minutes, and the following
; Members for 15 minutes eseh: :
The' gentleman from Georgia, Mr‘.
% McDorars
The gentleman frome Alabama, Mr.
¥ DICKINSON;:
1y The gentleman from Michigan, Mr.
i DiINGELE;
; The gentleman from North Careli-
na, Mr. BROYHILL;
: The gentleman from New York, Mr
BIiNGHAM;
The gentleman from California, Mr.
: LAGOMARSINO;
; The gentleman from Florida, Mr,
» Fuqua;
: The gentleman from Kansas, Mr.
. WINN;
= The gentleman from Mississippi, Mr.
5 MONTGOMERY;
: The gentleman from Arkansas, Mr.
2 HAMMERSCHMIDT;
\ The gentleman from Massachusetts,
¢ Mr. Boranp; and .
8 The gentleman from Virginia, Mr.
¢ RopInsonw.
i The Chair will attempt to reach the
% committees engaging b general debate
3 in the order listed, but will 2t the same
'§, time attempt to sceommodate Mem-
bers whe ecannot be pmsent when
Lo called.
E
MONTGOMERY;
] The ‘gentleman from Arkansas, Mr.
A HAMMERSCHMIDT,
Z The gentleman from Massachusetts,
Mr. BoLaND; and .
The gentfeman from Virginfa, Mr.
Roprnson.
i The Chair will attempt to reach the
5 - Ccommittees engaging by general debate
i in the order listed, but will at the same
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The Chair recognizes the gentleman
from New York (Mr. LAFALCE).

Mr. LAFALCE. Mr. Chaxrman I yield

myself 5 minutes.

(Mr. LAFALCE asked and was given
permlssmn to revise and extend his're-
marks.) -

Mr. LAFALCE. Mr. Chairman, today
the House has before it landmark leg-
islation that has the support of the
current administration, the past ad-
ministration, all Federal agencies, 90
Senators, 200 House Members, and the
small-business and high-technology
communities. This legislation is the
Small Business Innovation Develop-
ment Act.

This bill has such universal support
because it is needed now. The United

States faces its most serious econemic.

crisis since the Great Depression. Un-
employment stands at more than 10
million—the highest level in over 40
years. Our basic industries that sus-
tained us for so long are collapsing
and have lost their ability to compete
and create new jobs. Productivity has
fallen dramatically. Even the high-
technology sector, the one bright spot
in our economy, finds it difficult to
keep ahead of the Japanese, our main
challenger.

Most serious. of all, we are losing our
ability to innovate. Many scientific,
technological, and economics experts
warn that our ingenuity and our abil-
ity te capitalize upon scientifie find-
ings and create new technologies that
lead to new products is faltering.

We carmot atford to lose our ability
to innovate. If we lose that, we lose
our ability to increase U.S. produetiv-
ity; we lose our ability te maintain
U.S. technologieal preeminence; we
lose our ability to create many of the
20 miltion new jobs essential for a full
employment recovery; we loge oar abil-
ity to eompete in world markets: and
we lose ocur ability to prevent perma-
nent damage to our economy and soci-
ety.

We do not have time to waste. The
Japanese realize that the only way te
sustain their economic miracle is to
move from beirig master imitators to
being master innovators. Innovation is
one of the few areas where we still are
a world leader. The Japanese Govern-
ment has embarked on a major pro-
gram to stimulate scientific innova-
tion. To accomplish that, it has set
upon a peliey of sharp increases in re-
search and development spending. It is
also conselidating physieally some of
its research in order to improve effi-
ciency. Japanese companies, too, are
increasing their R. & D. efforts, espe-
cially in such industries as electronics.

We must act, and act now, if we are
to preserve our position as the world’s
leading inmovator. The action we must
take is before us today—the Small
Business Innovation Devefopment Act.
This bill- wilt tap the inmovation and
Job creation abilities of the tens of
thousands of small-science and high-
technology firms in our nation.
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Their record is impressive The Ng-
tional Science Foundation has found
that small-science and high-technol-
ogy firms produce 24 times as many
major innovations per R. & D. dollar
as large firms, and four times as many
as medium-sized firms. Gellman Asso-
ciates reports that small firms are 2%
times more innovative per employee
than large firms and bring innovations
into the market sooner. Yet it finds
that large firms are nearly thrée times
as likely to receive assistance from
publie funds for their innovative ef-
forts than small companies.

Other studies show that small busi-
ness created many of the millions of
new jobs that put a record number of
people to work in the last decade.
Moreover, new high-technology firms
have an average annual employment
growth rate of 30 percent.

Clearly, small-science and high-tech-
nology firms are the most cost-effec-
tive generators of innovation and the
most. prolific crestors of new jobs In
our econonyy. These small companies
are arr essential element if we are to
revitalize our economic and technolog-
ical base. They are a resource that we
have no cheice: but tap at this cmtlcal
time.

‘This is easier said than done. For
there are many ebstacles which make
it difficult te fully utilize this re-
source. One obstacle is capital, Many

smaill-science and high-technology .

firms find it difficult to raise the
funds. not only to get started;.but to
develop- their new ideas and then take
them to the marketplace. Venture cap-
ital and tax breaks simply do not help
these firms. Fledgling firms have nei-
ther the management team nor a dem-
onstrated capability or feasibility that
can be assessed. Nor do they. have

profits that can be written off on .
taxes. All they have- is an innevative-

idea.

The second obstacle is gﬁvernment
Federal R. & D. agencies have long ne-
glected and ignored small-science and
high-technology firms. A study by the
Office of Management and Budget's

Office of Federal Procurement Policy k

concluded that only 3.5 percent of
total Federal R. & D. funds go to
small firms despite the fact that they
are such cost-effective innovators. The
National Science Foundation reports
that although 85 percent of all U.S.
companies conducting R. & D.' are
smal} firms, these firms receive only 2
percent of Federal R. & D. funds
going to industry.

A recent study by the Research and
Planning Institute of Cambridge,
Mass., on the growth of innovative
high-technology companies reported
that small firms are unable to receive

basic research support from agencies '

like -the National Institutes of Health
and. the National Scfence. Foundation.
“In fact,” the report said, ‘“their ideas
are not even given a fair hearing * * *
While most people were in favor of

‘Government support of basic research,

]
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.there was resentment that in those
cases where a profit-making business
could do the work better than another
institution at no additional cost, it still
was denied the opportunity to do so.”

The third obstacle is largeness. Prof.
Walter Adams, a distinguished econo-
mist and former president of Michigan
State University, recently warned of
the dangers of industrial giantism. His
comments apply to universities too.
Let mé quote Professor Adams:

Industrial giantism, whether or not ac-
companied by monopoly power in specific
markets, is not benign and therefore cannot
be ignored. At the very least, it breeds an ar-
rogance of power which ultimately causes
those who wield it to lose touch with reali-
ty—to their own detriment and the detri-
ment of the society they are supposed to
serve, It also tends to-divert entrepreneur-
-ship from risk-taking, investment, research
and development, productivity enhance-
ment, and market expansion into efforts to
manipulate the state for protectionist ends.
It transforms the firm from an economic or-
ganism seeking to maximize profits by ex-
celling in the marketplace into a quasi-polit-

ical institution seeking the quiet life in “or-
derly markets” protected and guaranteed by
the state,

" The strength of America’s scientific
and economic system has been its
-openness. We need this openness even
‘more- today if we are to overcome our
serious economic problems.

More important, we need a mecha-
nism to insure that the Federal Gov-
ernment fosters that openness by fully
utilizing the unique ability of small
businesses-to generate innovation.

* The Small Business Innovation De-
velopment Act is that mechanism. It
mandates that all Federal agencies
with R. & D. budgets of more than
$100 million a year establish Small
‘Business Innovation Research pro-
-grams to develop innovative products
and ideas. These programs would be
funded by earmarking a very small
percentage of ‘each agency’s R. & D.
budget that goes for extramural R. &
D. That budget totaled $30.3 billion
for fiscal 1982. The earmarking will
start with a mere two-tenths of 1 per-
cent in the first year, rising to 1% per-
cent in the fourth year. The Defense
Department will have a 5-year phasein
that begins with one-tenth of 1 per-
cent.

" The program will have three phases.
Under phase I, the most technically
and economically feasible proposals
would be awarded grants of up to
$50,000 to perform feasibility studies.
Those projects which demonstrate
their technical and economic viability
could then qualify for phase II awards

of up to $500,000. Commercialization’

of the results would be left entirely to
the private sector in phase III.

Unlike other Government R. & D.
programs, this one will rely on ideas
generated in the private Sector rather
than on specific projects requested by
Government agencies. The grants will

e awarded strictly on a competitive

basis and will go only to ideas of scien-
tific and technical merit. All of these

VUMAM viitil Yualliy Ul pUadT 1l awdl'as
of up to $500,000. Commercialization
of the results would be left entirely to
the private sector in phase III.

Unlike other Government R. & D,
.j programs, this one will rely on ideas
geénerated in the private Sector rather
than on specific projects requesteq By
Government agencies. The grants will
awarded strictly on a competitive

basis and will go only to ideas of scien-
tific and technical merit. All of these

‘innovation

CONGRESSIONAL RECORD - HOUSE

requirements are spelled out in the

act.

The legisiation also would require
Federal agencies with annual R. & D.
budgets of more than $20 million to
establish small business R. & D. goals.
These goals would not be less than the
percentage of the total R. & D. funds
awarded to small businesses in the pre-
ceding year. The bill clearly states
that SBIR programs could be counted
toward meeting these goals.

WHAT THE SMALL BUSINESS INNOVATION
DEVELOPMENT ACT WOULD DO

The bill contains congressional find-

ings: That technical innovation con-

" tributes to job creation, increased pro-

ductivity and economic growth, and
that small business is a major source
of innovation when compared to large
business, universities, and Govern-
ment-owned laboratories; that there is
a disproportionately minor involve-
ment of small business concerns in
federally funded research and develop-
ment; and that it is in the national in-
terest to strengthen the role of small
business in innovation and
commercialization of innovations de-
rived from Federal R. & D.

The bill’s stated purpose is to in-
crease the efficiency of federally
funded R. & D. by providing a long-
needed mechanism—the small business
research ~ program—to
enable agency personnel to tap the re-
sources of small, innovative firms; to
facilitate the conversion of federally
funded research results into commer-
cially viable products and services; and
to increase the share of the Federal R.
& D. budget awarded to small busi-
nesses.

1. CHARACTER OF THE SMALL BU_SIHESS
INNOVATION RESEARCH PROGRAM

The key element in the effort to
stimulate the innovative potential of
small-science and high-technology
companies is the small business inno-
vation research program that Federal
agencies with large R. & D. budgets
would be required to establish.

The agency SBIR programs are to
be modeled on the highly successful
small 'business innovation research
program at the National Science
Foundation. The general approach of
the NSF program has already been
adopted by the Department of De-
fense in its small business advanced
technology program. The program
also has been endorsed by Presidents
Carter and Reagan. As a matter of
fact, the Reagan administration reaf-
firmed its support in writing for the
Small Business Innovation Develop-
ment Act.

The application of the SBIR pro-
grams to Federal agencies is straight-
forward. Any agency whose total R, &
D. budget exceeds $100 million annual-
1y would be required to establish a pro-
gram to assist small business in obtain-
ing a more equitable share of Federal
R. & D. expenditures. The bill would

use the same definition of “research”.

and “research and development’ that
is used in the Office of Management
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and Budget Circular A-11, section 44.
This is the definition agencies current-
ly use in reporting to OMB.

The bill would define Federal agency
in a way that differs from-that used
for other Small Business Administra-
tion programs. The committee feels
that a separate definition is necessary
to insure that the broadest application
of “agency” with title 5 of the United
States Code would be used. In addi-
tion, the bill would provide that work
under SBIR programs may be con-
ducted through contracts, grants, or
cooperative agreements.-

A. PROGRAM PHASES _

The bill defines the small business
innovation research- program and de-
scribes the program’s three phases.
For purposes of this bill, language de-
scribing the first phase of the SBIR
program has been changed from re-

i 0sals 1u-

d _according to “technical and eco-
:%msxmuty T0_requiring that
'hey be judged PINCIDANY UpoN their
“s Eémﬁc ar@ Eecﬁmcai mer1§." Phase
Iis often too early to accurately evalu-
ate economic feasibility in R. & D. ef-
forts. Phase II, however, can introduce
both technical and economic feasibil-
ity for Government needs. Further,
the commercial potential of proposals

is assessed effectively at the -second
phase through the follow-on funding

commitment. _ .
he most scientifically and techni-

be
awarded smgl% g_fza.nts ($30,000-$50,000) %’

in_phase d_a Teasi y re-
search or R. & D. effort. 0se proj-

&cts judged most promisinig in the first
phase could then qualify for a second
phase of funding (which currently

“ranges from $100,000-$500,000). Not

only does the Federal Government
obtain the free use of any invention
developed, but it also obtains tax reve-
nue resulting from commercialization
of any such paterited invention by the.
R. & D. recipient.

Commercialization of the results of
the R. & D. would be left in most cases*
to-the private sector under phase III.
The definition of the third phase was
changed to clarify the committee’s
intent that commitments for follow-on
private funding to pursue commercial
applications receive extra considera-
tion in the evaluation process. The
Committee also wanted to clarify its
intent that follow-on production con-
tracts may be competitively procured,
and added language to this effect.

B. EARMARKED FUNDING

The bill does not authorize or re-
quire that any new Federal money be
authorized for - these programs,
Rather, 0.2 percent in the first fiscal
year, 0.6 percent in the second fiscal
year, 1 percent in the third fiscal
year, and 1.25 percent in all subse-
quent fiscal years of every qualifying
agency’s R. & D. budget, other than
defense, would be reallocated to fund
the agency’s SBIR program. For the
Defense Department, the phase in

-

3 5

ment Act.

The application of the SBIR pro-
grams to Federal agencies is straight-
forward. Any agency whose total R, &
D. budget exceeds $100 million annual-
1y would be required to establish a pro-
gram to assist small business in obtain-
ing a more equitable share of Federal
R. & D. expenditures. The bill would

use the same definition of “research”.

and “research and development’ that
is used in the Office of Management

‘i'he bill does not auvnorize or re-
quire that any new Federal money be
authorized for - these programs,
Rather, 0.2 percent in the first fiscal
year, 0.6 percent in the second fiscal
year, 1 percent in the third fiscal
year, and 1.25 percent in all subse-
quent fiscal years of every qualifying
agency’s R. & D. budget, other than
defense, would be reallocated to fund
the agency’s SBIR program. For the
Defense Department, the phase in




i T i e

SRR, TR

A\

June 17, 1982

period would last for 5 years, starting

at 0.10 percent in the first year, fol-
lowed by 0.30 percent in the second -
year, 0.50 percent in the third year,
1.00 percent in the fourth year, and
reaching the 1.25 percent maximum in
the fifth year. The following chart
sets out Federal R. & D. expenditures
estimated for fiscal 1982 and the fund-
ing for each agency’s SBIR program:

1982 RESEARCH AN!j DEVELOPMENT BUDGETS

[DoMars in miftions]

Tolal  Inhouse

. $21,523
6,017

$5,586
1,381

k-

9812 - 30,321 3

‘mrudedhunmmasub(ausbemswo million threshold due to
compromise * *

Noté.—Senate 881 affects 6 agencies (Defense, NASA, Energy, HHS, NSF
and Agriculture) with an- SBIR program level of approxnmately $293 miltion.

House Smali-Business Committee proposed compromise would include_these
6 and 4 more (Transportation, nterior, EPA and Nuclear Regulatory Commis-
sion} with an SBIR program level of approximately $377.3 million.

The committee believes that a statu-
tory allocation is- essential if Federal
SBIR programs are to succeed. The
committee feels that there is ample
flexibility in each agency’s R. & D.
budget to target the required percent-
age of their funds to implement the
SBIR programs. It is left to the agen-
cies’ discretion to decide which funds
to use for this purpose. However, the
committee expects agencies to exercise
this discretion in a manner that will
not result in significant disproportion-

ate taxing of any componment of the-

R. & D. budget. For example, concern
has been expressed that basic research

may, in some instances, be required to -

bear a greater share of the burden of-
funding SBIR programs. It is the com-
mittee’s intent that this not occur, and
it has consequently included a provi-
sion which limits to only 1.25 percent
the SBIR share that can come from
basic research funds. I should add that
OMB’s analysis for fiscal year 1982
~and 1983 reflects a 9-percent increase
in basic research obligations.

In order to insure that allocation of

0 reduction in current levels of small
business R: & D. funding agreements
with the agency, the bill specifies that
funding agreements with small busi-
nesses resulting from competitive or
single-source - selections ‘other than
under an SBIR program- shall not be
counted as meeting any portion of the
percentage requirements set forth in

_the bill for overall agency R. & D.
funding awards to small business.

‘[\junds to SBIR programs does not lead
t

o
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In order to insure that allocation of
unds to SBIR programs does not lead
to reduction in current levels of small
business R: & D. funding. agreements
with the agency, the bill specifies that
funding agreements with small busi-
nesses resulting from competitive or
single-source- - selections ‘other than
under an SBIR program- shall not be
counted as meeting any portion of the
percentage requirements set forth in
_the bill for overall agency R. & D.

funding awards to small business.

outlining those topics, the co ittee
. €xXpec at emphasis will be on de-
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2. FUNCTION OF THE AGENCIES
The bhill includes several provisions
that give Federal agencies the flexibil-
ity needed to design and operate their
SBIR programs within the context o
a Government-wide format. The fo
lowing are examples of how the co
mittee expects that this flexibility wi
be applied:
Agencies are given full discretion t

decide the R. & D. topics they want to -

include in their SBIR programs. In

SCTIDINE agency needs and any control
ling ameters rather

C em_r___eﬁlgn_mm)@c___o___n__
It 0 encourage innovative and mor
é,r%cﬁuumﬂm;s

ile each agency is allowed to set

the release dates of its own SBIR pro-
gram solicitations, the committee ex-
pects the agencies to coordinate the
release of these solicitations with SBA
and other agencies conducting SBIR
programs so as to maximize small busi-
ness opportunities to participate. in
these programs. The committee rec-
ommends that the major procuring
agencies, such as the Departments of
Defense, Energy, and Health and
Human Services, and the National
Aeronautics and Space Administra-
tion, conduct more than one solicita-
tions annually due to the size of their
budgets—such as quarterly for DOD
and semi-annually for the other three
major agencies.

Agencies should also attempt to dis-
seminate these solicitations as broadly
as possible in order to promote maxi-
mum participation in the SBIR pro-

grams.
Although the bill requires each qual- -

ifiying agency to administer its own
SBIR funding agreements or to dele-
gate such administration to another
agency, the committee expects that
delegation will occur only where it
would facilitate the cost-effective ac-
complishment of the goals of the bill.

Agencies are given the flexibility to
establish their own payment schedules
for SBIR funding agreements and to
consider the cash flow needs of recipi-
ents in making the payments.

3. COORDINATION OF AGENCY SBIR PROGRAMS

A, ROLE OF SBA AS LEAD AGENCY

The bill provides for the establish-
ment of uniform policy directives for
the general conduct of SBIR programs
within the Pederal Government. The
Small Business Administration is re-
quired to establish these directives
within 120 days of the enactment of
the bill, but only after consultation
with the Administrator of the Office
of Federal Procurement Policy, the Di-
rector of the Office of Science and
Technology Policy, and the Intergo-
vernment Affairs Division of the
Office of Management and Budget.

SBA’s primary function is to insure
that the needs of small science and
technology-based firms are protected.
The consultation process, overseen by
SBA, is essential to insure that the dir-.
ectives are based upon a well-informed

businesses 10 the
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derstanding of the requirements for
improving the excellence of federally

to ongoing efforts to insure yniformity
throughout  Federal cc‘%ﬁ’&ctmgr
grants, and cooperative agreement
procedures under the Office of Feder-
al Procurement Policy Act, Public Law
95-507, and the Federal Grants and
Cooperative Agreements Act (Public
w 95-244).

" SBA’s role in issuing the policy di-
‘rectives is essential to insure uniform-

ity in the operation of the SBIR pro-
eram SeR Unlormity fs {mportart
to Tacilitate participation by s

rogram. The agency

has been given this coordinating and
i it has had

supervisory iunction as it L
almost 30 years of small business Fed-
eral procurement experience, which
means that SBA is sensitized to the
needs of both the small business con-
cern and the procuring agency.
B. ROLE OF OSTP

The primary responsibility of the
Office of Science and Technology
Policy is to insure that the quality of
Federal R. & D. is protected. The com-
mittee does not intend that. OSTP ac-
tually audit agencies conducting SBIR
programs but rather that it review the
reports on the SBIR programs submit-
ted by the agencies.

C. AGERCY REPORTING

OSTP and SBA would report to Con-
gress not less than annually to allow
Congress to oversee the SBIR pro-
grams and have the opportunity to
make improvements when necessary.

D. POLICY DIRECTIVES

facilitate participation by small busi-
ness in SBIR programs and to insure
that only the highest quality R. & D.
is conducted. Policy directives are to
include, but are not limited to, the fol-
lowing:

A uniform solicitation format. The
committee expects agencies o make
every effort to adopt, in as timely a
manner as possible, uniform program
solicitations including _ standardized
formats for submissions of phase. I and
phase II proposals.

Timely receipt and review of propos-
als. This is essential if the SBIR pro-
grams are to achieve the goals of the
bill. The committee therefore recom-
mends that no more than 6 months
elapse between the deadline for the re-
ceipt of phase I proposals and the
granting of SBIR awards, and no more
than 6 months pass between the com-
pletion cf phase I funding agreements
and the funding of phase II proposals.

Outside peer review. The committee
urges agencies to use outside
réView lor Bo't'ﬁ' hase 1 ana phase I1
VETY least, agencies sho
their ex1st1ng review standards, pro-
vided they do not fundamentally dis-
criminate against small business appli-
cants, in evaluating the type of R. &
D. which will be funded under phase I.

.funded R. & D. and upon a sensitivity - ‘

The policy directives are designed to .
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adhere to ’

w1th1n 120 days of the enactment of
the bill, but only after consultation
with the Administrator of the Office
of Federal Procurement Policy, the Di-
rector of the Office of Science and
Technology Policy, and the Intergo-
vernment Affairs Division of the
Office of Management and Budget.
SBA’s primary function is to insure
that the needs of small science and
technology-based firms are protected.
The consultation process, overseen by

SBA, is essential to insure that the dir-.

ectives are based upon a well-informed
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granting of SBIR awards, and no more
than 6 months pass between the com-
pletion of phase I funding agreements
and the funding of phase II proposals.

Outside peer review. The committee
urges agencies to use outside

réView for both phase I and phase II
propusais - where approgrlate= AT the

veTy least, agencies should adhere to
their ex1st1ng review standards, pro-
vided they do not fundamentally dis-
criminate against small business appli-
cants, in evaluating the type of R. &
D. which will be funded under phase I.

€r. »
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‘Where these review standards include
outside peer review, utilize them for
phase I as well. . -
Pr%x_: of proprietary informa-
on. - ere _exisi agency proce-
dures provﬁg" such protegtion, .they

SHEUR! TE-Jppifed {n SBIR programs
as well. Where current p: ures do

not pro adequate protection, at

Woﬂd be
required to hold confidential, clearly
beled_proprietary informati
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tive product, process, or idea. This
practice is consistent with the theory
of contracts embodied in the Patent
Trademark Amendments of 1980 and
the Federal Grant and Cooperative
Agreement Act of 1977, Public Law 95-
224, in that the acquisition of techni-
cal data and its future use is intended
to directly benefit the Federal Govern-
ment.-

"It iz thi i 'S __expectation
a € requirement to submit techni-

1abe tary information pro-
vided_in S reports for an
ex ed period of time so that the

" - Seléction of awardees under  SBIR
programs. The committee expects that
the directives will harmonize with the
requirements that SBIR proposals be
reviewed and received in a timely
mannér and ¢omplement the efforts to
establish a single. simphﬁed procure
ment policy. -

Protection of data- generated by
small business in the performance of
funding agreements. For many years it
has been the practice of the Federal
Government in awarding R. & D,
grants to nonprofit organizations to
require periodic and final performance
reports, or both. However, detailed
tecmﬁca.l data and information which

is unnecessary to an understanding of
the scientific findings disclosed in the
performance reports has not been re-
quired. This practice is consistent with
‘the theory of grants embodied in the
Federal Grants and Cooperative
Agreements Act (Public Law 95-244) in
that the performance report is intend-
ed to explain- the results of the re-
search without burdening the grant
recipients with the administrative re-
quirements of maintaining and deliver-
ing technieal information which is of
‘little or no value to the Government.
Further, to the extent that such tech-
nieal data may gain some value in the
‘commercial marketplace, the commit-
tee believes that its possession by the
grant recipient would be more likely to

© result in its ultimate use than its pos-

session by the Government. This is

“also consistent with the general view

that grants are often awarded for the
purpose of meeting a public need
rather than for obtaining a service or
product for Government use.

While past practices support only
the submission of performance reports
as a condition of & grant, in some cir-
cumstances a-contract may require the
negotiation and delivery of technical
data generated in performance of the
contract. Where such information is
necessary for an agency to fulfill its
mission through the purchase of serv-
ices or a pmduct through competitive
procuréinent, the committee urges

that this' information be kept confi-"

dential by the agency and under no
circumstances disclosed to competitors
of the sudmitting company or use the
information to produce future techni-
cal precurement specifications which
would harm the small business which
discovered a.nd déveloped the irmova-

cal data will be used Very Sparingly
a.n appro € reflec
eclives.

mle of property pro-
vided by an agency to a small business
concern under the funding process
where such transfer would be more
cost effective than the recovery of the
property by the agency. Under current
procedures, the transfer of property
provided by agencies for purposes of
extramural research and development
tends to be limited to funding agree-
ments with nonprofit entities. The
committee recognizes the basic valid-
ity of this approach and believes that,
in most instances, profit-seeking orga-
nizations should bear the costs associ-
ated with the market-related activi-
ties. However, the reclamation of
property provided to profitmakers has
not always been cost effective for the
Government. For this reason, the com-
mittee strongly believes where the
Federal Government can purchase
new equipment for the same amount
or less than the cost of recovering
equipment provided to small business-
es under SBIR programs, that title
should be transferred to small busi-
nesses.

Cost principles. ' In contrast with
many large-profit and non-profit insti-
tutions which often achieve ‘“econo-
mies of scale” by participating in sev-
eral Federal programs at one time,
small businesses tend to focus on a
single contract with a correspondingly
greater overhead. For this reason, cost
principles established for SBIR pro-
erams should take into account the
importanece of providing full and ade-
quate remuneration for R. & D. serv-
ices provided to the Federal Govern-
ment.

Exemptions from policy directives in
circumstances where an agency’s na-
tional security or intelligence fune-
tions clearly would be jeopardized. To
assure that our national security inter-
ests are not compromised, the commit-
tee has explicitly exempted the Cen-
tral Intelligency Agency, the National
Security Council, and the Defense In-
telligence Agency from compliance
with the SBIR requirements. For all
other agencies, the committee expects
that the Administrator of the Small
Business Administration will require
clear and convincing evidence of such
jeopardy before granting an exemp-
tion.

4. SMALL BUSINESS R. & D. GOALS
The bill requires all Federal agencies
with R. & D. budgets exceeding $20
million a year beginning in fiscal 1982
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to unilaterally establish goals for
funding agreements for R. & D. with
small business. These goals shall nat
be less than the percentage of the
total R. & D. funds awarded by the
agency to the small businesses in the
preceding fiscal year.

The committee expects that this
new requirement will lead to steady
and significant increases in the per-
centage share of each agency’s R. & D.
budget received by small businesses.
The committee recognizes that Public

.Law 95-507 requires Federal agencies

to establish annual goals for total do}k
lars going to small business. However,
the committee is concerned that small
businesses’ share of agency -R. & D.
awards remains at a very low figure—4
percent—and that the more specifie
requirement in the bill targeted-at R.
& D. awards is essential. As with the
other goals, the committee would
expect the new goals would be set in a
timely fashion, certainly no later than
120 days after the date of enactment.

High technology, innovative small
businesses have been found not only
to provide some of the greatest ad-
vances in- the country’s technology
base but to be the most cost-effective
innovators. We have seen over the
past three ‘decades that small, high-
technology companies, free of the bu-
reaucratic fetters and institutional in-
ertia of larger enterprises, have been
the generators of most pioneering in-
novations. Their involvement in the
innovation process is greatest at the
earliest and riskiest stage and in what
initially appears to be small markets,
but this is where major new break-
throughs are often made. Promoting
the involvement of the small business
sector in_R. & D., and specifically in
federally funded efforts, can provide
significant benefits to Government R.
& D. and the economy at virtually no
additional cost. It is time to take that
initiative.

‘Directing a larger share of Federal
R. & D. to small firms also increases

" needed competition in Federal R. & D.

The resulting private sectgr benefits
may also increase such competition in
the marketplace. Both should benefit
the public and stimulate innovation.
These changes in Federal R. & D.
policy would help achieve several im-
portant social and economic goals. The
goals include increased productivity,
job creation, new products for export;
and the generation of significant addi-
tional tax revenues without an in-
crease in price or in Federal spending.
We believe the SBIR program will in-
crease the Nation’s return on invest-
ment from federally funded research
and development, and this statement
is based on fact, not wishful thinking.
The Small Business Committee has
every reason to believe that the mul-
tiagency SBIR program will be every
bit. as successful as.the one being cur-
rently administered by the National
Science Foundation. Using that pro-

gram as a model, it is noteworthy that -
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contract. Where such mformatlon 1s
necessary for an agency to fulfill its
mission through the purchase of serv-
ices or a product through competmve
procuréiment, the committee urges
that this' information be kept confi--
dential by the agency and under no
circumstances disclosed to competitors
of the sudmitting company or use the
information to produce future techni-
cal precurement specifications which
would harm the small business which
discovered and déveloped the immova-
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Secunty Councxl and the Defense In-
telligence Agency from compliance
with the SBIR requirements. For all
other agencies, the committee expects
that the Administrator of the Small
Business Administration will require
clear and convincing evidence of such
jeopardy before granting an exemp-
tion.
4. SMALL BUSINESS R. & D. GOALS

The bill requires all Federal agencies
with R. & D. budgets exceeding $20
million a year beginning in fiscal 1982
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crease in price or in Federal spending.
We believe the SBIR program will in-
crease the Nation’s return on invest-
ment from federally funded research
and development, and this statement

is based on fact, not wishful thinking.

The Small Business Committee has
every reason to believe that the mul-
tiagency SBIR program will be every
bit as successful as.the one being cur-
rently administered by the National
Science Foundation. Using that pro-

gram as a model, it is noteworthy that -
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ed. $5 million to small tech-

NeF swer S 12'its first SBIR solicita.
nio n. These firms have since generated
fn?)ré than eight times that amount—
$41 million in follow-on private fund-
ing to pursue commercial applications
lfrom the Government research. The
total number of jobs with firms that
received follow-on private funding has
increased by more than 300 percent,
more inventions have been made, and
new products have been introduced in
the marketplace. All of these accom-
plishments have . been achieved at
almost no additional cost to the Gov-
ernment, since Federal funds were
spent solely on NSF’s research pro-

am objectives.

Multiply this effect by 75 times, as
this bill would do, and we will see a

major stimulant to new products, job -

creation, competition, and innovation.
SMALL BUSINESS COMMITTEE SUBSTITUTE
AMENDMENT .

The. Small Business Committee re-
ported a bill that it felt was strong and
would result in a meaningful program.
However, arguments have been raised
against the original version. The com-
mittee has always been reasonable in
listening to those who have concerns.
It wants to fashion a bill that can at-
tract the broadest support. In the in-
terest of harmony, the committee
unanimously adopted a substitute
amendment on May 18 that addresses
many of the concerns expressed and
includes many of the suggestions for
modifications that would strengthen
the legislation. The substitute would:

First, reduce the percentage re-
quired in the program. The revised
percentages would be: 0.20 percent in
the first year; 0.60 percent in the
second year; 1 percent in the third
year; and 1.25 percent in the fourth
and all subsequent years; except that
an agency with an annual R. & D.
budget in excess of $10 billion; namely,
Defense would be phased in over 5
years: 0.10 percent in the first year;
0.30 percent in the second year; 0.50
percent in the third year; 1 percent in
the fourth year; and 1.25 percent in

“the fifth and all subsequent years.

Second, exclude in-house R. & D.
from the base against which the per-
centages are applied.

Third, prohibit any agency from in-
cluding more than the stated percent-
ages of basic R. & D. in the program.

Fourth, exclude intelligence agencies
from. the program—CIA, the National
Security Agency, and the Defense In-
telligence Agency. . .

Fifth, exclude AID international re-
search centers and grants to foreign
governments from the base against
which the precentages are applied.

These changes being H.R. 4326
closer to the Senate version of the in-
novation bill, while keeping the bill
much simpler and more direct than

the Senate bill. This is an eminently

reasonable compromise that we feel all
can support in the interest of
strengthening American research and
development efforts.: - ’

1 T R e A

O vesv capVAILT :

Fifth, exclude AID international re-
search centers and grants to foreign
governments from the base against
which the precentages are applied.

These changes being H.R. 4326
closer to the Senate version of the in-
novation bill, while keeping the bill
much simpler and more direct than
the Senate bill. This is an eminently
reasonable compromise that we feel all
can support in the interest of
strengthening American research and
develapment efforts.: . - -
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We already know what the small
business innovation research program
will do. The National Science Founda-
tion has had its own small business in-
-novation research program for 8 years,
which has had impressive results. The
21 firms that received $5 million in the
first two phases of the NSF program
today have attracted $41 million in
follow-on private capital to develop
their ideas. That translates into $8 of
private investment for $1 of Govern-
ment investment. The grants were for
such important work as laser optics,
genetics, agricultural, drilling, and ro-
botics research. This is just the type of
leverage that is needed fo expand lim-
ited Government resources. This also
demonstrates what small firms can
contribute. :

Everyone agrees that the SBIR con-
cept works. The House Science and
Technology Oversight and Science,

Research, and Technology Subcom-

mittees hailed the NSF program as
“an outstanding example of how a
Federal agency can encourage and pro-
mote innovation.” They recommended,
after exhaustive hearings in 1980, that
“Federal agencies should examine
NSF’s SBIR program and implement
similar types of programs which com-
port with their needs.” : )

A report by the General Accounting
Office last year found that small busi-
ness innovation research .programs
meet all the criteria for innovation to
occur, -

The Department of Defense recog-
nizes the importance of SBIR pro-
grams, and last year established its
own SBIR program, which it calls the
defense small business advanced tech-
nology program (DESAT). DOD said
in its program solicitation:

Recognizing that small business has an es-
tablished record for innovation, the DOD. is
interested in increasing the participation of
this important national resource in DOD re-
search and development to meet national
defense needs. ... The DESAT program
seeks to increase the incentive and opportu-
nity for small firms to undertake high-risk
research and development that has a high
potential payoff if successful.

The Small Business Innovation De-
velpoment Act deliberately uses the
NSF small business innovation re-
search program as its mddel. The key
attribute of this program—the attrib-
ute that has made it such a striking
success—is that it has the same flexi-
bility and openness that has allowed
small science firms to be so creative
and productive.

Ordinarily, this bill would pass qui-
etly. But that is not to be the case be-
cause of the opposition of the adminis-
trators of a few large universities and
a lone trade association that is domi-
nated by big companies. They have
taken it upon themselves to wage a re-
lentless. campaign of misrepresenta-
tion and innuendo against the bill.
They know that they cannot defeat
the bill if the issue is stimulating inno-
vation and tapping the most effective
generators of innovation.

-
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Let me take a few moments to
review the arguments raised against
the Small Business Innovation Devel-

‘opment Act,

ARGUMENTS
1. BASIC RESEARCH

1t is alleged that the Small Business
Innovation Development Act is a raid
on basic research and will undermine
excellence in science.

The fact is that basic research is an
amorphous term that has been much
misused in the debate over the bill by
those who want to protect the status
quo. :

The National Science Foundation
said the following on basic research in
its Science Indicators 1980 report:

There is not always a clear distinction be-
tween “basic’ and “applied” research.- A
particular research effort may be identified
as “basic” or “applied”’ depending on wheth-
er the classification is made by the research
sponsor, by the performing organization, or
by the individual performing the work.

I want to emphasize that there is no
inherent conflict -between basic re-
search and a small business innovation
research program. In fact, all the testi-
mony I have seen clearly demonstrates
that they complement one another
and ' that SBIR programs enhance

_public support for scientific research.

Listen to Dr. Arthur Obermayer, a
prominent chemist who is a member
of the Advisory Council of the Nation-
al Science Foundation:

In the long run this legislation will lead to -
significantly increased support for basic re-
search at universities. This bill is designed
to focus on the linkage between basic re-
search and practical application. This
linkageé. . . we call innovation. ... The
public supports basie research at universi-
ties because it expects that it will ultimately
benefit mankind, and it is the innovative en-
trepreneur who is best at converting the
laboratory curiosity into a product or proc-
ess that will benefit mankind. When the
government invests in academic research
without the corresponding support for tech-
nology transfer and small business innova-
tion, it is doing a disservice to academia and-
society as a whole because it is not providing
the mechanism for eventual public utiliza-
tion.

Paul Grey and Derek Bok, the presi-
dents of the Massachusetts Institute
of Technology and Harvard Universi-
ty, respectively, stress the need to
transfer the results of research from
the laboratory to the marketplace.
Paul Grey, said:

Creative thought does not in itself insure
the transfer of invention to the world in a
useful way. Consequently, it is important
that we continue to foster cooperative activ-
ities between universities and industry that
will help assure the vitality of important re-
search progress, the rapid and effective
transfer of new technologies and the rel-
evance of educational programs to impor-
tant problems in society.

Derek Bok wrote in his annual
report to Harvard’s Board of Over-
seers last year:

We must work harder at the process re-
ferred to somewhat clumsily as technology
transfer. . . . Academic officials and scien-
tists are certainly aware that massive feder-

ailu proaucuive.
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sl appropriations for campus-based research

are largely based on the conviction that this
work -will eventually lead to practical re-
sults. Hence, it is only prudent for universi-
ties to-take serious interest in the process of
translating scientific knowledge into com-
mercial uses. . )

The Small Business Committee ap-
preciates the concerns fo those who
feel that Federal support for basic re-
search may be affected by the Small
Business Innovation Development Act.
We do not feel that will be the case,
but we support an amendment to the
bill that would limit the amount of
funds that could be taken from basic
research programs to the overall per-
centage amount earmarked to support
SBIR programs. This is known popu-
larly as the Schmitt amendment. ’

* 2. LIFE SCIENCES

It is alleged that there is not a suffi-
cient number of qualified small science
and high technology firms to fully uti-
lize funds for small business innova-
tion research programs. -

The fact is that there are many
qualified small science and high tech-
nology firms. Listen. to Richard Di-
Ciceo, president of Technology Cata-
Iysts, ‘@ company in the business of
matching  up large companies’ with

~ small high technology research firms.

Ttiis one-company alone has developed
a data base which' shows 2,636 small
hith technology firms in the life sci-
ences field. They are divided info the
following categories: 144 in blomedical
engineering; 162 in biochemistry; 168
in pure cancer research; 164 in cell bi-
ology; 173 in genetics; 206 in immunol-
ogy: 211 in medical electronics and in-
struments;. 180 in meolecular biology;
157 in nutrition; 295 in pharmacology;
109 in recombinant DNA; 195 in toxi-
cology;--55 in tumors; 198 in virology;
and - 201 in other categories. All of

these are critical areas of research’

that' will be at the cutting edge of

© technology and science in this decade.

In contrast, Mr. DiCicco found on
the basis of inquiries to the Depart-

" ment of Health and Human Services
- that “the total mailing list for HHS

bids by small business for basic re-
search grants is less than 100 firms.”
When one small business can develop

a high technology resource list over

2,600 firms and a massive Federal de-
partment can only find fewer than 100
firms, the need for a mandatory SBIR
program becomes readily apparent, as
well as demonstrating that there are
thousands of firms eligible and quali-
fied to participate in such a program.
3. NIH AND SMALL R. & D. FIRMS

It is alleged that NIH is doing every-
thing possible to increase funding of
R.. & . D. at small high-technolog
firms. .

The facts are that on June 28, 197
the NIH K small business specialis
stated in. a memorandum to the Dir
tor of Contracts and Grants at NIH:

New.yigor ean be added to the NIH rg-
search program by eliminating some of t
barriers which have tended to be an inhibi
ing factor.and by taking some new initi
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tives to stimulate this sector of the econo- limiting their comments te paranoiac fears
my. . that their particular sector will be hurt.
.Among the barriers facing small To underscore this belief, the Small
firms highlighted were: Exclusion of Business Administration estimates
small firms from NIH grants, the pre- that there are between 15,000 and
dominate NIH award instrument for 20,000 small firms whose principal
research; a lack of policies and proce- work is in the research and develop-
dures to facilitate the submission and ment field. There are estimated to be
evaluation of unsolicited proposals; between 20,000 to 30,000 small firms
the denial of independent research which have R. & D. capability as part

and development work costs as an al- of their principal function, such as .

lowable cost for reimbursement under manufacturing. As of January 31,
NIH contracts; the lack of any set- 1982, of the 62,000 small firms listed in
asides for small firms; and preclusion the agency's procurement data base
of small firms from receiving advanced (PASS), 12,607 are either R. & D.
payments under NIH letters of credit firms or possess R. & D. capability.
even though nonprofit institutions §. PERCENT REQUIRED
could receive such payments. In an It is alleged that the funds ear-
August 2, 1978, memorandum to the mgarked for SBIR programs are really
Director of NIH, the contract special- 1ych larger than the percentage in-
ist for the Contract and Evaluation gyded in the bill and will seriously
Branch, Division of Contracts and gqueeze agency R. & D. budgets. For
Grants, Office of Administration, NIH, example, the impact on the Defense
also noted these obstacles and stated:  pepartment of the set-aside will not
It is not enough to say that thereisnot 8 pe 1.25 percent, but more on the order
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- strong base of profit-making concerns en-

gaged in biomedical research from which to
draw. It is HEW/NIH policy which has actu-
ally erected barriers to the federal acquisi-
tion of research from profit-making con-
cerns, .
Although NIH recently opened up
its competition for grants to for-profit
firms, HHS Secretary Schweiker certi- -
fied in connection with the new regu-
lation: “This rule will not have a sig-

of 26 percent.

The fact is that simply because a-

large percentage of funds is committed
in advance to certain projects does not
mean that these projects should be
exempted before figuring the impact
of the SBIR earmarking. NASA, in a
report prepared. for the Science and
Techmology Committee, performed
the following mathematical wonders:

“legislation: .
1 In objecting to the legislation, spokesmen ™ Second, NASA applies the maximum

nificant economic impact on a substan- Thousands
_tial number of small entities.” m:g&efp;?;ggtggnn and R. $5.084.054
4, SMALL BUSINESS UNSUITED TO DO BASIC J % P : g
ResEARCH - Total R. & D. awards 1o privats o0
It is-alleged that the work funded by ~ o i ior y 3.572.000
NIH is not of interest to for-profit pess fiscal year 1980 funding of
firms or is not appropriate for com- preexisting Programs....u.... - 2,789,000
mericalization because it is “basic” bio- Private sector awards for new re-
medical research. quirements 783,000
The facts are that the percentage of Less fiscal year 1980 small busi- - |
scientific and technical articles con- :;S:rdlz- & D. and R. & P.M. ——
cerning: basie biomedical research Writ- 0 o e p
ten by scientists and engineers rose “ .i.4to preexisting riroRrams
from 32 percent of the total articles in .4 current level of small busi-
1973 to 49 percent in 1979. These fig- ness 481,854
ures are taken from Science Indicators Maximum SBIR set-aside re-
- 1980, published by the National Sci- quired in H.R. 4326 (3L.7 per-
ence Board. Basic research articles in  cent 152,522

biology by industrial scientists and en- A number of issues must be raised.
gineers rose from 32 percent of the First, from a $5,084,000,000 budget,
total articles in 1973 to 49 percent in NASA has subtracted out funds for
1979. In a May 6, 1982, editorial, preexisting programs in fiscal year
Nature, the prestigious British scien- 1980 of $2,789,000 to bring the base to
tific journal, wrote concerning this which the SBIR program will be ap-
plied down extremely low.

or unjversities and for basic research have 1.25 percent set-aside to a remaining
een anxious to preserve their own turf at base of just over $480,000. The bill
the expense of everyone else’s . . . What Is  ggeg not envision that this level will be

missing here is any perspective from the sci- :

entists that they are part of any large effort reaqhed until 1984. and pyobab%y not
. ... Small firms are also part of the “fund” until 1985. There is no discussion of
from.  which practical applications are What level Of 1984 or 1985 fundS Will

drawn, both those which do basic research be committed to preexisting programs.

and those which do not. If the university
spokesmen are truly concerned about na-
tional productivity, creating new inventions,
and economic health—as they have said
they were in selling their own budget re-
quests to Congress in the past—they should
support any -measures that further that
goal. At least they should offer constructive
alternatives. But they do the image of sci-
ence—and the U.S. economy—no. good by

Third, NASA does not discuss
whether portions of these preexisting
programs could be made available for
the SBIR programs. Is it not possible
_that some of the R. & D. in these pro-
grams could- be performed by smali
business? ]

Finally, if NASA is going to subtract
out funding of preexisting programs in

Lo B IR I T e

RPROPNTSY e+ w g,

ti

n
€es
se

th

de
Sr
te:
me
Ja
an
Cc

to

pro
we

41T VW PO VILIJAUT LI QUUIL & RIVEBL Allle
3. NIH AND SMALL R. & D. FIRMS

It is alleged that NIH is doing every-
thing possible to increase funding of
R.. & D. at small high-technolog
firms. &

The facts are that on June 28, 197
the NIH K small business specialis
stated in a memorandum to the Dir
tor of Contracts and Grants at NIH:

New. yigor ean be added to the NIH rg-

search program by eliminating seme of t
barriers which have tended to be an inhibi
ing factor.and by taking some new initi

missing here is any perspective from the sci-
entists that they are part of any large effort
. ... Small firms are also part of the “fund”

UUCTD LIVL TLUYIDIULL Lilab LD ICVYVTI Wil e
reached until 1984 and probably not
until 1985. There is no discussion of

from. which practical applications are What level of 1984 or .1985 funds will
drawn, both those which do basic research be committed to preexisting programs.
and those which do not. If the university Third, NASA does not discuss
spokesmen are truly concerned about na- whether portions of these preexisting
tional productivity, creating new inventions, programs could be made available for
and economic health—as they have said the SBIR programs. Is it not possible

they were in selling their own budget re- . :

queits o o the s Yo e uta that some of the R. & D. in these pro-
support any -measures that further that grams cguld" be performed by small
goal. At least they should offer constructive business? . . .
alternatives. But they do the image of sci- = Finally, if NASA is going to subtract

ence—and the U.S. economy—no. good by out funding of preexisting programs in

th
de

te:
me
Ja
an
Cc

to

pro
we




R
\

ST

i

June 17, 1«982

’ 1080, and if we are'to
ﬁsg:;t gﬁ:ﬁ contention that a like sum
";}cin be committed to preexisting pro-

ams upon enactmeént of thls‘legxsia-
tion, then fairness would require that
the first year set-aside be applied to
the remaining uncommitted balance. -

Applying 0.2 percent, the percentage
required  in the committee amend-
ment, to the total private sector
awards of $3,572 billion results in
making $7,144,000 available for the
palance, or 1.25 percent of the “un-
committed” balance.. :

The fact that such a large percent-
age of funds is “previously commxttgd”
speaks to the need for this legislation.
Since NASA subtracted out both fund-
ing for preexisting programs and small
pusiness R. & D. and R. & P.M.
awards, it must be assumed that small
pbusiness is not receiving access to
$2.789 billion, or 54.9 percent of
NASA’s R. & D. budget.

This same convolution of the num-
bers was performed by NIH and DOD
to indicate the much larger impact of
the SBIR program on agency R. & D.
budgets.

6. UNWISE POLICY

It is alleged that mandatory ear-
marking of funds for SBIR: programs
is unwise and bad policy.

The fact is that the highly ac-

claimed National Science Foundation:

small business innovation research
program was initially supported with

earmarked funds. The research funded *

under that program is of only the
highest quality. In addition, no one
can say that. NSF suffered because of

_ that; on the contrary, the Foundation

has broadened its impact on American
science and technology with its SBIR
program.- . i

We have no choice but adopt & man-
datory funding approach to insure
that SBIR programs are established
and adequately funded. We have to do
this because of the ingrained resist-
ance of Federal agencies to this type
of effort. According to testimony
before the House Small Business Over-
sight Subcommittee, the Office of
Management and Budget recommend-
ed in 1977 that Federal agencies
sharply increase their use of small sci-

ence and high-technology firms. The-

agencies ignored that recommenda-
tion. g

Two years later, Federal agencies ig-
nored President Carter’s directive to
establish small business innovation re-
search programs.

Dr. Ernest Blase, formerly head of
the Office of Advanced Technology
Projects in the Department of Energy,
described in a letter to the House
Small Business Oversight Subcommit-
tee how two Secretaries of the Depart-
ment of Energy—Charles Duncan and
James Edwards—refused to establish
an agency SBIR program after telling
Congress that the Department would.

Thus, we are left with no choice but
to mandate the establishment of SBIR
programs and funding mechanisms if
we are te. -overcome entrenched bu-
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the Office of Advanced Technology
Projects in the Department of Energy,
described in a letter to the House
Small Business Oversight Subcommit-
tee how two Secretaries of the Depart-
ment of Energy—Charles Duncan and
James Edwards—refused to establish
an agency SBIR program after telling
Congress that the Department would.

Thus, we are left with no choice but
to mandate the establishment of SBIR
programs and funding mechanisms if
we are te. -overcome entrenched bu-
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reaucratic intransigence and thereby
effectively reverse the decline in inno-
vation in the United States.

7. VENTURE CAPITAL

It is alleged that SBIR programs are
not needed because there is adequate
venture capital. Moreover, tax breaks
can help fledgling R. & D. firms.

The fact is that venture capital is
categorically not available for the type
of research envisioned to be performed
through SBIR programs. Ven cap-
it?gists require . that development be
advance € point of a prototype
befo ey will ever consider invest-
ing M a sm irm. 1o suggest other-
WISE 15 & red herring, for the facts will
not support it. Let me state again that
venture capitalists will not fund phase
I and II types of research and develop-
ment. This is borne ocut by the fact
that NSF's phase 1I awards are made
to develop prototypes and develop in-
novative ideas to the point where ven-
ture capitalists and other private
sector investors will consider investing
imthem. :

The SBIR. program is designed to
provide the necessary funding to bring
small businesses to this point of devel-
opment so they can then attract
follow-on private venture capital fund-
ing.

It should be noted that since enact-
ment of the Small Business and Uni-
versity Patent Re Y A
thi asingly what Federal R. &

histTMcreasmely what Federal
D.Tunds are provi t versities.
‘product or proc-
ess to a poi here they can o a
pa%zx_t_a.nd_mﬂ_mﬂn.mumﬁp&t?e
tg:_rgl_ggl_nr_nmness-m_mmmem al
ventures. It is only at this stage of de-
stopment of an idea in a small busi-
ness that private venture capital can
be atfracted. Tax breaks do not help
new R. & D. firms. Businesses at the
startup point do not have profits that
they can write off on taxes and cannot
look forward to them for a while.
Without a tax liability, tax deductions
or credits are worthless. They-instead
need fromt-end seed money.
' QVERSPENDING ON SMALL BUSINESS

It is alleged that the bill will force
agencies to spend a certain percentage
on top ¢f what they currently devote
to small business.

The fact is that H.R. 4326 would
extend to all agencies a praqven pro-
gram that enhances the ability of
small science and high technology
firms to, develop innovative ideas and
products. The program will expand
the small amount of Federal R. & D.
funds already received by our Nation’s
small businesses. The amount will be
$60 million in the first year of the pro-
gram and will reach $380 million in
the fourth year. These are all small
amounts, even when compared with
the $2 billion or 5 percent of the $40
billion Federal R. & D. budget that
small business now receives. However,

_it should be reemphasized that-the

intent of the bill is not to establish an-
other small business program but to
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set up an effective mechanism to re-
verse the decline in innovation.
9, SPECIAL INTEREST LEGISLATION- -

It is alleged that the Small Business
Innovation development Act is just an-
other piece of special interest legisla-
tion and duplicates existing small busi-
ness programs.

The fact is that the purpose of the
bill is to stimulate the development of
innovation in the United States. That
is why it is titled the Small Business
Innovation Development Act. It is also
a fact that the sector of the economy
that has the most impressive rate of
innovation—a rate recognized by the
National Science Foundation—is the
small science and high technology
sector. All we are doing in this bill is
creating a new program that would
target a small percentage of Federal
R. & D. funds to stimulate innovation
by the most productive and cost-effec-
tive generators of innovation. This bill
does not duplicate existing programs.
that set aside R. & D. contracts for
small business. %

I do not want to get involveéd in an
argument over- the share 6f R. & D.
work that small business currently re-
ceives from Federal agencies. The fig-
ures are dismal. The Natlonal Science
Foundation reported that despite the
fact that small R. & D. firms repre~
sent 85 percent of all firms carrying’
out R. & D., they receive only about 2
percent of the total Federal R. & D. ’
funds allotted to industry. Overall,
small firms receive only 4 percent of
total Federal R. & D. funds and 6 per-
cent of Federal R. & D. contracts of
more than $10,000. It is a paltry
amount however you cut it.

10. ADMINISTRATIVE COST
" It is alleged that the small business
innovation research program will cost
at least $193 million to administer over
5 years.

The fact is that the SBIR program
will cost nowhere near that amount to
administer. I cannot understand how
various numbers have been developed
on the cost of running this program.
All you really need do is look at the
NSF experience in administering its
SBIR program, since the NSF pro-
gram is the model for the legislation. -

The NSF SBIR program is funded at
$5 million for fiscal year 1982. It has
received 2,000 proposals and currently
oversees 150 phase I and phase II
awards. According to NSF, the pro-
gram is administered by a staff of two
program managers who are GS-15’s, a
secretary, and a student aide. Their
salaries come to about $115,000 a year.
If we add printing and telephone ex-
penses that total annually $10,000 to
the personnel costs, we would find
that a $5 million program is being ad-
ministered at a cost of $125,000 a year.

The program relies on 'NSF staff to
handle each of the 24 topic areas in
which the SBIR program is assisting
research. This would follow along with
the work they are already doing. The
NSF tells me that the administrative

products. The program will expand
the small amount of Federal R. & D.
funds already received by our Nation’s
small businesses. The amount will be
$60 million in the first year of the pro-
gram and will reach $380 million in
the fourth year. These are all small
amounts, even when compared with
the $2 billion or 5 percent of the $40
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costs of its: SBIR program would be
$125,000, regardless of whether the
program were at a $5 or slo milhon
funding level.

If we were to apply this administra-
tive cost percentage to an SBIR pro-
gram at a 1%-percent funding level
that costs $380 million Government-
.wide,. we could expect the administra-
tive costs to be about $4.75 million an-
nua.lly when it reached full funding.

That is a very efficient use of Govern-

ment funds.

I fully expect that congressiona.l
- committees will keep close tabs on the
SBIR programs of various agencies
that will be established when the bill
is enacted.

11, AMERICAN ELECTRONICS ASSOCIATION

It is alleged that the American Elec-

tronics Association speaks for the Na-

- tion’s small R. & D. firms in opposing

the innovation bill."

The . facts are just the opposite.
What AEA does not say is that it is a
house that is deeply divided over the

_ Small Business Innovation Develop-
ment Act. That trade association has
taken it upon itself to speak for all of
its members on this bill, when actually
many of AEA’s small R. & D. members
strongly. support the bill. In fact,

. ABEA’s small R. & D. members are up
‘in.-arms over AEA’s position and the
association’s refusal ~to poll them

before taking a position against the .

bill.
" We ha.ve received letters of protest

) from numerous small R. & D. firms

‘that are AEA members saying that the

) association does not speak for them.

“"Let us set the record straight on
~AFEA; The association ‘does not speak
-for research and development firms. It
‘really is a trade association represent-
-ing ‘eléctronics manufacturers. Of the
&ppmx!mately 1,800 member compa-
“nies in AEA, only 140 have identified
themselves under the single category
“R. & D., Consulting, Management
Services’ in the AEA directory. Prior
to 1978, AEA was named the Western
Electronic Manufacturers Association.
A MAJORITY OF THE R. & D. COMPANIES. IN AEA
FAVOR PASSAGE OF THE SMALL BUSINESS INNO-
VATION DEVELOPMENT ACT
Ned Rasor of Rasor -Associates, a
small R. & -D. firm in Sunnyvale,
Calif., polled AEA’s small R. & D.
. member firms to find out their posi-
. tion en the biil. He found that 59 per-
.‘cent of AEA’s small R. & D. member
- firms favor passage of the legislation.
We must remember that AEA speaks
for the largest electronics manufactur-
ers which oppose small business set-
asides because - of the competitive
threat from small business. They are
instead content to push for more and
more tax breaks for themselves. These
tax breaks are nothing more than a
set-aside for the multibillion-dollar
giants of the electronics indugtry.
In contrast, the Electronics Associ-
ation of California strongly supports

the Small Business Innovation Devel-

opment Act. EAC was set up 5 years
. ago because AEA was not meeting the

IOT L€ 1argest €1eCLIVIICS MaiiuLACLUL
ers which oppose small business set-
asides because of the competitive
threat from small business. They are
instead content to push for more and
more tax breaks for themselves. These
tax breaks are nothing more than a
set-aside for the multibillion-dollar
giants of the electronics indugtry.

In contrast, the Electronics Associ-
ation of California strongly supports
the Small Business Innovation Devel-
opment Act. EAC was set up 5 years
ago | because AEA was not meeting the
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needs of its small R. & D. members.
Today, EAC has almost 500 members.

.Until now, it has never taken a posi-

tion on legislation. But AEA’s relent-
less campaign against the innovation
bill has changed that. Before it acted,
EAC polled its members on their posi-
tion on the bill. Its poll found support
running 2 to 1 in favor of the bill. The
question. thus is, who legitimately
speaks for whether this measure is
needed and can be effectively used by
small business: AEA, which is domi-
nated and controlled by Fortune 500
electronics firms, or the Electronics
Association of California, which is
comprised solely of smaller companies.

In addition, the Smaller Business As-
sociation of New England, which rep-
resents hundreds of New England high
technology firms, strongly backs the
Small Business Innovatlon Develop-
ment Act.

It is fair to conclude that small sci-
ence and high technology firms
strongly favor the bill and that AEA’s
pgsition should certainly be discount-
ed..

12, SET-ASIDES

It is alleged that set-asides skew a
procurement system that is competi-
tive. In addition, Government set-aside
programs for small business are. rid-
dled with scandal. e

The facts are as follows: .

First, those who would compare the

proposed SBIR program .with the:

much abused 8¢a) minority. business
program simply are-showing-their ig-
norance of the procurement- process.
First of all; 8(a) is-not-a set-aside; it
more accurafely could- be-called a

“put-aside’’* of Government contracts -

for exclusive and noncompetitive
award to minority businesses as sub-
contractors.

In contrast, the SBIR program is not
a business development program, as is
the 8(a) program. The design and pur-
pose of SBIR arises from the convic-
tion of proponents, supported by em-
pirical data, that small businesses are
the most innovative sector of our econ-
omy. These innovative businesses are
proven performers who have been
denied the ability to compete for Fed-
eral R. & D. funding in the past.

The design of the SBIR program
positively precludes abuses similar to
those which have occurred in the 8(a)
program. The SBIR program is com-
petitive; in other words, firms will re-
spond to agency solicitations and
awards will be based on the quality of
the proposals submitted. Agencies are
expected to carefully review proposals,
as they would in such instance, and
make awards based on quality and
agency mission needs.

Second, currently, a significant
share of Federal procurement funds
are awarded through negotiation on a
noncompetitive basis.

In the more specific area of research
and development, awards- also reflect
this noncompetitive track record.

.
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SEVENTY PERCENT OF R. & D, CONTRACTS ARE
AWARDED NONCOMPETITIVELY

These facts should put to rest any
belief that Government procurement
is by its nature a competitive process.
The Government does not buy like the.
private sector buys. Differences are in-
significant, and successful marketing
with the Government requires a sub-
stantial effort on the part of the pro-
posers,

Third, committees of the Congress
which considered this bill have made
oblique references to the wasteful
nature of set-aside programs generally
and have further inferred that this
will also be the result of the SBIR pro-
gram. 3

It is noteworthy that not one com-
mittee has supported this conclusion
with ‘even a scintilla of data, very
clearly because the data is not there.
The committees have preyed on a gen-

eral impression of set-asides as protec- -

tionist measures for special interests
while disregarding the record of per-
formanece under set-asides and their
purposes.

- It again must be pointed out that
comparisons with the 8(a) program are
not legitimate and in fact are spurious.
" Set-asides as designed by the Con-
gress and implemented by procuring
agencies are not business development
programs, do not result in less quality
in products or processes provided, and
do not result in additional costs to the
Government.

Set-asides are designed to counter
the impediments which preclude small
business from participating on. an
equal footing with other Government
procurement performers. What exact-
1y are these impediments?

First, there is a market hhpediment ’
‘which is solely a result of business

size. Small business resources are
spent more productively because they
camnot afford to carry significant over-
head costs. This means that a small
business cannot mount a Government
marketing effort equal to that of its
big business or university competitors.
Of course, this fact makes it more dife
ficult for small businesses to comply
with necessary paperwork and regula-
tion, a fact which the Congress recog-
nized in passing the Regulatory Flexi-
bility Act during the 96th Congress.

Second, small businesses have been
excluded from participation in many
agencies’ R. & D. projects because of
their “for-profit” standing. Only in
December 1981 did HHS and specifi-
cally NIH open their grant procedures
to for-profit entities.

Certain examplés can prove conclu-
sively that set-asides do not result in
additional costs to the Government.

13. FAIR SHARE

It is alleged that small business al-
ready receives more than its fair share
of Federal R. & D. contracts. To sup-
port that, opponents of the bill claim
that small business employs 5.5 per-
cent  of the scientists and engineers

~.
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and receives 6.8 percent of Federal

contracts.
That argument. is. just. another ex-

ample of how. the opponents have

twisted and manipulated figures to

make it appear. that small business is
receiving more than its fair share of
Federal R. & D. funds when, in fact, it
is not. It further illustrates a thor-
ough lack of understanding of the
Federal R. & D. procurement process.

The facts are that the 5.5-percent
figure on small business employment

of scientists and engineers cannot be .

compared to the 6.8-percent figure on
small business’s share of Federal R. &
D. contracts. These figures cannot be
compared because they are taken from
different sources and are based on
definitions of R. & D. that have widely
differing bases. The 5.5-percent figure
is taken from NSF. The 6.8-percent
figure comes from the Federal Pro-
curement Data Center, which uses a
much broader definition of R. & D. in
classifying contract actions, thus in-
flating small business’s participation
in Federal R. & D. contracting.

This is what the data really shows:

Federal funds for R. & D. in indus-

try—including ‘subcontracts—totaled-

$12.46 billion in 1979, of which $288
million went to firms with fewer than
1,000 employees. This means that
smaller firms received only 2.3 percent
of the private sector awards. At the
same time, firms with fewer than 1,600
employees had 7 percent of industrial

R. & D. scientists and engineers. Com-

paring small firms to the entire pri-
vate sector, including universities and
other nonprofit entities, yields a small
firm’s meager share of private sector

Federal funds of only 1.5 percent. This .

figure is comparable to the 5.5 percent
share of scientists and. engineers
quoted by the American Electronics
Association. Thus, if employment is a

satisfactory measure of small business:

capability, use of comparable data .
shows that small business is being uti-
lized at a rate of less than one-third of
its current capabilities.

What is most distarbing is the broad
acceptance of the figures and citing
and National Science Foundation. as

their source. The NSF has indicated:

that the 5.5/6.8 comparison is an in-
consistent = application of disparate
- data. NSF has also indicated that the
comparisons cited earlier, that is small
business performs only 1.5 percent of
the R. & D. work, are an appropriate
and consistent application of the fig-
ures included in their report.
Furthermore, employment of scien-
tists and engineers may not be a satis-
factory  measure_of small businesses’
ability. to perform Federal R. & D. In
a report titled “Consistent Criteria
Are Needed to Assess Small Business
g;novation Imtlatxves,” GAO conclud~

This measure is bmsed toward labor-inten-
sive R. & D. activity and it covers only em-
ployees formaily or exclusively employed to
conduct R, & D. activities. At best, this
measure is only apaﬂzal indiutornf po&en—
tmuzo innovate. -
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14. FREE MARKET
It is alleged that the Small Business
Innovation Development Act will
upset thé operation of the free
market. The opponents say, “Allow
the free market to wor
The fact is that the free market will
not work- unless this bill is enacted.
The small business innovation re-
search programs, with their seed
money awards, lower the barriers to
entry of small science and high tech-
nology firms into the marketplace.
These barriers include lack of capital
and lack of a competitive Federal R. &
D. contracts and awards system. With-
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nology program. show the respones
that can be expected to ageney SBIR
programs. The NSF has had a surfeit
of applicants and has selected 1 ot of
8 applications, The DOD program re-
ceived 1,103 proposals in response to
its first solicitation last year. It made
awards to only 100 firms,

As it is, the awards are small. Many
of the recipients of NSF' awards have
applied their own funds to the SBIR
grants because those grants are so low.

17. UNIVERSITIES

It is alleged that the bill discrimi-

nates against universities by not allow-

out this bill, small firms with itifiova- mg them to participate in the SBIR
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giants of academia, who feel- threat-
ened by any program to encourage
competition in research and develop-
ment. X

. - 18, INADEQUATE OVERSIGHT

It is alleged that the Small Business
Innovation Research programs will
‘divert management attention from an
agency’s total research and deveiop-
ment objectives.

“The fact is that the Small Business
Innovation Research program is de-

signed to complement agency needs -

and research objectives. The small
business advanced technology program.
at the Defense Department is the first
SBIR program in a mission-oriented:
agency. Under that program, small
firms are invited to submit R. & D.
proposals on topics selected by the
agency in accordance with its R. & D.
objectives. Thus, the SBIR program
fits right in with what the agency lS
doing and what the agency needs. .
168. MARGINAL RESEARCH .

Itis aneged that potential remaining
funds in small business innovation re-
search programs will be committed to
"marginal research,

The fact is that the small business
innovation research programs will be
phased in starting with 0.2 percent in
the first year and reaching 1.25 per-
cent in the fourth year. The exclusion

- of in-house research from the funding

base reduces the dollar size of the pro-
gram by about 25 percent. Thus, on an
agency-by-agency basis, you are talk-:
ing about very small amounts of
money.

The 4-year phase-in allows the agen-
cies to start off with the smaller phase
I awards for feasibility studies. These
awards are expected to be in the
$20,000 to $50,000 range. As the pro-
gram expands, so do the amounts of
the awards, which are expected to
range up from $500,000 for phase II
development grants. Thus, the pro-
-gram will not be overloaded wzth
money in the early stages.

‘The experiences of the NSF SBIR.
program and the Defense Depart-
ment’s small business advanced tech-

dividuals with innovative ideas to com-

pete for SBIR awards. This ineludes
scientists and engineers who work for
umvers:ties, corporations, or nonprofi

government laboratories, com-
panies with over 500 employees, and
nonprofit institutions are excluded
from participation in the program, not
their employees. .
The purpose of the SBIR program— "
ultimate commercialization of innova- -

tions—is not compatible with the re- .

search condircted by universities. The
SBIR program helps take mnovations
into the marketplace.

" 18. AGRICULTURE ' .

It is alleged that the Department of
Agriculture’s R. & D. effort will be
harmed by the SBIR program. and
that only 20 ﬁrms perform research
for USDA..

The fact is that an SBIR pregram &t;
USDA will have minimal impact on ex-
isting ‘R. & D. programs under the
substitute. amendment. The Agricul- ]
ture Department has an $860. million
R. & D. budget. for fiscal year 1982,
Under the Small Business Committee’
substitute amendment that. excludes
in-house research, two-tenths of 1 per-
cent will be earmarked for the SBIR'
program for its first year; six-tenths of
1 percent for the second year; 1 pér-
cent for the third year; and 1% per:.
cent for the fourth and all subsequent’
years. That means $500,000 in-the first

year; $1.8 million in the second yeary =~

$3 million in the third year; and $3.7-
million in the fourth year. That is far "~
less than the $23 million that has been;
alleged would be set aside from. the:«
USDA R. & D. budget.

The drgument that since only 20
firms perform research for. USDA,
there is not a sufficient number of
qualified firms to participate in an
SBIR program. That is as dishonest as -
the argument of NIH that there are
not enough qualified small R. & D.
firms in the life sciences. The sxmple
fact is that the agencies have not in
the past sought out and do not now
seek out gualified small R. & D. firms.
If they did, they would find many. .

COMMITTEE AMENDMENTS - ]

The innovation bill was referred ses .
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tion to Small Business. They were the
Energy and Commerce, Science -and
Technology, Veterans’ Affairs, Foreign
Affairs, Armed Services, and Select In-
telligence Committees. These commit-
tees -held hearings on the legislation
and reported amendments.

The Small Business Committee has
reviewed the proposed amendments
and feels that many of the concerns
embodied in them are resolved in the
committee substitute. Let me review
the amendments:

1. VETERANS’ AFFAIRS

The Veterans’ Affairs Committee
proposes to exclude any -in-house re-
search and research done-at Govern-
ment-owned, = Government-operated
facilities. In-house research accounts
for $9.8 billion or about 25 percent of
the Federal R. & D. budget of $40.4
billion for fiscal year 1982.. .

We-do not_see any problems w1th in-
cluding in-house research in the-fund-
ing base for Small Business Innovation
Research programs. But, as I have

- stated many times during the debate,

" the goal of the Small Business Com-.

mittee .is to see the adoption of the
Small Business Innovation Develop-
ment Act and to include the small
business community in the effart to
reverse the decline in innovation. Re-
ducing the R. & D. funding base for
‘SBIR programs would meet the con-
cern expressed that SBIR programs -
would be too costly if a larger funding
base were used. We have included the
. thrust of the amendment of the Veter-
ans’ Affairs Committee in our commit-

tee substitute. It in no way weakens

the purpose of the legislation—to es-

tablish SBIR programs that are as-

sured of steady and adequate funding.
2. INTELLIGENCE .

The Select Committee - on Intelli-
: gence proposes- to exclude R. & D. by
any agency within- the intelligence
community.- That specifically includes
the Central Intelligence Agency, the
Defense Intelligence Agency, and the
National Security Agency.

We never considered that R. & D.
conducted by the intelligence commu-
nity would be covered by the Small
Business Innovation Development Act.
While we feel small business is capable
of making an important contribution
to.the many facets of intelligence R. &
D., we have no problems with the
intent of the Intelligence Committee’s
amendment and have included lan-

guage to that effect in our committee™

substitute.
3. FOREIGN. AFFAIRS.

The Foreign Affairs Committee has
not issued specific recommendations
prior to the floor debate on H.R. 4326.
Nevertheless, the Small Business Com-
mittee recognizes the unique aspects
of R. & D. conducted by the Agency
for International Development that
falls within the requirements of the
Small Business Innovation Develop-
ment Act. We thus have included in
our substitute an exclusion of AID in-
ternational - research centers - and
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grants to foreign governments from
the base against which the bill’s fund-

ing percentages are applied. The effect.

is to remove AID from the SBIR pro-
gram and coverage of the legislation.

The Small Business Committee be-
lieves that all of the major Federal R.
& D. agencies must be included in the
Small Business Innovation Develop-
ment Act and that the small business
innovation research programs must
have mandatory funding to be effec-
tive. Thus, the committee strongly op-
poses the following amendments.

4, ENERGY AND COMMERCE - -

The Energy and Commerce Commit-
tee proposes to exclude any health-re-
lated R. & D. conducted by or through
the Department of Health and Human
Services, . -

We feel very strongly that this is
ba.d public and science policy. If the
Small Business Innovation Develop-
ment Act is to stimulate the develop-
ment of the innovation that the
United States desperately needs today,
it must include all aspects of science in
this effort. There are over 2,000 and as
many as 3,500 small, high technology,
biomedical and life science research
firms in the United States that have
important contributions to make.
They should be working with the Na-
tional Institutes of Health. Most of
them have not been utilized by NIH
because of that agency’s longstanding
bias against working with these types
of firms.

This bias has very harmful conse-
quences. We are entering a new era
where the life sciences are exploding
as the electronics industry did in the
1960’s and 1970’s. As small firms were
critical to that-explosion, so they are
critical to this new explosion. We must
insure that their abilities will be
tapped and that HHS and NIH estab-
lish and fund an SBIR program.

The Small Business Committee sub-
stitute recognizes the deeply felt con-
cerns of the university and basic re-

search communities that the United -

States basic research effort not be
harmed by this bill. We feel this legis-
lation will only increase support for
basic research. We have made every
effort to work with the universities to
find means of assuring that basic re-
search will not be hurt. Regrettably,
the university spokesmen refused to
engage in a serious effort- with our
committee and to propose concrete
ways of resolving their concerns.

. We have not ceased our efforts. We
have included in our substitute a pro-
vision that caps that amount of money
that can be used from the extramural
budget for basic research at the per-
centages included in the Small Busi-
ness Innovation Development Act to
fund the SBIR programs.

We feel this should satisfy the con-
cerns of the universities and the Na-
tional Institutes. of Health. The
Senate version of the innovation bill
includes the same provision. These
changes make the Energy and Com-
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merce Committee amendment unnec-
essary.
5. ARMED SERVICES

The Armed Services Committee pro-
poses to exclude the Department of
Defense and atomic energy defense
programs conducted under the Depart-
ment of Energy from participation in
the Small Business Innovation Re-
search program.

We find it very difficult to under-
stand the rationale for the Armed
Services - Committee’s amendment
since the Department of Defense es-
tablished an SBIR program on its
own—the defense small business ad-
vanced technology program. That pro-
gram mailed out 30,000 brochures for
its first solicitation in April 1981, invit-
ing proposals from small R. & D. firms
in a wide variety of research areas.
Over 1,000 proposals were submitted
and 100 winners were selected. The
Department of Defense clearly recog-
nizes the contribution an SBIR pro-
gram can make to national defense.

The Department has expressed con-
cerns about the size of the SBIR pro-
gram under the 3-percent earmarking .
included in the original version of the

.Small Business Innovation Develop-

ment Act reported by the Small Busi-
ness Committee. We appreciate the
concerns of the Defense Department
and the Armed Services Committee
and have included modifications in the
Small Business Committee substitute
to deal with them. We have excluded
in-house R. & D. from the SBIR fund-
ing base. We have reduced the amount
of funding earmarking to 1% percent.
Moreover, we provide for a 5-year
phase-in of an SBIR program at the
Defense Department. We have done
all these things to facilitate the De-
partment of Defense’s participation in
the SBIR program and in recognition
of the department’s unique situation.
These changes bring the Small Busi-
ness Innovation Development Act
much-closer to the Senate version of
the bill, which the Defense Depart-
ment has testified in support of.

We feel very strongly that it would
be bad public and science policy to ex-
clude the defense programs from the
small business innovation research
program. The defense-oriented R. &
D. budget accounts for half of the
Federal R. & D. budget. Clearly,
United States R. & D. has a large de-
fense-oriented component. We have
found many civilian spin-offs from
that research. It would be unwise to
remove the Government agency that
influences the direction of so much
American research and development
from the one Government program -
that is directly aimed at stunulacing
innovation.

6. SCIENCEANDTECHNOLOGY

The Science and Technology Com-
mittee. proposes a substitute for the
Small Business Innovation Develop-
ment Act reported by the Small Busi-
ness Committee. We find the Science
and Technology Committee’s substi-

substitute.
3. FOREIGN. AFFAIRS.

The Foreign Affairs Committee has
not issued specific recommendations
prior to the floor debate on H.R. 4326.
Nevertheless, the Small Business Com-
mittee recognizes the unique aspects
of R. & D. conducted by the Agency
for International Development that
falls within the requirements of the
Small Business Innovation Develop-
ment Act. We thus have included in
our substitute an exclusion of AID in-
ternational  research centers - and

. We have not ceased our efforts. We
have included in our substitute a pro-
vision that caps that amount of money
that can be used from the extramural
budget for basic research at the per-
centages included in the Small Busi-
ness Innovation Development Act to
fund the SBIR programs.

We feel this should satisfy the con-
cerns of the universities and the Na-
tional Institutes. of Health. The
Senate version of the innovation bill
includes the same provision. These
changes make the Energy and Com-
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tute unacceptable. Its purpose is to
gut the Small Business Innovation De-
velopment. Act and establish a mean-
ingless small business. innovation re-
search program that.would not be as-
sured of adequate or long-term fund-
ing. It would strike at the heart of the
innovation bill by eliminating the pro-
vision mandating earmarked funding
for the programs. As we have said
countless times during the debate on
the bill, earmarked funding is the only
way that the SBIR program will be as-
sured, given the ingrained resistance
of government agencies to establishing
SBIR programs on their own and to
utilizing small science and high tech-
nology firms in the Federal R. & D.
effort. Let me point out once again
that the highly acclaimed NSF SBIR
program was established only after
Congress mandated it and provided for
earmarked funding. .

Other provisions of the Science and
Technology Committee substitute
would seriously weaken the SBIR pro-
gram. It proposes removing require-
ments that the regulatory burden on
small business be minimized and that
a simplified, standardized and timely
annual report be submitted by agen-
cies to the Smali Business Administra-
tion and the Office of Science and
Technology Policy. It proposes to
remove the 'requirement for peer
review from Phase II proposals. It pro-
poses to remove the requirement that

. policy directives, procedures, and ob-

jectives for the program be issued
within 120 days of the enactment of
the Small Business Innovation Devel-
opment Act. It proposes, in effect, an
SBIR program in name but not in fact.

It also proposes to remove the re-
quirement that small business R. & D.
for agencies not be less than the
actual R. & D. expenditures by the
agencies with small business in the im-
mediately preceding fiscal year. This is
ludicrous. We are talking about goals
which are important to encouraging
agencies to do what they should, as a
matter of efficient use of the taxpay-
er’'s money, be doing.

It also proposes removing the Small
Business Administration as the lead

agency to _issue policy directives for
the SBIR programs and the reguire-
ment _that the Office of Science and
Technology Policy report to the Com-
mittees on Small Business on the

SBIR program. We feel that SBA has
beeél_giiml_th.e_zenﬂ:altype of leader-
shigTole required by this legislation to
ove ntralized program. We
see no need to change that. We also
welcome all committees to conduct vig-
orous oversight of the SBIR program.
But we feel that-the Small Business
Committees have a major role to play
In overseeing the operation of the pro-
gram, We have been working on this
legislation for- three Congresses and
are the leaders in the effort to get the
Federal Government to effectively and
fully use the abilities of small science
and high technology companies.

ovem&am%@_nrogram. We
see no need to change that. We also
welcome all committees to conduct vig-
orous oversight of the SBIR program.
But we feel that-the Small Business
Committees have a major role to play
In overseeing the operation of the pro-
gram, We have been working on this
legislation for- three Congresses and
are the leaders in the effort to get the
Federal Government to effectively and
fully use the abilities of small science
and high technology companies.
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We feel there is merit in the Science
and Technology Committee’s recom-
mendation that basic research funding
be given special consideration in the
funding of SBIR programs and that
the earmarked funding percentages be
reduced. We have included these
changes in the Small Business Com-
mittee substitute and feel that they
achieve a middle ground that all of us
can support.

CONCLUSION

The week of May 10 was Small Busi-
ness Week. Many of you used that
time to tell your small businessmen
how important they are to our Na-
tion’s well-being. Now we have the op-
portunity to vote our rhetoric by en-
acting the Small Business Innovation
Development Act. )

The national interest demands that
a very small portion of Federal R. &
D. funds be reallocated to the most
productive generators of innovation.
This will mean some slight pain for
certain special interests. But the crisi
we face today demands that we fully
involve all ecomponents of our national
science system in the effort to rebuild
our economic and technological base
and create the new jobs we desperate-
ly need. Nature, the prestigious scien-
tific journal, has endorsed this bill for
just these reasons. - :

The beauty of the Small Business
Innovation Development Act is that it
establishes a linkage between research
done in the laboratory and practical
application. This linkage is called in-
novation. Innovation is what made the
U.S. economy and U.S. technology
such a powerful engine for the past
century and will power us into. the
next century
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Mr. McDADE. Mr. Chairman, I yield
5 minutes to my distinguished friend,
the gentleman from Ohio (Mr. STAN-
TOoN) who has worked for many, many
years in building a platform upon
which this bill can come to the floor.
He has done yeoman work. I am de-
lighted to yield 5 minutes to my
friend, the gentleman from Ohio (Mr.
STANTON).

(Mr. STANTON of Ohio asked and
was given permission to revise and
extend his remarks.)

Mr. STANTON of Ohio. Mr. Chair-
man, I would like to add a few words
to those of my colleague from New
York concerning this very important
piece of legislation which is before us
today. H.R. 4326, now amended as
H.R. 6587, presents this Congress with
a unique opportunity to take a stand
on behalf of small business in this
country.

We have just been through an ago-
nizing effort to reduce the size of our
Federal budget; we have had to cut
spending in almost every program run
by this Government. It is more urgent
than ever before that we make the
very most productive use of our Feder-
al dollars.
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Thus, Mr. Chairman, when we have

an opportunity to channel some of the
$40 billion in Federal funds which goes
to research and development through
various federally sponsored programs,
if we can channel just 1.25 percent of
this amount—only about$44 million
the first year—into more productive
use, we will have contributed toward
getting the most bang for our Federal
bucks.

Particularly in these times of great

economic hardship, with high interest
rates, high unemployment, inflation,
limited access to equity capital, and a
slowdown in our national economic
growth, it is more important than ever
before to insure that we spend these
dollars in the most economically pro-
ductive way we can. This bill provides
us with an opportunity to increase
productivity in research and develop-
ment and to open up for competitive
bidding among small businesses some
of the research and development
which has heretofore been the exclu-
sive territory of large corporations and
universities. -

It has been proven over and over

again that the cost per innovation in a
small firm is far less than in a large
one; that small firms produce up to-24
times more innovations per R. & D.
dollar than large ones; that small busi-
ness receives a miniscule amount of
those funds; and that 80 percent of
the research in industry is done by
only 200 firms.

This legislation is not a set-aside

program like-the SBA 8(a) program,
This legislation would ask each Feder-
al agency with R. & D. budgets over
$100 million to review its research and
development needs, and to come up
with those needs which can be reason-
ably addressed by small businesses;
and then to open up those project pro-
posals to competition from among the
small business community. There is no
attempt in this legislation to either
reduce the amount of basic research
conducted by the private sector—uni-
versities or corporations—nor is there
any mandate which would increase
beyond 1.25 percent the amount of R.
& D. to be performed by small busi-
ness. And there is no attempt here to
set up one more bureaucratic program
run by Uncle Sam. Each agency is re-
sponsible for running its own small
business program within its already es-
tablished R. & D. needs. 2

Mr. Chairman, during the past

decade we have watched our country
gradually slide backwards in terms of
world leadership in the area of techno-
logical innovation and productivity.
The annual rate of increase of produc-
tivity for the United States has de-
clined tenfold over the past 10 years
and now lags behind that of the rest
of the world’s major industrial na-
tions.

We all know that small business

makes up 99 percent of our economy,
produces 86 percent of new jobs cre-
ated; and over half of the gross nation-
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we must -Start WO iehips hit first

where the

i -hardest and where the produetiv-

: 'Vityi»is highest. To solve-our economic

we need only to address the
prrgglﬁ of small business, and here
in this bill, we have an excellent op-
portunity to kill two birds with one
stone—to increase our national tech-
nological and innovative know-how,
and odr international prestige, and to

. address our economic problems which

begin with small business.

Mr. LAFALCE. Mr. Chairman, I yield
5 minutes to the distinguished chair-
man of the full Committee on Small
Business, the gentleman from Mary-
land (Mr. MITCHELL).

(Mr. MITCHELL of Maryland asked
and was given permission to revise and
extend his remarks.) - .

. Mr. MITCHELL of Maryland. Mr.
Chairman, I want to follow up on

something that my colleague, the gen- .

tleman- from Ohio (Mr, STANTON) just
said. He indicated the needs and the
hurt of small business right now are
great. and said that this bill would help
small businesses. And indeed it. will.
But theére is-a much larger issue, -
The larger issue relates to the fact
that this country -has slipped from

- first to dead last among industrialized

nations. in: the rate of productivity in-
crease. At one time we: were No. 1 in
productivity increase; we are now dead
last. . £

The Committee: on Small Business
has been examining this issue since
1978, and over thgse years  we have
heard more and more expressions of
concernt that the leadership in some
techmologies had shifted to Japan and
West Germany and* would stay there
permanently. I say- it will unfess we
begin to give smal businesses an op-
portamity to participate in researcir.

I also want to comment very briefly
on . the matter of the universities
which are in opposition. The problem
there is, as my colleague, the gentle-.
man from Ohio, had indicated, that
they simply have not read the bill.

We are talking about .25 percent of
all R. & D. money over g 5-year period.
How can two-fifths of 1 percent in R.
& Dx going to small business hurt any
university? How indeed could 5 per-
cent hurt? It will not. But we are so
modest. It is only 1.25 percent over a
5-year period. - = s

There are several factors that have
impeded the invelvement of small
firms in Government-spensored R. &
D. First, unquestienably, there is a
bias in Government ageneies inr favor
of large firms amd research labs.
Second, the ageneies are motivated by
an antirisk attitude. They are afraid to
get oui there and dare to take a risk.

-Weli; if we do not take a risk, we are
going to stay dead last in productivity.
There is & general kind of inertia in
the agencies: They have been doing
the same: things the sanmre way over
and over again, and they just do not
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change. And, finally, most of
X,a:t;gtgncies are just unfamiliar with
the capabilities of small business
firms.

I must confess that I was unaware of
the fact that it was a small business
firm that created the first oral contra-
ceptive., I did not know that. The
famous CAT scanner that is sought
after assiduously by almost every hos-
pital of any size came out of the smal
business community.

Without Government relations and
marketing staff, small firms are con-
sistently overlooked and underutilized.
The bill, as the subcommittee chair-
man, the gentleman from New York
(Mr. LAFALcE) has said, simply estab-
lishes the mechanism whereby we can
effectively tap these resources. By re-
directing a small portion of the R. &
D. budget, 1% percent phased in over
the next 5 years, our Federal research
dollar will be used in such a way as to
maximize returns to the economy.

So really in this bill we are getting
the best of two worlds. We are getting
a chance to help the small businesses
of this Nation, arnd we are getting a
chance to help the Nation in its entire-
ty by letting these small Businesses
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argued about for 4 years. It was first -
introduced in 1979 by my colleague
NEeAL SMITH from Iowa. It is based on a
highly successful model at the Nation-
al Science Foundation that since 1977
has tested and proven the principle
that small businesses are an innova-
tive power that has remained un-
tapped for far too long.

In 1979 the President directed that
agencies develop their own SBIR pro-
gram. In 1980 the White House Con-
ference on Small Business made this
one of their top 15 priorities, along

ith tire Smaill Bu ST-
ty_Pafent Act that thi dy already

. In tire President went
on record supporting the companion
bill in the: Senate, which passed 90 to
0. In 1982 the President committed to
this conecept in his State of Small
Business Report. » .

Here we are today, debating this bill
because no agency except BOD has
moved an inch to begin arr SBIR pro-
grant. What we are doirghere today is
what should not be mecessary. But
asking; requesting, promotinig—alf has
done no good.

We know we need a change. Look at

take & Iead role in beginning to raise “what we have now. Of all Federal R. &

us front being dead Iast in productivity
and try to move us to first where we
were for such a long perfod of time.

The concept of the bill is sound The
SBIR program has proverr itself in
terms of returns to the economy and
by successfully stimulating innovation.

As has been indicated, the bil¥ is sup-
ported by every smal¥ business organi-
zation, by the past Administrators and
the current Administrator of the
Small Business Admimnistration, by the
first Chief Counsel of Advoczcy, and
by the present Chief Counsel of Advo-
cacy. As was pointed out, this was the-
only legislationr specifically endorsed
in the White House Conference in
198G

I would urge my colleagues to ignore

all of the misconceptions, all of the.

half truths; and alf of the quarter
truths that are being put out about
this bill. F would urge my colteagues to
listerr very carefully to the arguments
that are going to be raised that the
budget has been cut and, therefore; R.
& D. has been cut and the agencies
might be in difficulty: I would say that
when we: hear those arguments, we
should just bear in nrind that we are
talking about 1% percent over & 4-or 5
year period.

Mr. Chairman, we have made many
compromises in this legislation. T urge
the Members teo suppert it fully and
completely. :

Mr. McDADE. Mr. Chairman, I yield
myself 5 minutes.

(Mr. McDADE asked and was given
permission to revise and extend his re-
marks.) .

. Mr. McDADE. Mr. Chairmay, F rise
to support this biil.. :

Mr. Chairmarn, the Heuse at long
last today debates a bill that has been
discussed, studied, = reviewed, and

D., 95 percent. goes tae big business and
nonprofit organizations—foreign con-
tracts and State/local equals 1.5 per-
cent;.small business equals 3.5 percent.
What have we received for this highly
centralized. program where 60- percent
of all contracts are sole source?

A. Depaatmené. of Commerce repoxt
cites: 36 firms deing 68 percent. of all
U.S. industrial reseazcly 20¢ umiversi-
ties receive 48 percent ef all Pederal
funds to.such institutions. Patent fil-
ings by U.S. firms have dropped by 13 -
percent.in the last. decade. Now 40 pep-
cent of all TS, patents are from fox-
eign. firms. In. 1980 alone i1 percent of
all ©.S. patents went to Japanese
firms and individuals—Business Week.
Produetivity rates, an area where
America was once the leader, have de-
creased ten-fold in the last decade.

What this bill is all abeut is competi-
tion and free enterprise. This bill
brings to an almost elased system: an
opportunity for small business to
apply its innovative, creative entres
preneural foree. .

Why do: we need this bill that the
President and every small business
group I know of clearly supports? We
must openr up the deors of competi-
tion. Until January of this: year, no
for-profit bhusiness could even apply
for an. NIH grant—none. But in: 1999
my comrmiftee received a letter from
the Director at NIH stating that the
ageney would change its regulatioms.
But thase regulatory changes. came
just this. year, only after the Senate
passed this bill and the House conmumit-
tee reported. it out unamimously. The
Secretary of Energy testified ix: 1980
that he waould voluntarity start am
SBIR program. None yet exists. Let us
give small business a chance.

i e e~ v wassssavAAv DR WIMIWELLW AV OF
D. First, unguestioriably, there is a
bias in Government ageneies in favor
of large firms amd researchy labs.
Second, the ageneies are motivated by
an antirisk attitude. They are afraid to
get out there and dare to take a risk.

-Wel, if we do not take a risk, we are
going to stay dead last in productivity.
There is a general kind of inertia in
the agencies: They have been doing
the same: things the sanre way over
and over again, and they just. do: not

compromises i this legisiation. T urge
the Members to suppert it fully and
completely.

Mr. McDADE. Mr. Chairman, k yield
myself 5 minutes.

(Mr.. McDADE asked and was given
permission to revise and extend his res
marks.) ‘

. Mr. McDADE. Mr. €Chairmamn, F rise
to support this bill. )

Mr. Chairman;, the Heuse at long
last today debates a bill that has been
discussed, studied, = reviewed, and

for-profit business could even apply
for an. NIH grant—mnone. But in: 1999
my commiftee received a letter from
the Director at NIH stating that the
ageney would change its regulatioms.
But thase regulatory changes came
just this year, only after the Senate
passed this bill and the House commit-
tee reported. it out unanimously. The
Secretary of Energy testified inx 1980
that he would voluntarity start an
SBIR program. None yet exists. Let us
give small business.a chance.
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Small businessmen and indivi@ual in-
yentors have a great record of innova-
tion. A National Science Foundation.
study shows that during a 20-year
period ending in 1973, almost half of
all major U.S. innovations came from
smaller firms.

Look back to xerography, Polaroid
cameras, and the laser. These are only
a few of the major technological
preakthroughs that have come from
small business.

These small businesses do more than
just develop innovations—they make
jobs. Small high-tech firms have an 88
percent greater employment rate than
the average of all businesses—17-year
study by DOC—and they pay taxes—
34 percent more per dollar of sales
than mature companies. And, they de-
crease product prices, not increase
them—44 percent less price increases
than the-average firm.

The question is, How long must we
sit before we recognize what is right in
front of us? Our Nation needs to un-
leash the innovative, job creative, tax
paying power of small business.

In 1975 the President created a blue
ribbon panel to look at why our Na-
tion’s technological base was deterio-
rating. Their findings support what we
are trying to do here today and were
the basis for the NSF test. The report
found “that small businesses face im-
pediments in Federal R. & D. procure-
ment not found in the private sector.”
The report, agreed to by every senior
cabinet department official, directs
that changes be made. But they have
not occurred. '

We must now do by statute what
could have been done years ago. Why
must this program be mandatory? Be-
cause.6 years of inaction make it clear
that the bureaucracy will not change
unless required to do so. It is too easy
for them to just wait it out. We know
from the NIH example that they will
not change unless forced to do it.

We want to open the door, providing
a way to bring innovative ideas into
use. In testimony given by a small an-
ticancer drug manufacturer who had
five derivitives that proved positive in
initial tests, we heard that this for-
profit business did not qualify at NIH.
So they formed a nonprofit subsidiary
and got funding on two out of three
proposals. Is this the way we must do
business? .

Just the other day a small business
that testified before our committee an-
nounced that it has perfected the com-
mercial production of interferon from
gene-spliced yeast. Its seed money
came not from NIH. It could not quali-
fy.- «

Here is how our program will work,
Each agency decides what its own re-
search priorities are. Then, in phase 1
of the SBIR program, the agency de-
cides on which research topics, among
these priorities, small business can

_Submit proposals. These proposals are

evaluated on the basis of scientific and
technical merit and feasibility. They.
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are eligible for up to $50,000 for feasi-
bility research.

In phase II, awards up to $500,000
are available but merit and feasibility
are the keys.

Our competition is based on merit
and feasibility.

Will there be competition? Yes. Our
two-line tests show that there were
eight qualifying projects for each one
funded at NSF and 10 to 1 at DOD.
That is competition. ’

This idea works. Since the Korean
war, when DOD realized how impor-
tant small business was to the defense
effort, we have had a small business
set-aside. Qur most recent test (1982)
shows that when the Air Force set-
aside 181 contracts for high-tech spare
parts, it saved 38.5 percent per con-
tract average. Savings on some con-
tracts ran as high as 99.5 percent. Test
savings were 6.7 million taxpayer dol-
lars—that is competition.

We want competition. We want op-
portunity. We want a chance for
America’s entrepreneurial spirit to be
put to use. We do not want broken
promises, broken commitments or last-
minute patchwork solutions. ’

We are asking for a mandatory pro-
gram that in its first year sets-aside
for small business competition 20 per-
cent of the amount of R. & D. funds
we now give to foreign contractors.

This country needs the new ideas,
new jobs, and new tax revenues that
will result from this bill. My -col-
leagues, it is time to act.

0 1230

Mr. LAFALCE. Mr. Chairman, I yield
2 minutes to the gentleman from New
York (Mr. NOWAK).

" (Mr. NOWAK asked and was given
permission to revise and extend his re-
marks.) ;

Mr. NOWAK. Mr. Chairman, I wish
to speak in support of H.R. 4326, the
Small Business Innovation Develop-
ment Act of 1982. This bill was report-
ed by the Small Business Committee
in recognition of the contributions
smaller firms have made to the eco-
nomic prosperity of the Nation.

A study conducted by David Birch

and the Massachusetts Institute of -

Technology indicates that 80 percent
of all net new jobs were created by
firms with 100 or fewer employees.
Along with being the Nation’s job cre-
ator, small business is in the vanguard
of innovation and invention.

A National Science Foundation
study for the period between 1953 and
1973 concludes that small firms are
about four times as innovative as
medium-sized firms and about 24 times

- a8 innovative as large firms, on a per-

research-dollar basis.
We talk about helping small busi-
ness, but we often do very little to

"help them substantively. Today, the

Congress has a chance’to pass legisla-
tion which will require Federal agen-
cies with R. & D. budgets of greater
than $100 million to set aside 1.25 per-
cent of these budgets for small busi-
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nesses, once the measure is fully
phased in. '

This R. & D. program will provide
small high-technology and growth
firms with much needed funds for new
product development. The Small Busi-
ness Innovation Development Act does
not provide a substitute for venture
capital money. In converse, venture
capital money is not a substitute for
the legislation before us today.

H.R. 4326 will insure that smaller
firms receive important R. & D. funds
at the earliest stages of new product
development. Once new product devel-
opment for a firm reaches a mature
stage, venture capital firms will begin
making private investments in that
company. At that juncture, the ven-
ture capitalist will provide much
needed funds for managerial expertise,
product marketing, and plant expan-
sion.

Recently, a Wall Street Journal arti-
cle reported 11 isolated incidents of
abuse with respect to the small busi-
ness investment company program of
the SBA. SBIC’s are private venture
capital firms, as licensed by the SBA.
What disturbs me is that the article
presents a distorted picture of the
SBIC program. In contrast to these
few abusive situations, the SBIC pro-
gram has provided over $4 billion in fi-
nancing to more than 48,000 small
concerns. Some of these firms are na-
tionally known, and have become big
success stories. Examples of such firms
are Federal Express, Memorex, and
Teledyne. ; '

A recent study by the international
accounting firm of Deloitte Haskins &
Sells indicates that the SBIC. program
resulted in the payment in 1979-of ap-
proximately $441.3 million to the Fed-
eral Government in taxes. This is in
contrast to the mere $4 million cost to
the Federal Government of the pro-
gram in 1979. I would like to empha-
size that this is a direct return to the
Treasury of $110 for each $1 spent.
There are not many other Federal pro-
grams which provide as much bang for
the buck as the SBIC program does.

I believe that the Innovation Act
will prove to be as cost-effective and
efficient as the SBIC program. Both
programs are important vehicles for
moving the Nation to increased pros-
perity and economic growth. In clos-
ing, I urge the House to vote today in
favor of H.R. 4326.

Mr. McDADE. Mr. Chairman, I yield
5 minutes to my distinguished col-
league, the gentleman from Massachu-
setts (Mr. CONTE).

(Mr. CONTE asked and was given
permission to revise and extend his re-
marks.)

Mr. CONTE. Mr. Chairman, first of
all I want to congratulate my good
friend, the gentleman from New York:
(Mr. LaFaLce) for his leadership on
this bill, and I also commend my good
friend, the gentleman from Pennsylva--
nia (Mr. McDADE). :

mercial production of interferon from
gene-spliced yeast. Its seed money
came not from NIH. It could not quali-
fy.. .

Here is how our program will work.
Each agency decides what its own re-
search priorities are. Then, in phase 1
of the SBIR program, the agency de-
cides on which research topics, among
these priorities, small business can

_Submit proposals. These proposals are

evaluated on the basis of scientific and

technical merit and feasibility. They.
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nia. (Mr. McDADE).
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Mr. Chairman, I rise in strong sup-
port of H.R. 4326, the Small Business
Innovation Research Act, but I rise

with some trepidation. I fear that
amidst the boisterous debate over this

bill, the truly significant issues have.

gotten lost,

The first issue is industrial produc:
tivity. It is not a new issue. We have
been living with it for the past decade
and a half, and it is a problem we have
not licked, not by any account. Our
national productivity growth, so
strong after World War 1I, slowed in
late 1960’s, turned negative in the late
1970’s, and has now finally turned
around slightly. We are now growing
again, but still very, very slowly. And
our competitors continue to grow
faster than us. We must reverse that
trend.

I hope one fact has gotten through
the debate on this issue. Small busi-
nesses are up to 24 times—I repeat 24
times—more productive with .research
and development dollars than big busi-
nesses. The reason is that small busi-
nesses have to innovate to survive. If
you' are worried-about our industrial
productivity, and you think the Feder-
al Government should use its research
and development dollars as wisely as
possible, then vote-for this bill.

The second significant issue is
whether Congress can learn from his-
tory. Increasing small business’ share
of Federal R. & D. is not a new idea.
As far back as 1967, the Commerce De-
partment -produced a widely read
report reecommending an increased
.role for small busmess in Federal R. &
D. Nothing came of it. Nine years later
another study made similar recomen-
dations. Again, nething happened. In
1978,.an OMB task force did it again,
to no avail.

Then Congress entered the plcture.
The: Senate and House Small Business
Committees held joint hearings result-
ing in, you guessed it, another compre-
hensive domestic policy review on in-
novation. Finally, President Carter in
1979 directed all agencies to set up
small business innovation research
programs. So all agencies-now have an
SBIR program, right? Wrong. There
are two, one in the National Science
Foundation .and one in the Depart-
ment of Defense.

-So here we are today, 15 years later,
with a stack of studies to our credit.
The time for studies is over. The time
for directives is over. The time for beg-
ging is over. Panel after panel, now
President  after President—including
President A Reagan—Small Business
Committees of two Congresses, a 90-0
vote in the Senate, and over 200 co-
sponsors here in the House have en-
dorsed this legislation. History makes
it unmistakably clear that unless Con-
gress takes affirmative action on this
bill, the same thing will happen that
has happened for the last 15 years—
nothing.

Given the need for increasing pro-
ductivity, given the potential. that
small business has to do the job, and it

President - after Presxdem—mciudmg
President £ Reagan—Small Business
Committees of two Congresses, a 90-0
vote in the Senate, and over 200 co-
sponsors here in the House have en-
dorsed this legislation. History makes
it unmistakably clear that unless Con-
gress takes affirmative action on this
bill, the same thing will happen that
has happened for the last 15 years—
nothing.

Given the need for increasing pro-
ductivity, given the potential that
small business has to do the job, and it
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will create a lot of jobs at the same
time, I guarantee you, we cannot
afford to pass up the opportunity we
have here today. Let’s stop playing
games and get this show on the road.

Mr. LAFALCE. Mr. Chairman, I yield
2% minutes to the gentleman from
Massachusetts (Mr. MAVROULES).

(Mr. MAVROULES asked and was
given permission to revise and extend
his remarks.)

Mr. MAVROULES. Mr. Chairman, I
would like to take this opportunity to
associate myself with those Members
who have long supported this legisla-
tive initiative:

It has been widely recognized that
technological innovation creates new
jobs, increases productivity, enhances
the competitiveness of products in for-
eign markets, and stimulates economic
growth. It also has served as a valua-

ble countermeasure to inflation and

this Nation’s balance-of-payments
deficit. There is legitimate cause for
concern when innovation lags.

I believe that our Nation is missing a
great opportunity by not involving
small business to a greater extent in
the area of innovation. Despite being
the Nation’s leading innovator and job
generator,
only a small percentage of the Federal
research and development funds. (

Incredibly, the latest figures indicate
that this percentage is actually declin-
ing. By trying to minimize the risk in-
herent in research and development
activity, Federal agencies have shown

an amazing bias against giving con-

tracts and grants to our Nation’s
major innovators—small business.

We are at a point in time in this
Nation where we must look beyond
our parochial interests, and toward in-
dividuals and institutions.cooperating
for the betterment of society. The ad-
vancement of our society and the
health of our economy must come
first. The world of ideas and the world
of practice must join hands in the
spirit of cooperation. My support for
the Small Business Innovation and Re-

. search Act stems-from the growing

need for such cooperation.

I believe that we can strengthen our
national economy by making better
use of the ingenuity that resides in
America’s small business sector. Their
superior efficiency and startling rate

of innovation assures us that our na- -

tional economic efforts will be getting
more results for every dollar spent.

To encourage the individual entre-
preneur and small business firm to
engage in the kind of productive, inno-
vative activity that our economy so
desperately needs, we must:.change the
policies that have virtually excluded
them from federally funded research
and development. I urge my col-
leagues, on both sides of the aisle, to
support this needed legislation.

Mr. McDADE. Mr. Chairman, I yield
2 minutes to the gentlema.n from Ohm
(Mr WEBER)

small businesses receive-
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(Mr. WEBER of Ohio asked and was
given permission to revise and extend
his remarks.) )

Mr. WEBER of Ohio. Mr. Chairman,
I rise-in strong support of H.R. 4326
because this bill addresses the cost ef-:
fectiveness of public funding of re-
search.

I would like to call attention to the
Gellman Report, a study of 635 inno-
vations developed and brought to
market in the United States.

This study discovered that there is a
rule of two and a half in the matter of
Small business innovation. First, small
businesses per employee are two and a
half times as innovative as large busi-
nesses. Second, large businesses are
two and a half times more likely to re-
ceive public funding for innovation.

In addition, small firms bring inno-
vations to market faster than large
companies.

.The Gellman Report reaches the fol-
lowing conclusions which I would like
to quote.

First of all, “the finding that small
firms produce significantly more inno-
vations than large firms per employee,
coupled with earlier findings that
small firms are more efficient in their
use of R. & D. dollars, indicates that
public R. & D. funding of small tech-
nologically aware firms will be signifi-
cantly more cost effective than the
funding of larger firms.” Second, “The
cost effectiveness of public funding of
small firm R. & D. is further enhanced
because small firm innovations are
brought to market sooner than those
of large firms.”

If my colleagues: are concerned
about cost effectiveness of taxpayers’
dollars they will vote for the bill.

Mr. Chairman, we are aware that ac-
cording to recent studies, 66 percent of
all new jobs in the Nation are created
by firms with fewer than 20 employ-
ees: 77 percent of all new jobs are cre-
ated by firms with 50 or fewer employ-
ees.

Are we also aware of the following?
That in addition, the National Science
Foundation reports that small busi-
nesses are 4 to as much as 24 times
more innovative than medium- or
large-sized companies per dollar spent
on research and development. Per em-
ployee, small business is two to three
times as innovative as the larger com-
panies.

These statistics are very important.
There is considerable evidence, and we
are all aware of it—especially in the in-
dustrial Northeast-Midwest—that our
preeminent position as a world leader
in technological innovation has
changed to that of a follower. From
1970 to 1980, the number of patents
filed with the U.S. Patent Office has
dropped 13 percent. Yet the percent of

_U.S. Patents issued to residents of for- _

eign countries has risen from 25 per-
cent to over 40 percent in just one
decade.

Our country’s annual increase in

- - productivity has declined tenfold in
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the past 10 years, and has been sur-
assed by several European countries
and Japan. In 1980 alone, Japanese
firms and individuals received close to
11 percent of all U.S. patents. issued. I
pelieve that this decline is the most
critical long-range problem of this
country. The answer lies not with pe-
nalizing those foreign countries, but
rather to support domestic innovation.

The low rate of participation by
small business in Federal R. & D.
funds is clearly documented. Of Feder-
al R. & D. funds awarded in contracts
and grants in fiscal year 1981, small
pusiness received the following:

Only 1 percent of the grant funds;

Only 6 percent of the contract funds
in contract actions of $10,000 and over;
and

Only 5 percent of the total grant
and contract funds awarded.

The other 95 percent goes to large
firms, universities, Government labo-
ratories, and other entities. Many of
these firms are very large. Just 70
firms do 80 percent, 80 percent of this

 research. Roughly 60 percent of these

funds are awarded non-competitively.
Thus, for the most part, small busi-
ness could not increase its share of
these funds regardless of how hard it
collectively worked or competed or
proved itself. Adjusting upward the
small business share of Federal
R. & D. funds is another critical pur-
pose of this legislation.

I wish to point out that H.R. 4326 is
not, as some Members contend, a small
business welfare bill. Rather, it is a
reasoned effort to respond to the na-
tional problem of declining productiv-
ity by harnessing the creative, produc-
and innovative capabilities of
small R. & D. firms to national needs.

I urge my colleagues to suppert this
bill because technological innovation
creates jobs, increases productivity,
stimulates competition, causes
economic growth, combats inflation,
and helps to reduce our balance of
payments deficit.

Some people fail to recognize what
an innovative ‘and dynamic economic
force small business can be. ’

MF. LAFALCE, Mr. Chairman, I yield
5 minutes to the gentleman from Ten-
nessee (Mr. Gore) who was so helpful
in the drafting and framing of the sub-
stitute that is before us today.

(Mr. GORE asked and was given per-
mission to- revise and extend his re-
marks.)

Mr. GORE. Mr. Chairman, to my
colleagues on the Small Business Com-
mittee, the gentleman from New York,
the gentleman from Maryland, the
gentleman from Iowa, the other gen-
tleman from New York, the gentleman
from Florida, and others who have
played such an important role in
bringing this bill to the floor: I want
to pay my compliments and tell them
how much their efforts are appreciat-
ed by so many in this country. .

I speak on this bill today in this
Chamber not merely out of some feel-
ing of obligation to small business
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people in my district, although cer-
tainly all of us feel that kind of obliga-
tion. I am here talking about this bill
because I believe that this bill is truly
in the best interests of this eountry.

Let me say, too, that I have five uni-
versities in my district and I have been
contacted by the university communi-
ty about this legislation. They are op-
posed to it. We all know that.
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Many of our colleagues will say
about this measure that “the small

business community is pushing the bill -

but really the universities need the
money, and we do not like the idea of
a set-aside. Therefore, do not vote for
it.”

Well, oftentimes there are deeper
reasons behind the short little story
that you hear on the way in to vote.
And in this case, I hope my colleagues
will listen carefully to the arguments
in favor of this bill. I believe in them
very deeply. ‘

A subcommittee that I chair over in
the Science and Technology Commit-
tee had a series of hearings on the
NSF program on which this legislation
is based. I came to this issue as a skep-
tic, and I came away from those hear-
ings as a believer.

Let me tell you why. We are in the
middle of an accelerating scientific
revolution that is unlike anything this
world has ever seen before. We are
going through a period of change com-
parable in magnitude to the Industrial
Revolution that is going to occur not
over 200 years but between now and
the end of this century. How is the
United States going to remain compet-
itive in that kind of business environ-
ment? If we are to succeed, the advan-

~tages we have had in the past must

serve as well again.
What are our advantages? Our No. 1
advantage, our “hole card,” is the ino-

vative genius of our people. But there

is something unique about innovative
genius in America. It does not always
thrive well inside a suffocating, large
bureaucracy or institution, whether it
is a Government institution or a cor-
porate institution.

Look at the history of the laser. The
man who invented the laser was in
AT. & T. at Bell Laboratories. He
went to his superiors, and he said, “I
have got this great idea and I need a
commitment of resources and a little
time to work on it.”

“Sorry,” they said. “It does not fit
with our corporate .priorities. We do
not see how it fits in.”

So he said, “All right. I am going to
do it on my own.”

And he'went off on his own. Luckily,
in this case, he was able to attract the
support and the time that he needed,
and he brought forward this great new
invention that has had such dramatic
implications for our country. :

Look also at this fellow in-Tenness
who invented the brandnew socket
wrench. He was working for Sears and
Roebuck. And he has been in the
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courts for years and years and years,
trying to get a fair allocation of the re-
sources created as a product of his
own inventiveness, his own imagina-
tion. What kind of incentive does his
experience give to others in large cor-
porations?

We have got to make it possible for
American inventors in the tradition of
Bell and Edison and others who have
worked on their own, with small
groups and few resources in the begin-
ning, and make it possible for them to
let their imaginations and spirits soar,
as can happen so frequently in this
country, to make it possible for the
United States to take advantage of
this hole card. This legislation makes
that possible.

The NSF program on which it is
based has been an unparalleled suc-
cess. All of the witnesses said that this
is an idea that works, it is an idea that
makes it possible for America to reach
out to the small inventors, to reach
out to the inventive genius that rests
in some of the small firms, most of
them centered around a single figure,
or a single group that works well to-
gether. :

We have got so much money being
spent by the Federal Government on
research and development, and if you
look at the overwhelming amount that
goes to these large institutions, it is in-
credible. And they just sort of crank it
out and they keep on going. We get
some money back on the investment,
sure; but if you look at the payoff
from the small:firms, if you look at
what we get in return for their efforts,
you will support this bill. . .

Mr. WEBER of  Minnesota. Mr.
Chairman, I yield 1 minute to the gen-
tleman from California (Mr. DREIER). .

Mr. DREIER. Mr, Chairman, I rise
in strong support of this legislation.
Next to substantially reducing interest
rates, which of course is a top priority
of ours, I believe that passage of this
bill is the most important thing that-
we can do for America’s small busi-
nesses. This act will finally ensure
that small businesses will receive their
fair share of Federal research and de-
velopment dollars. This act makes per-
fectly good sense when one recalls
that the cost per innovation in a small
firm is far less than in a larger firm.
There is a proven relationship be-
tween the decline in U.S. productivity
and the decrease in American innova-
tion as compared to other nations.
Small high-technology firms have one
of the fastest rates of growth in net
new employment.-

. Now, no one has said that this bill is

the panacea for America’s economic
problems. I do not think that anyone
would make that claim. But, simply, it
is an attempt to harness America’s
most ingenious source of innovation,
the small business sector.

I represent many colleges and uni-
versities, and I, too, am very concerned
about them. By enacting this bill we
will not be saying that univefsities,
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colleagues on the Small Business Com-
mittee, the gentleman from New York,
the gentleman from Maryland, the
gentleman from Iowa, the other gen-
tleman from New York, the gentleman
from Florida, and others who have
played such an important role in
bringing this bill to the floor: I want
to pay my compliments and tell them
how much their efforts are appreciat-
ed by so many in this country. ]

I speak on this biil today in this
Chambeér not merely out of some feel-
ing ‘of obligation to small business
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with our corporate .priorities. We do
not see how it fits in.”

So he said, “All right. I am going to
do it on my own.”

And he*went off on his own. Luckily,
in this case, he was able to attract the
support and the time that he needed,
and he brought forward this great new
invention that has had such dramatic
implications for our country. !

Look also at this fellow in-Tennessee
who invented the brandnew socket
wrench. He was working for Sears and
Roebuck. And he has been in the

Small high-technology firms have one
of the fastest rates of growth in net
new employment.:

. Now, no one has said that this bill is
the panacea for America’s economic
problems. I do not think that anyone
would make that claim. But, simply, it
is an attempt to harness America’s
most ingenious source of innovation,
the small business sector.

I represent many colleges and uni-
versities, and I, too, am very concerned
about them. By enacting this bill we
will not be saying that universities,
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nonprofit labs and. big businesses do

not have a.unique and valuable role to -

play with regard to research and inno-
vation. We are saying that small busi-
-nesses have a similarly uniqae role and
valuable role, and they deserve the.op-
portunity to fulfill that role.

I urge support of this bill.

Mr. LAFALCE. Mr. Chairman, I yield
2 minutes to the gentleman from New
York (Mr. ADDABBO).

(Mr. ADDABBO asked and was
given permxssion to revise and extend
his remarks.) :

Mr. ADDABBO. I thank my col-
league for yielding, and I thank the

chairmen of the subcommittee and the’

full committee for brmgmg this legis-
lation forward.

The need for this legislation has
been upon us for may years. H.R. 4326
did not come about just by chance. I
have sat as a member of the Small
Business Committee for many years
now and chaired the oversight com-
mittee. And for many years we have
tried and urged the various agencies to
do more, to do more to break out small
business contracts to help all parts of
our economy. s

We know that small business is at
least 96 percent of our total economy.

. The biggest buyer is the Government,
and in that Government the biggest
buyer is the Department. of Defense.
‘We have urged them to break out,
. take large contracts, look at them,

. review them for division into smaller
parts.. There: is much that can be done-

to help competition by helping to
build small businesses. We have found
where that has happened, the cost to
the Government has.gone down.
There is a question as far as DOD

set-aside. I tell my colleagues, and my -
. colleagues on the Armed Services

Committee in particular, the Deputy
Under Secretary of Defense for R.
D. stated: :

We wholeheartedly support this concept,
as we believe it is the most far-reaching ini-
tiative to bring small innovative high-tech:
nology firms into the Federal Govem.ment’s
procurement process for R. & D. Our con-
viction of the soundness of the SBIR pro-
gram is evidenced by the fact that we initi-
ated the development of almost identical
program approximately a year ago.

As many of my colleagues are aware,
at- that time the. Department felt it
could not support our bill as it felt
that the percentage of the R. & D.
budget earmarked for the SBIR pro-
gram was too high and the in-house R.
& D. budget was not excluded from
the SBIR base. It was supporting legis-
lation which would be along the lines
of the Senate’s bill, S. 881. I am
pleased to say that the substitute
amendment before you today is in ac-
cordance with the Department’s posi-

tion, and that this version has the

wholehearted support of the Presi-
dent.
It is not difficult to understand why

" the Department of Defense would find

the SBIR. program embodied in this
legislation attractive. The administra-
tion’s budget calls for a large defense
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buildup. Many, however, have raised .

questions about the ability to the ex-
isting defense industry to support this
buildup. The SBIR program is an ex-
cellent way for the Department to
become part of the communication
network which flows between small,
innovative high-technology firms. Not
only does the Department have the
advantage of the work conducted
under its SBIR program, it also has
the advantage of finding out about
new technologies and firms due to the
large number of proposals submitted
for the limited number of SBIR fund-
ing awards. In its first competition last
year, DOD received over 10 proposals
for each award it made. As one Air
Force officer noted:

The limited number of awards means that
many of the losing proposals are also of
very high quality. We find that we are
learning about new technologies we never
knew existed before.

The SBIR approach is no doubt also
attractive to the Department because
of the proven cost efficiency and inno-
vativeness of small high-technology
-companies: A study for NSF found
“Any given R. & D. project would cost
3 to 10 times as much to develop by a

large firm as by a small one.” Another

NSF study found that small firms pro-
duce 24 times as many major innova-
tions per R. & D. dollar as large firms
and 4 times as many as medium-size
firms. For a Department trying to
eliminate inefficiency and waste in its
R. & D. fundmg. those are mportant
findings.

Small firms can conduct a wide vari-
ety of research and development for
the Department of Defense. Under
SBIR programs, the agency retains
total control over the topics to be
chosen, the proposals to be funded,
and the administration of those proj-
ects. As the Department testified, the
topics listed in its first SBIR solicita-
tion were chosen -by the Army, Air
Force, Navy, and the Defense Ad-
vanced Research Project Agency in ac-
cordance with their assessment of
where small firms could make major
contributions to that Agency’s mis-
sion. The list of topics is instructive of
the potential contributions small firms
can make: It included: Acoustics, aero-
dynamics, artificial intelligence and
stochastic processes, chemical detec-
tion and decontamination, combustion
processes, computer architecture and
software development, computer
graphics and control displays, disease
prevention and treatment, biotechnol-
ogy, electromagnetics, electronic com-
munications, and noise suppression,
fluid mechanics, human performance
and productivity measurements, lasers
and photo-optics, manufacturing proc-
esses, materials and coatings, naviga-
tion, nuclear burst and radiation de-
tection, ocean physics and engineer-
ing, ocean science, solar and electrical
power, and solid lubrication:

It is revealing to compare these
topies with the areas highlighted as
vital for national security in the latest

5-year outlook on science and technol-
ogy which was submitted to Congress
in January of this year. These topics
were developed by an interagency task
group on national security. They are
microelectronics, electronic systems,
materials technology, aeronautics,
space defense and surveillance, nucle-
ar test detection, and human re-
sources. The correspondence between
these topics and the Department of
Defense’s SBIR topics cannot be taken
as accidental. In all parts of our econo-
my, small firms have become the sci-
entific and technological pathfinders,
often developing totally new industries
such as biotechnology, computer soft-
ware, and artificial intellegence in the
process.

As the 5-year outlook notes: “The
strength and productivity of a nation’s
advanced technological capability
have become major elements in any
geopolitical calculation.” Small high-
technology firms are the primary
source of major innovations in the
United States. They are among the
most cost efficient performers of R. &

D. and have one of the fastest rates of-

productivity growth. This legislation
will provide an important and vital
stimulus to this key part of our de-
fense industries. And since these firms
also have one of the fastest U.S. rates
-of growth in net new jobs, and tax dol-
lars, it will also provide an essential
shot in the arm for our ailing econo-
my. -

Mr. McCDADE. Mr. Chairman, I yield
such time as she may consume to the
gentlewoman from Majne (Mrs.
SNOWE). ‘

Mrs. SNOWE. I thank the gentle-

man from Pennsylvania for yielding .

me this time.

Mr. Chairman, I rise in support of
H.R. 4326, the Small Business Innova-
tion Act. This bill will unquestionably
aid the small business sector of our
American economy. New production

“innovation is essential to the growth .

of the U.S. economy. It is a proven
fact that small businesses produce
these innovations at a rate 24 times
greater per research dollar than larger
firms. Currently, small businesses na-
tionwide receive only an estimated 3.5
percent of all Federal research and de-
velopment funds. Given the fact that
small firms are much more productive
when it comes to producing results in

the field of research and development,-

does it not follow that we should chan-
nel more Federal money to that
sector? I think we have a responsibili-
ty to the U.S. taxpayer to insure that
his money is spent where it will pro-
duce the best results. .

The Small Business Innovation Act
targets, after a 4-year phasein, a maxi-
mum of 1.25 percent of the $43 billion
of the Federal research and develop-
ment budget to fund initial work on
innovative concepts by small compa-

nies. If the Small Business Commit-. .

tee’s substitute amendment is agreed
to, the set-aside in 1982 dollars would
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amount to $377 million of the $43 bil- to GNP have slipped gradually while
lion budget for research and develop- the R. & D. ratios of such countries as
ment. I might emphasize that we are ' Japan and West Germany have been
not asking for increased outlays for rising. One reflection of this is that
this program, but for a rechanneling foreign companies and inventors have
of a small segment of total funds to a been claiming a rising proportion of
highly productive, efficient component U.S, patents. In 1964, only 22 percent
of the economy with a proven track of the patents issued by the U.S.
record. Patent and Trademark Office went to
Also, I think it important to note foreign applicants. In 1979, that share
that the method of awarding these re- reached 38 percent.
search and development funds under Innovation has always been a hall-
the small business innovation program mark of America’s strength. “Technol-
will be carried out on a truly competi- ogy transfer” to other countries has
tive basis. Small businesses will be so- been a bulwark of our international
licited to submit their research and de- trade. Yet the Nation risks losing its
velopment proposals to  appropriate leadership in innovation.
agencies. After analysis, those propos- _ The most productive target for R. &
als which are deemed worthy will be D. dollars is unquestionably small
partially funded so the companies in- businesses. Polaroid, Xerox, and
volved will be able to further demon- countless other growth companies of
strate the economic and technological the 1960’s and 1970’s were_after all,
feasibility of their concept. Review of once small entities themselves. A more
proposals at this point will determine recent success story is small business’
which are the most promising among development of the microelectronic in-
the applicants, but final development dustry. I think that says enough about
and marketing of the projects will be the need for the bill.
left to the private sector. Now let us discuss who opposes the
This same highly competitive review bill. It is no secret that large universi-
process has been successfully used by ties and other large institutions have
the National Science Foundation fought this bill. They do not want to

where 400 awards were made from give up a share of their pie. We know

3,800 proposals. That is true competi- that.

tion. Mr. Chairman, this bill will give But let me talk about another
the United States a proven, systematic group—That is, those in our Federal
approach to increase innovation and agencies who are reluctant to change
aid the small business sector while not their ways and direct their attention
requiring increased appropriations. It to smaH and medium-size businesses.
will be the catalyst for increasing our Whether by design or inertia they
Nation’s productivity via innovation. have not responded to the many re-
Mr. Chairman, T strongly endorse the quests, supported by serious studies, to
passage of H.R. 4326, the Small Busi- include the innovative small business-
ness Innovation Act. es of America in their research and de-

Mr. LAFALCE. Mr. Chairman, I yield velopment plans. With this legislation
such time as he may consume to the we will be able to exercise the neces-
gentleman from Florida (Mr. IRELAND). sary oversight to see that the public

(Mr. IRELAND asked and was given requests of the past 15 years are hon-
permission to revise and extend his re- ored. I urge support of this important
marks.) . . legislation.

Mr. IRELAND. Mr. Chairman, Irise = The CHAIRMAN. The gentleman
to speak in support of H.R. 6587. Why from New York (Mr. LaFaLce) has 9
are we here today? The answer iS minutes remaining, and the gentleman
simply that small business is the Na- from Pennsylvania (Mr. McDabg) has
tion’s innovator- yet Federal policies 11 minutes remaining.
pay only lipservice to that fact. First, Mr. LAFALCE. Mr. Chairman, I re-
some facts if you will indulge me. A serve the balance of my time.

National Science Foundation study, Mr. McDADE. Mr. Chairman, I yield
“Science Indicators,” NSF, 1979, dis- 1% minutes to my distinguished col-
closed that, for every R. &. D. dollar, league, the gentleman from New
small companies produce 4 times more Jersey (Mr. SmITH), who has done so
innovations than medium-sized compa- much on this bill and on so many
nies and 24 times more innovations other matters in the committee.

than large companies. s Mr. SMITH of New Jersey. I thank

A study by the Office of Manage- the gentleman from Pennsylvania for
ment and Budget has shown that more yielding and for his kind comments.
than half of the major technological Mr. Chairman, I rise in strong sup-
advances this century originated from port of H.R. 4326, the Small Business
individual-inventors and small compa- Innovation Research Act. As a sponsor
nies. Many of these inventions sparked of this legislation, I believe this bill
major new U.S. industries and growth present us with an opportunity to revi-
companies. . talize small business—the most innova-

If we have tended to disregard tive and productive sector of our econ-
American’s inventive talents, other na- omy. Y
tions have not. One disturbing trend is -~ Support for this legislation has been
that foreign interests have been very strong—it was endorsed by the
buying control of several of our small Small Business Committee by 40-0,
high-technology companies. Moreover, and passed in the Senate by 90-0. I
Federal R. & D. expenditures relative alse want to remind my colleagues
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-that H.R. 4326 would earmark a
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modest 1.25 percent of each Federal
agency’s R. & D. budget for small busi-
ness. It would phase in this amount
over a 4-year period, beginning with
0.2 percent the first year. Clearly,
however, this modest amount of Gov-
ernment funding would be a strong
and beneficial investment in small
business research.

Mr. Chairman, between 1977 and Oc-
tober 1981, the National Science Foun-
dation small business research pro-
gram received over 2,000 research pro-
posals and funded 286 of them. Ac-
cording to the Small Business Com-
mittee report on this program, the re-
sults have been very impressive.
Twenty one phase II grantees in the
1977 solicitation received $23 million
in private follow on funding. Major in-
vestments: have included two small
firms by a major chemical company
and a small business investment com-
pany, and six smaller one in six other
firms. These 21 firms have since dou-.
bled their employment. -

The National Science Foundation
has reported a number of new firms
started as a result of the program, and
some 15 inventions reported. There
are now a number of new products and
processes under development, includ-
ing an instrument to measure the frac-
ture toughness of metal which is: al-
ready on a worldwide market. This im-
pressive list of accomplishments is a
tribute to the great success of this pro-
gram. .

Mr. Chairman, there is a proven re-
lationship between the drop in our Na-
tion’s productivity and the decrease in
innovation we have experienced in our
national economy. I firmly believe
that the expansion of small business is
the key to turn the burden of unem-
ployment around, and get productivity
on the move again. We should remind
ourselves of the vital contributions
which small business makes to our
economy—86 percen{ of the new jobs
created in our economy and over half
of the private sector gross national
product.

The opportunity to pass this legisla-
tion comes at a time when small busi-
ness has been suffering in our econo-
my. High interest rates, unemploy-
ment, inflation, and a slowdown in
economic growth have hit the small
businessman the first and  hardest.
Small businesses are failing at a rate
of 25,000 per year. All of this adds on
more and more numbers to the unem-
ployment rolls, and further decreases
tax revenues. Mr. Chairman, we need
to act now in order to turn this situa-
tion around. o

The Small Business Innovation Re-
search Act is the answer to many of
these problems. Without the addition-
al bureaucratic redtape associated
with other set-aside programs, at least
1.25 percent of research and develop-
ment funds will be awarded on a
highly -competitive basis to small busi-
ness. The legislation requires that an

-
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to act now in order to turn this situa-
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The Small Business Innovation Re-
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al bureaucratic redtape associated
with other set-aside programs, at least
1.25 percent of research and develop-
ment funds will be awarded on a
highly competitive basis to small busi-
ness. The legislation requires that an
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agency determine within its research-

and development needs the categories
of projects to be opened upfor bidding
by small business. There is no reappro-

priation of funds from one-program .

area to another without direct author-
ization and appropriation of those
funds.

It is time, Mr. Chairman, that Con-
gress took a strong stand in favor of
small business in this country. We
must make the most productive use of
our limited Federal dollars. High tech-
nology is the hope of America in the
future, and as we have seen from the
past success of this program, the
Small Business Innovation Research
Act is the first step to help pull us
through.

Mr. Chairman, I yield back the bal-
ance of my time.

Mr. McDADE. Mr. Chairman, I re-
serve the balance of my time.

Mr. LAFALCE. Mr. Chairman, I yield
2 minutes to- the gentleman from Lou-
isiana (Mr. ROEMER).

‘(Mr. ROEMER asked and was given
pernission to revise and extend his re-
marks.) ’

Mr. ROEMER. 1 thank the gentle-
man for yielding.

Mr. Chairman, I have heard a lot of
conversation today about this bill. I
think it is a good bill. I think it is the
kind of bill that we need.

Some. people have critcized the bill,
saying it is.a protectionism bill, that
by the set-aside of this small amount
of our research and development
money, we are somehow protecting
small business to the harm of free en-
terprise and a competitive America.

Nothing could be further from the
truth. The evidence presented here
today and in our committee shows
clearly that both on the yardstick of
innovation-and on the yardstick of job
creation, small business stands No. 1,
far outstripping big business. This
small se€t-aside is not for small busi-
ness. It is for our country. The fact is
that the bureaucrats and the agencies,
as currently constructed, like to deal
eye to eye with component parts,
other large agencies in private indus-
try, that is, big business, bureaucrat to
bureaucrat. -

What we are trying to do here is let
small business get a toe in the door.
The fear of the opponents is not so-
called protectionism. Their real fear is
the ultimate competition for research
dollars rising from this bill will mean a
great deal for our country in terms of
innovation. And job creation, and a
loss ‘of monopoly advantage for big
business and big universities.

Mr. Chairman, I urge the support of
the Members for this fine bill.
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Mr. McDADE. Mr. Speaker, I reserve
the balance of my time.

Mr. LAFALCE. Mr. Speaker, I re-
serve the balance of my time.

The CHAIRMAN. Both the gentle-
man from Pennsylvania (Mr. McDADE)
and the gentleman from New York
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(Mr. LaFarLce) reserve their time to
the end of the debate. -

The gentleman from Georgia (Mr,
McDonNALD) is recognized for 15 min-
utes. :

Mr. McDONALD. Mr. Chairman, I
rise in support of the Committee on
Armed Services amendments to the
legislation cited as the Small Business
Innovation Act of 1982. The amend-
ments proposed by the Committee on
Armed Services: .

First, would exclude the Department
of Defense (DOD) and the Central In-
telligence Agency from the term “Fed-

eral agency” for the purposes of H.R."

6587; and second, would exclude the
funds appropriated for atomic energy
defense programs of the Department
of Energy from the researeh and R. &

- D. budget of that department for the

purposes of the small business innova-
tion research program defined in H.R.
65817, =

Mr. Chairman, the stated purpose of
H.R. 6587 is to amend the Small Busi-
ness Act to strengthen the role of the

small, innovative firm in federally -

funded research and development; to
utilize Federal research and develop-
ment as a base for technological inno-
vation to meet agency needs; and to
contribute to the growth and strength
of the Nation’s economy. The Commit-
tee on Armed Services strongly agrees
with this purpose. - )

However, the committee does not
agree with the approach incorporated
in this legislation. In fiscal year 1981
the Department of defense awarded
7.4 percent of its prime research and
development contracts to small busi-
ness. Almost all of those awards were
for hard-core research and develop-
ment. The vast majority of these con-
tracts were awarded as a result of open
fair competition. Thus, small innova-
tive businesses have-successfully com-
peted in the marketplace when pitted
against medium- and large-sized busi-
nesses.

The bill considered would allow only
small businesses to bid on certain con-
tracts; thus, H.R. 6587 would thwart
the efforts .currently undertaken to
maximize competition.

In the hearings before the Research

and Development Subcommittee, the”

witnesses were in agreement that this
program is a beneficial program for
small business, although some believe
various changes should be made. The
small business programs in the De-
partment of Defense and the Depart-
ment of Energy are very effective in
stimulating small business participa-
tion in these agencies’ activities. H.R.
6587 would disrupt these highly suc-
cessful programs and require that
they be completely restructured.
Furthermore, essentially all of the
funding for the Department of Energy
atomic energy defense program must
be provided directly to the federally
funded Government-owned contract-
operated (GOCQ) facilities that in-
clude seven fabricating facilities and
three weapons laboratories. Research,
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development, design, and testing of
nuclear weapons prototypes and the
manufacture of nuclear weapons on
the Department of Energy atomic
energy defense program take place at
the GOCOQO’s. Small business is not
equipped to handle the highly classi-
fied equipment and radioactive materi-
als necessary in the design, develop-
ment, and testing of nuclear weapons.
However, due largely to the efforts of
the Department: of Energy, more than
500 highly qualified and certified
small businesses are awarded subcon-
tracts each year for specialized parts
and equipment for use in the nuclear
weapons and naval propulsion pro-
grams. -

In addition to the receipt of prime
contract awards, small businesses are
receiving an increasing share of sub-
contract research and development
awards. The Department of Defense
recently surveyed 36 of ifs largest
prime contractors. Of the dollars re-
ceived by these prime contractors,
small business, received 6.6 percent of
that money in subcontract awards.

Furthermore, both the Department
of Defense and the Department of
Energy have established small busi-
ness programs. For example, the De-
partment of Defense has instituted
the defense small business advanced
technology program, known as the
DESAT program. The purpose of
DESAT is to exploit the innovative ca-
pabilities of this Nation’s small sci-
ence- and technology-based companies
in providing solutions to some of the
difficult research and development
problems confronting the Department
of Defense. In support of this pro-
gram, DOD recently mailed approxi-
mately 32,000 copies of the program
opportunities brochure- (holdup bro-
chure). The small business R. & D.
community responded with 1,103 pro-
posals. To date 100 firms have been se-

lected for contract awards as a result

of this program.

The Committee on Armed Services is
fully supportive of increasing the Na-

tion’s overall technology and enhanc- -

ing the environment for small busi-
ness; but the Department of Defense

and the Department of Energy should:

be able to continue to expand their al-
ready successful small business pro-
grams as presently structured. ’

I would strongly urge, therefore,
that you support the Committee on
Armed Services amendments to allow
these programs to continue as they
currently exist.

Mr. Chairman, I yield 3 minutes to
the gentleman from California (Mr.
McCLOSKEY).

(Mr. McCLOSKEY asked and was
given permission to revise and extend
his remarks.)

Mr. McCLOSKEY. Mr. Chairman, I
would like to speak against this bill. In
the 15 years that I have been in the

House I have rarely seen better -inten- .

tions with a worse result.

great deal for our country in terms or
innovation. And job creation, and a
loss ‘of monopoly advantage for big
business and big universities.

Mr. Chairman, I urge the support of
the Members for this fine bill.
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Mr. McDADE. Mr. Speaker, I reserve
the balance of my time.

Mr. LAFALCE. Mr. Speaker, I re-
serve the balance of my time.

The CHAIRMAN. Both the gentle-
man from Pennsylvania (Mr. McDADE)
and the gentleman from New York
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ry report that the Government
unting Office has ever given to us

A ccot the effectiveness of the expendi-

abou

o A
B ams has indicated grave concern
gver the use of the set-aside program
to accomplish a good purpose. -

Now last year, in 1982, so far as we
know, about 5.5 percent of the Na-
tion’s engineers and scientists were en-
gaged in companies that qualify as
small businesses, yet 6.8 percent of the
Federal research and development
awards went ta such small businesses
around the country. In other words,
they received more awards for re-
search and development than the
number, percentagewise, of scientists
and engineers employed by those
small businesses.

Second, this assistance to small busi-.

ness does not go to the small business-
es that are in difficulty in this coun-
try, the mom and pop groceries, the
small manufacturing plants. This as-
sistance is set aside for a particular
kind of small business, the high tech-
nology research and development coms-
panies. ‘

I represent a district in California
known as Siliconce Valley. For good
reason, it is the headquarters of the
American Electronic Association, the
largest professional association of
small high technology businesses in
the country. ) :

That association has come and testi-
fied against this bill and said in effect
if small businesses want to succeed in
this country, the last thing they want
is government assistance. What hurts

.small business is the paperwork and

compliance with government regula-
tions, including those dealing with
Federal Government contracts. Small
businesses are successful, when they
are, in par because they do not have to
maintain the overhead to comply with
complex governmental regulations.

When Congress changed our tax law
in 1978 to reduce capital gains ceilings
from 48 to 28 percent, and this last
July when we reduced it further to 20
percent, we did more for small high
technology businesses than we could
possibly do by a set-aside program. In
the year 1977, for example, only $75
million was available for capital invest-
ment in high technology research
companies.

By the changes We have made in the
tax law this year about $1.8 billion will
be invested in small high technology
businesses. There is no segment of
small business today that is more suc-
cessful with private enterprise and pri-
vate dollars, or less needing of govern-
ment subsidy, than high technology
businesses.

Take the high technology, for exam-
ble, that developed the Apple comput-
er or the Atari games or the semicon-
ductor or the laser companies.

The CHAIRMAN. The time of the
gentleman from California (Mr. Mc-
CLoskEY) has expired.

Mr. McDONALD. Mr. Chairman, I
vield 3 additional minutes to the gen-

f Federal moneys in set-aside -
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tleman) from California (Mr. McCLos-
KEY).

Mr. McCLOSKEY. In not one of
those businesses has mandated Feder-
al research money been an essential,
necessary or even a desired part of the
development of those businesses.
Small high-technology business today
can attract capital because if you or I
or any other investor had been privi-

" leged, for example, to get 100 shares of

Atari stock, or 100 shares of Apple or
100 shares of a similar small company,
we would be millionnaires today be-
cause a high-risk investment in high
technology can pay off many times
the investment dollar. If we wanted to
give -a subsidy to a small building con-
tractor, if we wanted to give a subsidy
to the small manufacturer, it would be
understandable, but no proponents of
this bill would deny that in this bill we
are setting aside 1% percent, that
would be $377 million this year, we are
setting aside $377 million as a subsidy
to small high-technology companies.
At a time of diminishing research dol-
lars we are assigning some of those
dollars to one of the most flourishing
parts of the small business economy.
It does not make sense. Now one other
thing. What does this bill do.

It sets up by its very nature a re-
quired small business innovative re-
search program in every Federal
agency that is assigning out money for
Federal research and development
over the $100 million level. The Con-
gressional Budget Office indicates—
and the administration concurs—that
this program will cost $14 million to
administer. Note that the bill says no
more than 1.25 percent and no less. So
that in effect, if we have a $40 billion
research budget, each agency with a
piece of that budget must say that 1%
percent will be administered under
this particular program. And note on
page 7 of the bill, that that is in addi-
tion to whatever the 6.8 percent that
smail businesses may presently get by
free competition or sole source awards.
So, if small businesses last year got 6.8
percent, next year they must get addi-
tional awards until they get an addi-
tional 1.25 percent. “

Note the difficulty that each agency

that gets dollars awarded by Congress
to do research must estimate what will
ordinarily be received by small busi-
nesses and then set aside a specific
sum of money in addition to that to go
out and seek for awards to small busi-
nesses. )
. In my judgment, this perverts the
entire research process. We are trying
to spend,research money for the Gov-
ernment’s benefit, not for the benefit
of small business. If small _business
successfully competes for some of that
benefit to the Government, as it obvi-
ously has in the past, then there is no
need for this bill.

In 1978, we amended the law to spe-
cifically say that each Government
agency dealing with research must not
discriminate against small business
and must make the opportunity to
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compete available to small business.
This bill now goes further and re-
quires that 1% percent be granted to
small businesses, regardless of the
Government's needs or preferences.

The CHAIRMAN. The time of the
gentleman from California (Mr. Mc-
CLosKEY) has again expired.

Mr. McDONALD. Mr. Chairman, I
yield 3 additional minutes to the gen-
tleman from California (Mr. McCLos-
KEY).

Mr. McCLOSKEY. Mr. Chairman,
let me go back to one other thing and
take up the impact this has on the
universities of this country.

All of us have gone through this
painful budget process where we have
had to cut back the moneys awarded
to the universities for the maintaining
of the scientific base in the university
system of this country. We are having
to cut back student loan guarantees
and the administration has asked that
we end completely the program for
loans to graduate students. With infla-
tion diminishing the amount of money ™
available to the great science pro-
grams in universities of this coun-
try— )

Mr. WEBER of Ohio. Mr. Chairman,
will the gentleman yield?

‘Mr. McCLOSKEY. I yield to the
gentleman from Ohio. .

Mr. WEBER of Ohio. I thank the
gentleman for yielding., . .

Is it not true that small business
produces 39 percent of the GNP of our
country but receives only 3% percent
of the Federal R. & D.?

Mr. McCLOSKEY. I would not con-
test those figures at all. I would say
that is probably correct and that the
small businesses that are most success-
ful in producing those jobs and that
GNP are small businesses that are not
dealing with the Federal regulations
that will be applied under this pro-
gram.

Mr. WEBER of Ohio. If the geritle-
man will yield further, how can it,
therefore, be said that small business
already is receiving its fair share of R.
& D. under the present system where
it is not receiving its fair share based’
on the GNP?

Mr. McCLOSKEY. But there is not
the particular instance involved. What
we were talking about is that the engi-
neers, the scientific community in the
business, big businesses as opposed to
small, the figures we have from the
National Science Foundation are that
5% percent of the engineers and scien-
tists who do high technology research
are employed today by small business
and last year they got more than 5.5
percent of the awards. They got 6.8 -
percent. s

The Defense Department, which
deals with the largest of all of these R.
& D. programs, under current prac-
tices last year gave small businesses
7.4 percent of the R. & D. contracts
awarded by the Federal Government,
So clearly these small businesses are
not receiving less than their fair share.

cessful with private enterprise and pri-
vate dollars, or less needing of govern-
ment subsidy, than high technology
businesses.

Take the high technology, for exam-
ple, that developed the Apple comput-
er or the Atari games or the semicon-
ductor or the laser companies.

The CHAIRMAN. The time of the
gentleman from California (Mr. Mc-
CLoskEY) has expired.

Mr. McDONALD. Mr. Chairman, I
Vield 3 additional minutes to the gen-

entire research process. We are trying
to spend,research money for the Gov-
ernment’s benefit, not for the benefit
of small business. If small business
successfully competes for some of that
benefit to the Government, as it obvi-
ously has in the past, then there is no
need for this bill.

In 1978, we amended the law to spe-
cifically say that each Government
agency dealing with research must not
discriminate against small business
and must make the opportunity to
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The Defense Department, which
deals with the largest of all of these R.
& D. programs, under current prac-
tices last year gave small businesses
7.4 percent of the R. & D. contracts
awarded by the Federal Government.
So clearly these small businesses are
not receiving less than their fair share.
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As I say, when we talk about small
business, we run the gamut all across
the country. Small businesses which
employ engineers and scientists are
not exactly impoverished; but that
particular profession is getting more
than their share of Government
awards.

I would be glad to yield to anybody
to continue this debate. I had wanted
this debate when the committee had
its time; but unfortunately, there was
no one on the committee that opposed
‘the bill. . . ]

Mr. LAFALCE. Mr. Chairman, will

entleman yield?

thl\eag. McCLOgiKEY. I yield to the
gentleman from New York. .

Mr. LAFALCE. If the gentleman will
yield on that point, the gentleman and
I both share a desire for accuracy. I
would, therefore, like to quote from a
special report done by the National
Science Foundation, document NSF
81-305, done in the year 1981. I do not
know where the gentleman gets his

" figures,- but I am quoting from a

report— .

. Mr. McCLOSKEY. We got ours from
the National Science Foundation. It
was in the testimony before the gen-
tleman’s committee of Ed Zschau, the
former chairman of the American
Electronics Association. The -gentle-
man recalls where I got the testimony.

Mr. LAaFALCE. He was the chairman
of that association.” I am quoting
nOwW——

The CHAIRMAN. The time of the
gentleman from California has ex-
pired. ’

- Mr. McCDONALD. Mr. Chairman, I
yield 1 additional minute to the gen-
tleman.
- Mr. McCLOSKEY. Mr. Chairman, if
the gentleman will take no more than
30 seconds, so I could at least answer
his question.

Mr. LAPALCE. Fine. Referring to
NSF report 81-305, they have a chart
indicating thaf the R. & D. scientists

and engineers by company, size, firms

with- 500 or less, have 6 percent; yet
when it comes to the Federal R. & D.
expenditures by company size, they
are getting 2 percent; and it is right
here in black and white.

Mr. McCLOSKEY. The figures- that
I used on the 6.8 percent came from a
Government report.

Mr. LAFALCE. I have the Govern-

" ment report in my hand from which I

am quoting this minute.

Mr. McCLOSKEY. Well, in this
-Government and in. this administra-
tion, as prior admimnistrations, you can
get conflicting views from different
agencies; but would not the gentleman
concede that the only small business
innovation research program conduct-
ed by NSF, when asked should this

program be extended Government -

wide, the General Counsel of NSF said
no, that there was no indication from
NSF"s procedures and experience that
this could be extended profitably on a
nationwide basis. Will the gentleman
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concede that from that General Coun-
sel letter from NSF?

" Mr. LAFALCE. I am unaware of that
particular letter, but I am aware that
the NSF does support this bill, the
Reagan administration supports this
bill, and the Carter administration

ed this bill.

Sul\‘/’ll:"?rtMcCLoSK}E:Y. The gentleman
knows how the Reagan administration
came to support this bill. It opposed it
until the AWACS vote and then
changed its position. ]

Mr. LAFALCE. Well, that is the gen-
tleman’s opinion. All I know is what
the official position and the testimony
of the administration and its repre-
sentatives has been.

The CHAIRMAN. All time has ex-
pired. .

PARLIAMENTARY INQUIRY

Mr. WEBER of Ohio. Mr. Chairman,
a parliamentary inquiry.

The CHAIRMAN. The gentleman
will state his inquiry.

Mr. WEBER of Ohio. Mr. Chairman,
I have an inquiry. In.the absence of
the gentleman from Alabama (Mr.
DiIckINsON), will the Chair recognize
me to control the time which would
have been allocated to the gentleman
from Alabama (Mr. DICKINSON)?

The CHAIRMAN. No; the time be-
longs to the Armed Services Commit-
tee minority.

The Chair will recognize the gentle-
man from Alabama (Mr. DICKINSON) if
and when the gentleman is able to be
here; but the Chair will recognize
Members as indicated in the order in
which they.are on the list, the order
which the Chair read.

The next speaker on the list is the
gentleman from Michigan (Mr. DIN-
GELL), the chairman of the Energy and
Commerce Committee.

At this point, the gentleman is in
the Chamber. The Chair recognizes
the gentleman from Michigan (Mr.
DingeLL) for 15 minutes on behalf of
the Committee on Energy and Com-
nerce.

Mr. DINGELL. Mr. Chairman, I
yield myself 4 minutes.

(Mr. DINGELL asked and was given
permission to revise and extend his re-
marks.)

Mr. DINGELL. Mr. Chairman, this
is a bad bill. Tt should be defeated. It is
rare that I take the well to denounce
legislation coming from other commit-

tees, but I think in this instance it is:

deserved.

We must look at the bill and look at
the framework against which it func-
tions. We are concerned about our
great national goals.

The. Energy and Commerce Commit-
tee has for many years, more than the
time that I have been here, been con-
cerned about the great National Insti-
tutes of Health and the health re-
search programs of this country. In
the next 3 years, under the budget
which was adopted by the House of
Representatives just recenfly research
for health will be cut by one-third.
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This proposal would level against
those research programs additional
cuts of 1 percent or better a year. That
means that a shrinking salami will be
continued to be sliced thinner and
thinner.

Now, it might be observed that this
proposal is not going to hurt research,
but it is going to help small business.
In point of fact, in health research,
which is highly complicated work,
done on a very carefully integrated
basis. All ‘of the national health orga-
nizations and research organizations
are involved. This bill will reduce the
amount of money by 1 percent per
year which is going into our national
coordinated program of health re-
search supported by such organiza-
tions as the American Cancer Society,
the American Lung Association, and
all of the other great voluntary health
and health research organizations. -

This proposal, were it to originate
from the Small Business Committee,
setting out a research program which
would be dedicated and oriemted
toward small business and which
would be carried out as a separate pro-
-gram might have merit. It might he
that the House could or should sup-
port that kind of program. This is
nothing of the sort. The Small Busi-
ness Committee does not have the
power or the capacity or a situation in
which we could expect that they could
pass such a piece of legislation. So
what that committee does new is to
seek to attach a set-aside of existing
research. This research, which is des-
perately important to the national
health is now being curtailed by
budget constrictions. The Small Busi-
ness Committee seeks to make a set-
aside against just those moneys.

Now, let us look at where in fact we
are. Imposing a mandatory set-aside
on' health research programs was
always a bad idea and is more so in the
light of budget decisions made last
week which will cut real dollars by the
end of the next 3-year period by one-
third.

The small business bill would
remove $50 million alone from the Na-
tional Institutes of Health budget over
the next 3 years. That is the equiva-
lent of ending 350 national imstitutes
of national health grants.

The CHAIRMAN. The time of the
gentleman from Michigan has expired.

Mr. DINGELL. I yield myself 2 addi-
tional minutes.

The bill would cut into the effective-

ness of national health research pro-
grams. What it would de would be to
cause people who are new doing re-
search work at our colleges and uni-
versities to set up private profit or
nonprofit businesses. These would be
right across the street from the col-
lege or university where they do their
work. The same work, perhaps less
well done, perhaps less in gquakity or
quantity, and I would suspect that
would be the case, would be done. It
would be done in many instances, if
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great national goals.

The. Energy and Commerce Commit-
tee has for many years, more than the
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tutes of Health and the health re-
search programs of this country. In
the next 3 years, under the budget
which was adopted by the House of
Representatives just recenfly research
for health will be cut by one-third.

LI1C UIIl WULLIM UL JLIUV Viiv vasivvvas ~
ness of national health research pro-
grams. What it would do would be to
cause people who are new doing re-
search work at our colleges and uni-
versities to set up private profit or
nonprofit businesses. These would be
right across the street from the col-
lege or university where they do their
work. The same work, perhaps less
well done, perhaps less in quafity or
quantity, and I would suspect that
would be the case, would be done. It
would be done in many imstances, if




N e W e e

by e

@ M@ W W

b1 5
Dig

at
It
if

e sy

June 17, 1982

ot most instances, by the same
neople; put it would cost more because
tne salaries and the payments and the
emoluments under these. circum-
stances would be vastly larger,

The National Institutes of Health
pave always awarded grants on the
pasis of merit. This system of grant se-
lection would be on the basis of the
fact that somebody was a small busi-
nessman. The system of grant selec-
tion has a magnificent record of chos-
ing excellent research programs and
projects and which have found cures
and ways to reduce and eradicate the
serious diseases that afflict Americans.

The set-aside would establish a loop-
hole through which NIH would be
forced to fund projects of lesser prom-
ise simply to meet an arbitrary set-
aside provision.

So if you are interested in health, if
you are interested in health research,
then at all costs oppose this outra-
geous piece of legislation.

Researchers who would be attracted
by the mandatory availability of funds
under the set-aside and under less
stringent criteria would certainly move
to acquire use and control of these
funds and would move across the
street, as I have said, to set up sham
research corporations.

What this would do would be to es-
tablish a new race of beltway bandits.

The CHAIRMAN. The time of the
gentleman from Michigan has again
expired.

Mr. DINGELL. I yield myself 1 addi-
tional minute.

This would establish a new race of
beltway bandits to procure advantages
and benefits for themselves, without
the careful scrutiny that goes on at
NIH. )

This legislation is opposed by almost
everyone in the health field, from the
American Medical Association, to all
of the voluntary organizations and as-
sociations which research and which

concern themselves with the problems.

of cancer, heart, lung, and the general
health of the American people.

There is no excuse for this kind of
an unjustified raid to reduce the qual-
ity of our health research and to di-
minish the availability of funds to seri-
ous research programs at the time
most serious research programs are
now undergoing the greatest cuts in
history. >

I would say that if the Small Busi-
ness Committee wishes to set up a re-
search program of their own, then let
them do so, but let them not come
down here with some kind of parasitic
program which will drain moneys from
useful, intelligent, and worthwhile re-
search programs. :

The CHAIRMAN., The Chair recog-
nizes the gentleman from Illinois (Mr.
MADIGAN).

Mr. MADIGAN. Mr. Chairman, I
yield 3 minutes to the gentleman from
Michigan (Mr. SILJANDER).

(Mr. SILJANDER asked and was
given permission to revise and extend
his remarks.) :
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Mr. SILJANDER. Mr. Chairman,
small business has made a great con-
tribution to America. Two out of three
new jobs are created by small business.
Eighty percent of all minority jobs in
America are created by small business
and over half of our GNP is created by
small business.

Government tax policies of the past
have deterred innovation of small
business; yet between 1969 and 1976
smaller firms have created over 7.4
million new jobs, even though Govern-
ment has done its best to squelch in-
centives.

A study by the Commerce Depart-
ment indicates that young, high-tech-
nology companies have been growing
at a rate of 40 percent annually, which
I think is significant in terms of what
we are trying to do here, that is, set-
ting aside a miniscule portion of R. &
D. moneys to help create incentive to
smajl businesses.

It is time that we recognize that
small business is, in fact, the backbone
of our economy; the backbone of this
country’s economy. .

As an innovator, it ranks at the top.
As an employer, it ranks at the top,
and as a supplier toward the capital
growth of our Nation, small business
again is right on top.

We have given incentive to individ-
uals last year in our economic recovery
program through tax cuts, IRA’s, and
all-saver’s plans. We have given accel-
erated depreciation for larger busi-
nesses. I think it is time we matched
that kind of philosophy and those
types of incentives now for small busi-
ness.

1t is also time for this country to see
the reality that other countries have

‘given all the incentives needed to help

their small business, which has put
our small business at a disavantage in
terms of competition. )

This program would help in a small
way with the competitive nature of
small business in America to the for-
eign countries abroad.

Last, I think we should look at the
fact that large corporations are not
the sole creators of new ideas, but
rather new ideas by small businesses
have created many of the larger corpo-
rations. -

I rise in support of this bill and en-
courage my colleagues to do as such.

Mr. DINGELL. Mr. Chairman, I re-
serve my time for the moment.

Mr. MADIGAN. Mr. Chairman, I
yield 7 minutes to the gentleman from
Utah (Mr. MARRIOTT).

(Mr. MARRIOTT asked and was
given permission to revise and extend
his remarks.) ;
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Mr. MARRIOTT. Mr. Chairman, I
would like to rise in support of this
legislation. .

I want to simply say that I think the
Small Business Committee has done a

pretty good job. They have had hours

and hours of testimony on this issue.
We have listened to everybody from
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across this great country, and we have
come to the conclusion that this, in
fact, is a good bill.

I am interested in the argument of
my good friend, the gentleman form
Michigan (Mr. DINGELL), Who tries to
show that somehow.small businesses
are dishonest and that they hurt the
research effort. The gentleman im-
plies that of course the universities
and Government agencies and big
business would not be.

I think that opinion simply strikes in
the face of reality. I think history
points out small businesses have done
more for new innovations in this coun-
try than either universities, Govern-
ment agencies, or big business.

Small business has a very good
record in terms of technology. Sixty
percent, now, of all Federal R, & D.
contracts and grants are sole-source.
That means they are. negotiated or
granted outright with no competition.

Big businesses and big universities
basically have a lock on funding. They
have gobbled up about 95 percent of
these awards. And that is not really
my definition of competition. Major
universities and large businesses have

teams of lobbyists running. around -

Washington.

One such university, I believe, has 23
lobbyists who wire contracts and
grants before they even get to their
peer review process. -

Mr. DINGELL. Mr. Chairman, will
the gentleman yield?

Mr. MARRIOTT. In 2 moment.

Before they even get to the peer
review process. And many times this
peer review group contains the univer-
sity and big business people.

So, I wonder what chance small busi-
ness really has incompeting for these
Government programs.

If you believe in competition, if you
believe small business ought to have a
share, then this 1.25 percent set-aside
is a very small price to ask.

Mr. DINGELL. Mr. Chairman, will
the gentleman yeild?

Mr. MARRIOTT. I would be happy
to yield to my friend, the distin-
guished gentleman from Michig
(Mr. DINGELL). :

Mr. DINGELL. I thank the gentle-
man for yielding to me.

First of all, I am not talking about
defense research; I am talking about
research in the area of health. There,
contracts are given on the basis of
peer review and they compete against
hundreds of thousands of other appli-
cations. There is a special preference
now in the rules at NIH to take care of
small business applicants and to
permit commercial, small business ap-
plicants to have fair access.

But there is nothing which would
prefer big business. What we are talk-
ing about with regard to NIH is basi-
cally the question of health research
conducted by colleges, universities,
and nonprofit associations which have
a long history of careful work in this
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down here with some kind of parasitic
program which will drain moneys from
useful, intelligent, and worthwhile re-
search programs. ;

The CHAIRMAN., The Chair recog-
nizes the gentleman from Illinois (Mr.
MADIGAN).

Mr. MADIGAN. Mr. Chairman, I
vield 3 minutes to the gentleman from
Michigan (Mr. SILJANDER).

(Mr. SILJANDER asked and was
given permission to revise and extend
his remarks.) :

(Mr. MARRIOTT asked and was
given permission to revise and extend
his remarks.) : .

0 1330

Mr. MARRIOTT. Mr. Chairman, I
would like to rise in support of this
legislation. .

I want to simply say that I think the
Small Business Committee has done a
pretty good job. They have had hours

and hours of testimony on this issue.’

We have listened to everybody from

hundreds of thousands of other appli-
cations. There is a special preference
now in the rules at NIH to take care of
small business applicants and to
permit commercial, small business ap-
plicants to have fair access.

But there is nothing which would
prefer big business. What we are talk-
ing about with regard to NIH is basi-
cally the question of health research
conducted by colleges, universities,
and nonprofit associations which have
a long history of careful work in this
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area under the most intense and care-
ful scrutiny.

Mr. McDADE. Mr, Chairman, will
.the gentleman yield?

Mr. MARRIOTT. I would -be happy
to yield to my distinguished friend.

Mr. McDADE. I thank the gentle-

man for yielding to me.

Mr. Chairman, I just want to point
out that when my dear friend from
Michigan was addressing the House,
he used the figure of 3 percent as a
set-aside. That is not, of course, what
the figure actually is. The record
ought to be clarified.

Mr. DINGELL. One percent for 3
years,

Mr. McDADE. 1.25 is the set-aside.
My colleague, unfortunately, has mis-
stated the case. I may say he has en-
gaged in a bit if hyperbole, which i$
sometimes his way. -

The gentleman’s amendment wants
to exclude all HHS research, health-
related, not just NIH. The gentleman
tries ot obscure the issue and say we
are somehow trying to destroy the
cancer program at NIH.

The fact of the matter is that until
January of this year, if you were a for-
profit organization, you could not even
submit, an application of NIH; they
would not even accept it.

A witness. before our coxmmttee tes-
tified, a small, for-profit, job-creating,
tax-paying free enterprise business,
that the business had developed a
platinum-based derivative anti-cancer
drug effectively marketed all over the
world.

When that small business tried to
qualify for a NIH grant, they were re-
jected because they were a for-profit
organization. So, guess what they had
to do? They had to go out and form a
nonprofit corporation. Subsequent to
that, because they are so good, NIH
gave the nonprofit corporation two
grants, but not for a for-profit. ?

Mr. DINGELL. Mr. Chairman, will
the gentleman yield?

Mr. McDADE. I am delighted _to
yield to my friend, the gentleman
from Michigan.
~ Mr. DINGELL. I thank my good
friend for yielding to me.

That has changed; for-profit mstltu-
tions are now eligible.

Mr. McDADE. In what year was it
changed?

Mr. DINGELL. It has changed. -

Mr. McDADE. What year? They did
it in January of this year because they
saw this bill coming; that is the only
reason they changed.

Mr. MARRIOTT. Mr. Chairman, I
would just simply conclude by saying
that I have as much confidence in
small business’ ability in this area as I
do universities, big business, and other
Government agencies; and I am con-
vinced that this 1.25-percent set-aside
will do much more good and will, in
fact, create more jobs and ultimately
wind up with better innovations.

‘Mr. BEDELL. Mr. Chairman, will
the gentleman yield?

Mr. MARRIOTT. I would be happy
to yield to the gentleman from Iowa.

reason they cna.ngeu
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small business’ ability in this area as I
do universities, big business, and other
Government agencies; and I am con-
vinced that this 1.25-percent set-aside
will do much more good and will, in
fact, create more jobs and ultimately
wind up with better innovations.

‘Mr. BEDELL. Mr. Chairman, will
the gentleman yield?

Mr. MARRIOTT. I would be happy
to yield to the gentleman from Iowa.
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Mr. BEDELL. Mr. Chairman, I think
it should be pointed out the gentle-
man from Michigan pointed out the
peer review system; people should be
well aware that there are 2,000 peer

reviewers in the NIH grants, 8 of them

are business persons, and almost all of
the balance are college-related people.

If that is the peers we want to
review this thing, we had better be
well aware of exactly what that peer
review system is.

Mr. DINGELL. Mr. Chairman, I
yield 3 minutes to the distinguished
chairman of the Subcommittee on
Health and the Environment, the gen-
tleman from California (Mr. WAXMAN)
who is known for his concern for
health.

(Mr. WAXMAN asked and was given
permission to revise and extend his re-
marks.)

Mr. WAXMAN. Mr. Chairman, I rise
in support of the amendment to H.R.
4326 reported by the Committee on
Energy and Commerce. This amend-
ment would exempt biomedical re-
search supported by the National In-
stitutes of Health from the require-
ments of the bill.

The committee extensively consid-
ered the possible impact of H.R. 4326

on the Nation’s health research pro--

grams. In our deliberations it quickly
became evident that three factors
were the most important:

First, existing NIH policies regarding
the award of biomedical research
grants;

Second, recent changes in NIH poli-
cies regarding grant award to small
business; and

Third, evidence of a shortage of
funds to support the development of
new health care technologies.

The first purpose of the Commerce
Committee amendment is to maintain
the long-standing NIH policy of
awarding Federal biomedical research
grants strictly on the merit of the pro-
posed research. This policy has served
the Nation well by assuring the public
that its money has always heen invest-
ed in the very highest quality science.
Our rapid progress in the understand-
ing and treatment of conditions as di-
verse as leukemia, coronary artery dis-
ease, and diabetes testifies to the
wisdom of this approach.

A set-aside of funds provided for one
class of scientists would be the very
antithesis of this traditional NIH
policy. H.R. 4326 would divert over $50
million during just the next 3 years
from promising investigator initiated
projects. This $50 million—enough to
support 350 highly rated research
projects—would intensify the disrup-
tions in the Nation’s best research lab-
oratories due to the President’s fiscal
year 1982 and 1983 budgets.

The second reason for the Com-
merce amendment is that a set-aside
of NIH funds for small businesses is
not necessary at this time. NIH has
not ignored the need for greater atten-
tion to the small business community.
Within the past year NIH has estab-

from promising mvestxgator mmacea
projects. This $50 million—enough to
support 350 highly rated research
projects—would intensify the disrup-
tions in the Nation’s best research lab-
oratories due to the President’s fiscal
year 1982 and 1983 budgets.

The second reason for the Com-
merce amendment is that a set-aside
of NIH funds for small businesses is
not necessary at this time. NIH has
not ignored the need for greater atten-
tion to the small business community.
Within the past year NIH has estab-
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lished three new policies with regard
to small business firms:

First, scientists from for-profit firms
are now eligible to receive NIH re-
search grants for the first time;

Second, scientists from for-profit
firms are now being appointed to NIH
peer review committees; and

Third, for-profit firms are now al-
lowed to retain the rights to patents
developed with Federal funds. ‘

These new policies will insure that -
scientists associated with small busi-
ness firms will play a greater role in
the NIH’'s future research program.
This greater role, achieved through
the traditional competitive process,
will not compromise our Nation’s tra-
dition of scientific excellence.

To insure that these policies are ac-
tively pursued by NIH, yesterday the
Energy and Commerce Committee re-
ported H.R. 6457, the Health Research
Extension Act of 1982. H.R. 6457 in-
cludes specific provisions requiring the
NIH to publicize the new rules making
for-profit entities eligible for NIH
grants and to appoint individuals af-
filiated with small business firms to
NIH peer review committees.

Finally, the major argument made in
support of H.R. 4326 is that there is a
need for additional funds to support
the development of new technologies
in the United States. It is suggested
that increased applied technological
research would improve the economy.

The committee has reviewed the evi-
dence regarding this argument and be-
lieves that, no matter how it may
apply in other sectors of the economy,
it does not hold in the health care -
field. Most biomedical research sup-
ported by NIH does not result in a
marketable product but in knowledge
which is used to change medical prac-
tice or as the basis for further re-
search.

The majority of health research sup-
ported by the Department of Health
and Human Services is basic investiga-
tor initiated research. By definition,
basic research is inherently different
from applied or developmental re-

search which small businesses have -

historically conducted. Basic research
is rarely, if ever, initiated for its com-
mercial potential.

In the two health care fields in
which marketable products are pro-
duced, drugs and medical devices, in- .
dustry surveys do not indicate a lack
of financial support for research or of
a lack of new products. Private sector
support is so well established that the
Federal Government, by and large,
avoids supporting work in these two
areas.

Evaluations of the role of technol-
ogy in the health care field suggest
that better managed, rather than
more, technology is the critical need.
Studies show that up to 75 percent of
hospital cost increases is attributable
to new technologies and procedures.
With hospital costs now increasing at
the rate of over 18 percent per year,
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medical technologies and procedures
will add as much as $3 billion to the
cost of Federal health programs in the .
fiscal year 1983 budget. = "

Mr. Chairman, my criticism of this
legislation and support for the Com-
merce Committee-amendment should
not be construed as opposing small
business or the well-intended purposes
of this legislation. I am well aware of
the integral role  these institutions
have played in the growth and produc-
tivity of this Nation.

Small business can contribute to our
Nation’s health research effort but it
must do so constructively and in keep-
ing with our traditional policy of sci-
entific merit and competitive peer
review. Administrative changes at NIH
have already opened the grant process
to applications from small husiness,

The proposed quota system of grants
to small business contemplated by this
legislation is simply not necessary.
Support for the amendment is a vote
of confidence in the National Insti-
tutes of Health and a commitment of
this Congress to maintaining the high
standards of biomedical research in
which we have lead the world.

Mr. Chairman, I urge that later,
when we have the opportunity, we
adopt the amendment coming out of
the Committee on Energy and Com-
merce. I will personally vote against
the bill even if this amendment is
adopted for the reasons so eloquently
articulated by my colleague, the gen-
tleman from California (Mr. McCLoOs-
KEY) in his comments earlier. :

Mr. MADIGAN. Mr. Chairman, I
yield such time as he may consume to
the gentleman from Wisconsin (Mr.
RoTH). :

(Mr. ROTH asked and was given per-
mission to revise and extend his re-
marks.)

Mr. ROTH. Mr. Chairman, I am very
much in favor of this legislation. I
think it is going to be good for re-
search, good for development, good for
jobs, revenue enhancing, and most of
all, it is going to increase some produc-
tivity in this country.

Mr. Chairman, it has been said, “Re-
search is exploration of the unknow,
the untried, the unheard of; resources
to do this job should be carefully and
deliberately allocated.”

That is what we are doing here. In
my view and that of nearly 200 co-
sponsors of the bill in the House and
nearly unanimous support for the
Senate version of this legislation,
America’s small businesses are ‘“ex-
ploring the unknown, the untried, the
unheard of.” Therefore as a-former
member of the Small Business Com-
mittee, I am pleased to finally see this
bill come before us today. This bill “al- -
locates resources to do this job”’—re-
searching and developing.

This is a jobs bill. Small businesses
create 69 percent of the new jobs in
our country. We are talking about a
levql of funding insignificant in com-
barison to the Federal budget we have
Spent months past authorizing and

g
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months ahead appropriating. This is
$40 million this year to go to small
business to create jobs. )

This is a revenue-enhancing bill, too.
These R. & D. funds will be allocated
to small businessmen and women who
pay taxes. As we know all too well,
small business survives by finding new
products, making new products, and
creating a market for new products:
Seldom is this done as expeditiously
and efficiently in the public sector or
in academia.

This is a productivity bill. A quick
look at the past 10 years domestic and
foreign patent awards gives one a true
picture of the decline in innovation
and productivity. Small business can
and will create the new “whatits” and
“gidits” that will propel us into the
21st century.

Let us view this legislation in the
proper perspective. What is good for
America’s economy today. is what is
good for small business. Let us get on
with it. Let us pass the Small Business
Innovation Development Act and see
small business lead the way to more
jobs for American workers, more Fed-
eral revenue to balance the budget,
and greater innovation and productiv-
ity to renew America’s image and

reputation abroad. Let us pass this:

very timely and important legislation.

Mr. MADIGAN. Mr. Chairman, I
yield 3 minutes to the gentleman from
Ohio (Mr. WEBER).

(Mr. WEBER of Ohio asked and was
given permission to revise and extend
his remarks.)

Mr. WEBER of Ohio. Mr. Chairman,
I probably will ' not need to take my
full 3 minutes, but I just want to rise
again to assert my strong support for
this bill and to point out that this is
not a budget cut. It is a set-aside, or a
put-aside; it is an allocation of only 1
percent out of the budgets of the dif-
ferent agencies that are affected to
make these agencies more cost effec-
tive in the utilization of their funds.

It is not'a cut in the budget; it is

simply a direction as to how these
funds are to be spent. in order to make
them more cost effective.
- The second point I want to make is
that it is news to me that the National
Institutes of Health is suddenly so cost
effective as to be an example of the
way in which Federal dollars should
be spent. I have read reports in the
newspapers that would say just the
opposite.

We need this legislation. We need to
vote for it. We need to defeat the
weakening amendments that have

‘been suggested here today, in order to
.make agencies such as the National In-

stitutes of Health utilize their dollars
in a more cost-effective way.

Mrs. SNOWE. Mr. Chairman, will
the gentleman yield?

Mr. WEBER of Ohio. I would be
happy to yield to the gentlewoman
from Maine.

Mrs. SNOWE. I think it is also im-
portant to point out the fact is that
even at the maximum rate, 1% per-
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cent, at the end of 4 years, because we
are talking about gradual increments
in the next few years in which this
money would be set aside for research
and development. This bill would set
aside $377 million .out of a $43 billion
research and development budget here
in the Federal Government.

So that is all we are talking about,
and I do not think that figure is a lot
of money when you consider the over-
all research and development budget.

Mr. WEBER of Ohio. I thank the
gentlewoman for pointing that out.

Mr. McCLOSKEY. Mr. Chairman,
will the gentleman yield for a question
to the gentlewoman? :

Mr. WEBER of Ohio. I would be
happy to yield to the gentleman for
that purpose.
~ Mr. McCLOSKEY. I thank the gen-
tleman for yielding.

Mr. Chairman, this debate, I think,
is crucial, and some of the people I re-
spect most in the House favor this bill.
But note what the Members are doing.
They are setting up a $377 million pro-
gram to make money for small busi-
ness. It is that specific goal that this
bill has in mind.

On page 5, they make it clear that
they set up a three-phased program:
First, the Government will seek out
small businesses to determine the
merit of ideas submitted to the pro-
gram; second, to develop those pro-
posed ideas to meet the Government
need; and third, where appropriate, a
third phase in which non-Federal capi-
tal pursues commercial applications of
the research and development, which
may follow on. :

Now, if it is desired to set up this
program separately, if we want to set
up a program to give $377 million . to
stimulate small business, we could not
do it: But we have done it in this bill
by taking it out of the existing re-
search programs.

Why? '

The CHAIRMAN. The time of the
gentleman has expired.

Mr. McCLOSKEY. Mr. Chairman, I
would ask for 2 additional minutes. I
did not mean to ask the question and
submit an argumentative statement.

The CHAIRMAN. The gentleman
from Illinois (Mr. MADIGAN) controls
the time. -

Mr. MADIGAN. I do not believe the
gentleman has that much time to yield
at this point. I believe I have only 2%
minutes remaining,

The CHAIRMAN. The time of the
gentleman from Ohio (Mr. WEBER) has
expired. The gentleman from Illinois
(Mr. MapicaN) has 2% minutes re-
maining. The gentleman from Michi-
gan (Mr. DINGELL) has 4 minutes re-
maining.

Mr. DINGELL. I will yield 1 minute
to my good friend, the gentleman from
California.(Mr. McCLOSKEY).

" Mr. McCLOSKEY. I thank the gen-
tleman for yielding.

For that 1 minute, I wonder if I
could ask the gentlewoman from
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maining.

Mr. DINGELL. I will yield 1 minute
to my good friend, the gentleman from
California.(Mr. McCLOSKEY).

" Mr. McCLOSKEY. I thank the gen-
tieman for yielding.
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‘Maine to come back: If this program
has merit, why not a separate bill to
set up a $377 million program to help
small business? Why take it out of the
existing programs for the benefit of
the Government?

Mr. DINGELL. If the gentleman

from California will yield, I would ob-
serve that the reason the Small Busi-
ness Committee is doing this is that
they have as much chance getting
elected Pope as they do have of get-
ting a program of this kind through
without riding on the backs of other
programs that are not only desperate-

ly important to the national interest,

but that are being also badly cut.
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Mrs. SNOWE. I would be happy to
respond.

The CHAIRMAN. The time of the
gentleman has expired.

Mr. DINGELL. Mr. Chairman, I
yield 30 seconds to my good friend the
gentleman from Wisconsin (Mr.
OBEY). ‘

Mr. OBEY. Mr. Chairman, I would
simiply like to say that I think it would
be a great mistake if we do not adopt
the Dingell amendment. I know this is
well intentioned, but it reminds me of
something Archie the Cockroach once
said. He said, “Did you ever notice

that when a politician™ does get an-

idea, he gets it all wrong?”’

This is all wrong-as it‘relates ‘to NIH.
The programs .are importa,m;,tgﬂo im-
portant to begin the proegsgby which
the politicians take over the-dfFeétion
of money rather than having it:spelled
out straight through peer review, with
no other considerations.

Mr. MADIGAN. Mr. Chaxrman I
yield myself'-such time as I may con-
sume.
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award money on the basis of who is
going to do it? It does not seem to me
that that makes-any sense at all. If we

“have made all these advances in what

we know about the practice of medi-
cine today as a result of research ef-
forts undertaken by the National In-
stitutes of Health, why in the world do
we want to change that and allocate a
portion of that money to people who
fundamentally are involved in applied

research, when what we are talking

about at the National Institutes of
Health is basic research? I do not
think that is the kind of change that
is in the best interests of this country,
the taxpayers or the people who will
suffer from the various health prob-
lems in which the National Institutes
of Health has correctly mterested
itself.

So, I would urge that at the appro-
priate time the committee support the
amendment to remove the National
Institutes of Health from the provi-
sions of this bill.

The CHAIRMAN. All time allocated
to the gentleman from Illinois has ex-
pired.

The gentleman from Michigan (Mr.
DingeLL) has 2% minutes remaining.

" Mr. DINGELL. Mr. Chairman, 1
would like to reserve my time.

The CHAIRMAN. Under the prece-

dents the gentleman will have to use -

his time at this point or yield it back.

Mr. DINGELL. Mr, Chairman, I will
yield to my dear friend from Califor-
nia for 1 minute, and then I will use
the balance.

Before I do so, may I inquire of our
good friends on the Small Busmess
Committee—

The CHAIRMAN. As the primary
managers of the bill, that committee
was, able to reserve timé and has re-

Mr. Cha.lrma.n, I think the gentle-«- §ewed time under the precedents.

man from Michigan (Mr. DINGELL) in~
his opening remarks said this as well
as it could possibly be said. Mr.
McDabE from Pennsylvania has talked
about the particular circumstances
where a company, in order to get
money, had to go out and form a non-
profit corporation. I think just the re-
verse would happen if this legislation
were enacted, and that is what Mr.
DingeLL has said, that universities and
other people now involved in doing
this kind of work are going to form
for-profit corporations.

I think what we should be looking at
here is accomplishments rather than
who is doing this or who may be doing
it in the future.

A very noted cdrdiologist, very well-
known to every Member of this House,
‘has told me that 70 percent of what
we know about medicine today we
have learned in the last 30 years, and
almost all of that knowledge has been
generated -as a result of research ef-
forts funded by the Government of
the United States. The question is, do
we want to continue making that kind
‘of progess, or do we want to reverse
our direction altogether, and instead
of looking- at what is done, try to

Mr. DINGELL. To continue my in-
quiry, am I not able to reserve time
also?

The CHAIRMAN. The Small Busi-

ness”Committee is the primary man-
ager of the bill, and for that reason
the Chair has accorded them the privi-
lege of reserving their time and has
not agreed to accord that privilege to
any of the other committees.

Mr. DINGELL. Is that in the rule,
that forecloses the other committees?

The CHAIRMAN. Under the prece-
dents they have the right of close
debate.

Mr. DINGELL. Mr. Chairman, I
yield 1 minute to my good friend from
California (Mr. McCLOSKEY).

Mr. McCLOSKEY., Mr, Chairman, I
thank the gentleman for yielding. I
would like to just make the point that
I was trying to make when we ran out
of time earlier, that is, this Nation has
a tremendous stake in- this research
being conducted on the university
campuses. Clearly, what the Small
Business group wants to do with this
amendment is take the money away
from university research- programs
and give it to small business. I do not
think that is basically right at a time

it in the future. - -

A very noted cdrdiologist, very well-
known to every Member of this House,
“has told me that 70 percent of what
we know about medicine today we
have learned in the last 30 years, and
almost all of that knowledge has been
generated as a result of research ef-
forts funded by the Government of
the United States. The question is, do
we want to continue making that kind
'of progess, or do we want to reverse
our direction altogether, and instead
of looking- at what is done, try to
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when we are in confrontation with the
Soviets on the development of scien-
tists and engineers and when this ad-
ministration has proposed to cut back
entirely the graduate student pro-
grams.

Most of the research that has gone
from the National Institutes of Health
to college campuses has advanced the
cause of medicine. Indeed, ever re-
search program exeept Defense has
been cut back in recent years, and the
cutback in constant dollars will
amount to 10, 20, or 30 percent in all
of them except Defense. This means
that the great universities which are
engaged in graduate programs and
which provide our basic research base
will be losing funds to profitmaking
businesses. I submit that this is
unwise.

(Mr. DINGELL asked and was given
permission to revise and extend his re-
‘marks.)

Mr. DINGELL. Mr. Chairman, the
Energy and Commerce Committee,
concerned about the Natiop’s health
and its research programs, has by

overwhelming vote recommended that

an amendment be adopted by this
committee which would exclude the
budgets of National Institutes of
Health from this raid. ’

Mr. Chairman, this amendment
which will be offered is supported by’
the American Medical Association; it is
supported - by the ,Association of
American Medical Colleges; it is sup-
ported by the American Cancer Soci-
ety, the American Heart Association,
and the American Lung Association. It-
would preserve intact the great re-
search program in health which now

-goes on, and which is surrounded by

very careful peer review.

Now, complaint was made that there
are no small businessmen on those
peer review panels. That is entirely
proper, because the peer review work
is done by scientists who are engaged
in the work. It is some of the most suc-
cessful health legislation in the world,
and it is some of the most successful -
health research that is conducted in
the world. To raid that money at a
time when it is being cut now by the
budget being brought forward; to
reduce its levels of expenditure by $50
million in the next 3 years, would be
wrong in every sense.

The CHAIRMAN. The time of the
gentleman has expired. All time allot-
ed to the Committee on Energy and
Commerce has expired.

At this point the Chair will recog-

-nize, on behalf of the minority of the

Committee on Armed Services, the
gentleman from Pennsylvania (Mr.
NEeLL1GAN) for 15 minutes.

Mr. NELLIGAN. Mr. Chairman, I
yield myself as much time as I may
need.

Mr. Chmrman, there has been an
awful 1ot of discussion in this body in the
past year or year and a half about small
business and- the importance of small
business to this Nation. I do not think_

Callluriita WVLL, VAU LUDDL I /.

Mr. McCLOSKEY. Mr. Chairman, I
thank the gentleman for yielding. I
would like to just make the point that
I was trying to make when we ran out
of time earlier, that i is, this Nation has
a tremendous stake in: this research
being conducted on the university
campuses. Clearly, what the Small
Business group wants to do with this
amendment is take the money away
from university research programs
and give it to small business. I do not
think that is basically right at a time
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Mr. NELLIGAN. Mr. Chairman, I
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Mr. Chairman, there has been an
awful lot of discussion in this body in the
past year or year and a half about small
business and the importance of small
business to this Nation. I do not think_




June 17, 1982

there is anybody in this body who
would say that weé should not help
small business as much as we possibly
can.

I think it is very interesting, if we
take a look at the legisiation which af-
fects DOD, or amendments which
affect DOD, once again we find our-
selves saying that we want to help
small business, but the Department of
Defense shoukl not heip small busi-
ness, and even money for nuclear af-
fairs should not be used to aid small
business.

I guess I say, “Here we go again.”
Once again we are casting the Depart-
ment of Defense in the image of a
sacred cow so that all other programs
should help the small businessmen of
this country, but not DOD, not the
Department of Defense.” As one who
represents the Northeast, or a portion
of the Northeast, I would really like to
point out that 50.4 percent of the
taxes of this country come from the
Northeast and the Midwest part of the
United States. Yet, approximately 33
percent of the defense budget goes
back to the Northeast and Midwest
parts of the United States. The people
of these areas, these regions, are be-
ginning to wonder when their huge in-

- cvestment in national defense—and

they will understand the importance
of this—when it is going to benefit
them, when some of this defense
money will come back {0 the North-
east and the Midwest, and when some
of this deferise money indeed will help

" ~the small businesses.

I think it was just yesterday, per-
haps, it was said that the largest.
number of small businesses in the
United States went under just a-
month ago. I maintain that the De-
partment of Defense should not be ex-
cluded from the provisions of this pro-
posed legislation. The Department of
Defense should be doing all it can to
help small business, and I believe that

if this legislation passes, we will find

ourselves in a position where the de-
fense budget in the Department of De-
fense can come to the aid of small
business.

There have been those who are con-
cerned and say, “Well, a good portion
of the defense budget now goes to help
small business anyway, so why do we
need this legislation?”

I would only point out that that is
voluntary; that at any time the De-
partment of Defense can change that,
which is my understanding, and I
think the Department of Defense
should be made to help small business
just as much as any other agency of
the U.S. Government,

Mr. McDONALD. Mr.
will the gentleman yield?

Mr. NELLIGAN. I yield to the gen-
tleman from Georgia.

Mr. McDONALD. Mr. Chairman, 1
appreciate the gentleman yielding for
a question.

I ask the gentleman whether or not
he is representing the minority posi-
tion on the Armed Services Committee

Chairman,
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on this, because the Armed Services
Committee is offering amendments to
this, because at the preseat time the
DOD in R. & D. has 7.4 percent going
to small businesses, and yet the small
business base is 5.5. In other words; we
are beyond the smail business base at
this time. The question is, if we are al-
ready beyond the 5.5, why do we nced
a set-aside?

Mr. NELLIGAN. The only way Ican
answer that is that it is voluntary, and
what I am concerned with is that if it
is not made a part of this legislation,
as I said before, the DOD can change
this base any time they wish to do so.
My concern is that, as I stated earlier,
that I think that where, so far as it is
humanly possible, that the northeast
and the midwest part of these United
States, which pays most of the taxes
in this country, get{ its fair share of
this defense budget. That is why Lam

standing here today making this plea.

Mr. McDADE. Mr, Chairman, wiil
the gentieman yield?

Mr, NELLIGAN. I yield.

Mr. -McDADE. Mr. Chmrman, the
gentleman has answered the question
eloquently when he stated that the
DOD—and it is to their credit, and
should be recognired by ali—has cre-
ated an SBIR. DOD is the only agency
that has voluntarily done so. It has ex-
ceeded the levels this bill sets for the
first year in a program that is respon-
sive to the Presidential directive.

Nobody else has, and they are doing it

on a voluntary basis. This is why there
should not be any disagreement be-
tween the Arnied Services Committee
and us, because, as my friend has
pointed out, they have exceeded our
floor.

Ours is a floor, not ‘a ceiling. And
DOD has exceeded that floer. They..
are over that, but it is a goal, as my -
friend has so eloguently said, that
opens the doors on a voluntary basis,
and all we can do is say there is a stat-
utory floor inserted. The program:is so
successful that there are 10 fundable
applications for every one funded.
'g:ere were 10 denied for each award-

So what my friend says is so impor-
tant for this House to realize; we are
putting in a floor, not a ceiling. The
competition is there, it is vibrant,
There*is no reason to believe that we
are in any way interfering with the ac-
tivities of the Defense Department. In
fact, this opens up the door to some
competition, but we do not leave it to
the whim of somebody down the road
to say, “Well, I am just not going to
comply with the Presidential direc-
tive,”

Mr. McDONALD. Mr. Chairman, if
the gentleman will yield further, if the
DOD now has 7.4 percent, am I there-
fore to assume that this legislation
would not cause an eventual 1.25 set-
aside as long as they maintain, say,
7.4? In other -words, are we therefore
exempted from the set-aside?

Mr. LAFALCE. Mr. Chairman, if I
may answer the question, that would
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not be correct. The 1.25 which we
would ' eventually achieve for DOD
over a 5-year period rather than a 4-
year period is separate and apart. It
may be on top of or it may be a part of
the figure that you use, assuming the
accuracy of that figure. It does have to
be above and beyond that af all.

As long as I have the opportunity to
answer that question, let me also point
out this very salient fact, especially to
the members of the Armed Services
Committee: The Department of De-
fense has testified on behalf of this
bill, believing that it would be wise to
have this enacted into law for every
agency in the Federal Government, in-
cluding DOD.

Mr. McCLOSKY. Mr. Chairman, will
the gentleman yield for a clarifying
question?

Mr. NELLIGAN. I yield to the gen-
tleman.

0 1400 .

Mr. McCLOSKEY. Mr. Chairman,

the precise language of the hill reads

as follows, and I wish our colleagues

would read this bill before we voite snx

it. Let me quote from it at line 16,
page T:

Funding agreements with small business -
.concerns for research or research and devel-

opment which” result from competitive or
single source selections other than under a-
small business innovation research program
shall not be counted as meeting any portion
of thei%evge.mage requirements of this sub-
sectigng, 3+

T may “ask- this of the gentleman
from the committee, that means, as I
understand it, that if Defense did 7.2
percent this year, it would have to do
5 years from now an additional 1.25 .
percent in addition td the 7.4 percent?

Mr. LAFALCE. Not at a.ll. No, not at
all.

What we are saying is that you must
have a separate SBIR program, but
that 1.25 percent could easily be part
of the 7.4 percent.

Mr. McCLOSKEY. That is my point,
because under the amended bill, not
the original bill, if the Defense De-
partment wanted to dismantle its ex-
isting program, which is giving 7.4 per-
cent to smail business, the only re-
quirement under law then Would be
the 1.25 percent?

Mr. LAFALCE. No, no. I say to the -
gentleman from California (Mr. Mc-
CLOSKEY) there are still separate goal-
ing requirements as-a part of 95-507.
Those goalings requirements would
not ber negated in any way. However,
the earmarking of 1.25 percent for this
special type of program, which is not a
set-aside program in the traditional
sense in which the word is used, allows
you to manage those specific contracts
in which your request for specific pro-.
posals are let. ‘

Mr. McCLOSKEY. But we have
done that.

Mr. LAFALCE. No. We have done
that.

Mr. McCLOSKEY. There have been
no hearings on this amended bill by

e
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any of the other committees. I am re-
ferring to H.R. 6057, which is in the
committee’s language. e =

Mr. LAFALCE, Soam 1. -

Mr. McCLOSKEY. The language of-
that bill says, “1.25 percent in all sub-
sequent years,” and then you say that
you shall not make any amount which
exceeds that percentage nor any
which is less, or in effect you have said
that 5 years from now 1.25 percent, no
more and no less, must be set aside
and that must be worded to small busi-
nesses. Is that not correct?

Mr. LAFALCE. What we are saying is
that that must be awarded under the
SBIR program. It has nothing to do
with the total amount that might be
awarded to small business in separate
programs other than the SBIR pro-

Mr McDADE. Mr. Chairman, will
the gentleman yield?

Mr. McCLOSKEY. All right. I am .

responding to the gentleman from
Pennsylvania, .

The CHAIRMAN. The Chair will
state that the time is controlled by the
gentleman from Pennsylvania (Mr,
NELLIGAN).

Mr. NELLIGAN. T yield to the gen-
tleman from Pennsylvania (Mr.
McDaADE). .

Mr. McDADE. Mr. Chairman, let me
ask; is it-not true that what we ate

“Stalking about is a goal?

Mr. LAFALCE. Anything the gentle-
man from Pennsylvania says is true
today.

Mr. McDADE. Let me tell you about
the goal we would like to see agencies
achieve. DOD is doing a good job of
going toward its own goal under Presi-
dential directive. That directive has
been in effect under two administra-
tions now, but our committee is now
‘creating only a floor.

Mr. " McDONALD. Mr. Chairman,
will the gentleman yield?

Mr. NELLIGAN. I yield to the gen-
tleman from Georgia.”

Mr. MCDONALD. Mr. Chairman, I
apprecxa.te the gentleman’s yielding.

I 'would like to quote the testimony
of Mr. Long from DOD. “We have
looked into this matter of R. & D. con-
tract awards.”

I would like to- quote Mr. DeLauer
from DOD in testifying on the father
of this bill, because this bill was not
actually reviewed. We did not have an
opportunity to review this before the
R. & D. Subcommittee of the Armed
Forces Committeé,

Mr. DeLauer said:

1 am not for forced set asides in any areas.
Now, whether we need it in order to stimu-
late small business is someone else’s point of
view. I don’t think we do. I think we need to
set goals: I think we ought to emphasize it. I
think we ought to assess how our people,
the people we let contracts to, spend their
money meeting those goals.

And then further on we had the tes--

timony of Mr. Long, questioned by the
gentleman from Alabama (Mr. DICKIN-
SON). Mr. DICKINSON was d1scussmg
this, and he said:

Mr. DeLauer saidr

1 am not for forced set asides in any areas.
Now, whether we need it in order to stimu-
late small business is someone else’s point of
view. I don’t think we do. I think we need to
set goals. I think we ought to emphasize it. I
think we ought to assess how our people,
the people we let contracts to, spend their
money meeting those goals.

And then further on we had the tes--
timony of Mr. Long, questioned by the
gentleman from Alabama (Mr. DICKIN-
SON). Mr. DICKINSON was d1scussmg
this, and he said:
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Now, in talking to Dr. DeLauer about this
he said he did not support H.R. 4326, but he
would support S. 881. I have got a feeling we
are dealing with semantics here. He would
prefer this as the lesser of two evils but
would prefer neither. If that were the case,
is that your feeling?

Mr. Long. Well, I think we as part of an
administration must recognize, Mr. Dickin-
son, the position of the administration.

Mr. DickInsoN, I am not asking you the
position of the administration. You prefer
one over the other, but you would really
prefer neither, is that correct?

Mr. Long. That is Bill Long’s personal
view.

The CHAIRMAN. The Chair recog-.
nizes the gentleman from Alabama
(Mr. DICKINSON).

(Mr. DICKINSON asked and was
given permission to revise and extend
his remarks.)

Mr. DICKINSON. Mr. Chairman, let
me say that I am sorry I was not here
at the beginning of the debate, but
speaking for the chairman of the Com-
mittee on Armed Services, who was
also the chairman of the Research and
Development  Subcommittee, and
myself, we are very concerned about
what is attempted here and what on
its face looks like a-wvery good thing.
And who could be against small busi-
ness? Everybody is for small business.

What we are worried about, though,
is the effect of what, under the idea of
helping small business, would happen,
what its ultimate effect would be.

Now, this is something that I have

discussed with the members of the
Small Business Committee, and there
is a differeence of opinion as to the
effect of the law. The Department of
Defense is awarding 7.4 percent of its
"business in research and development
to small business. This bill would only
require 1.25 percent. We have no prob-
lem with that, even though it comes
out of a very small base, because once
you take all the major weapons sys-
‘tems, the MX system, the B-1, and so
forth, it gets down to a smaller and
smaller amount to deal with. When
the in-house R. & D. is removed a very
small base remains. .

The Department of Defense is al-
ready doing 7.4 percent of its research
with small business.

Mr. ADDABBO. Mr. Chairman, will
the gentleman yield?

Mr. DICKINSON. Yes; I am pleased
‘to yield to my friend, the gentleman
from New York.

Mr. ADDABBO. Mr. Chairman, I
thank the gentleman for yielding.

If the gentleman would allow me to
read this, that is the reason I believe
that the Department of Defense sup-
ports this bill so wholeheartedly.

We have Mr. William Long, the
Deputy Under Secretary of Defense
for R. & D., who testified before the
Committee on, Armed Services on
March 10 concerning this very bill,
and he said:

The Defense Department strongly ‘ sup-

ports the position the President has taken
in lending his assistance to the passage of
“the bill, as the Defense Department owes
much of its success in military research and

development, advances to the efforts Of
small high technology firms.

They are doing it. There is nothing
in this bill that is going to cause them
to do anything more than what they
were doing until 5 years from now. SO
why do we need the bill? The reason
we need the bill is that because over
the years—and I had chaired this Sub-
committee on Oversight for many
years—DOD did absolutely nothing.

They are starting to move ahead,
and now we say, “Oh, fine. We com-
mend you for what you are doing. You
do not have to do anything more than
what you are doing. Just continue
what you are doing.”

We just want to make sure that they
do not lag back.

Mr. DICKINSON. Mr. Chairman, I
agree with that. But before my time
expires, let me ask, is it the gentle-
man’s understanding—and I will ask
the gentleman from Pennsylania (Mr.
McDabE) this question also in just a
moment—is it the gentleman’s under-
standing that if this bill requires 1.25
percent set-aside for small business
and the Department of Defense is al-
ready doing over T percent, it would
not be affected, and this is filling the
need the bill would- require? Is that
the gentleman’s understanding?

The CHAIRMAN. The time of the
gentleman from Alabama (Mr. DICKIN-
soN) has expired.

Mr. DICKINSON. Mr. Chairman,
may I ask unanimous consent to pro-
ceed for 2 additional minutes?

The CHAIRMAN. The Chair will
state that that request is not in order.

Mr. DICKINSON. May I ask, Mr.

Chairman, who has the time?

The CHAIRMAN. The Chair will
state that the gentlema.n from New
York (Mr. BINGHAM) is recognized now
for 15 minutes. Perhaps the gentleman
from New York would yield time to
the gentleman.

Mr. BINGHAM. Mr. Cha.irman, I
yield 2 additional minutes to the gen-
tleman from Alabama (Mr. DICKIN-
SON).

Mr. DICKINSON. Mr. Chairman, I
thank my colleague, the gentleman
from New York (Mr. BINGHAM).

If I may continue my colloquy with
the distinguished gentleman from New
York (Mr. ADDABBO), are we in accord
now, that if DOD is doing more than
this bill mandates, which is 1.25 per-
cent, if DOD is doing it at the rate of 7
percent they are more than meeting
our obligation and will not be affected
by the bill?

Mr. ADDABBO. Mr. Chairman, if
the gentleman will yield, we will not
be affected because right now in set-
aside we are doing 0.08. We do not
reach 0.08 until the fifth year, so
there is nothing DOD has fo do under
this bill.

Mr. DICKINSON. So it is the gentle-
man’s understanding the Department
of Defense would not be affected until
at least 5 years because they are al-
ready doing more than is required?
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Mr. ADDABBQO. The gentleman is
absolutely correct.

Mr. DICKINSON. Mr. Chairman,.I
will ask my good friend and colleague,
the gentleman from Pennsylvania (Mr.
McDabg), is that his understanding?

Mr. BINGHAM. Mr. Chairman, I
had yielded to the gentleman from Al-
abama, but I weuld now like to reclaim
my time.

Mr. DICKINSON. Mr. Chairman, I
understood the gentleman gave me 2
minutes, and within those 2 minutes I
would like to develop this.

May I ask, is that the gentleman’s’

understanding? -

Mr. McDADE. Mr. Chairman, if the
gentleman will yield, we already did
this up in front of the Rules Commit-
tee.

Mr. DICKINSON. Is it correct that
if DOD is presently awarding 7 per-
cent to small business they will not be
asked anything further because this
only requires 1.25 percent?

Mr. McDADE. This is the floor, yes,
as far as. DOD is concerned, that is
what I thought was understood.

Mr: DICKINSON. We did under-
stand that, but the “legal beagles” got
behind this and said, “Hey, this is not
a set-aside. DOD is doing it already,
but this is not a set-aside, so that does
not count.”

But I want to Rnow if it is the gen-
tleman’s understanding that if DOD is
in fact doing it, that is enough?

Mr. McDADE. The gentleman will
recall when we were before the Rules
Committee, I read in the record the
position exactly as we stated it. I
concur in that position today, and I
commend the DOD for meeting its

goal. All we are doing. is putting in a -

floor which will require only a 1.25
percent set-aside over 5 years. This
program does not impact upon the
goal of which he speaks. The goal is
not mandatory. Only the 1.25 percent
is mandatory.

Mr. DICKINSON. Well, we have to
watch these lawyers, you know.

Mr. McDADE. I am delighted to con-
firm that with my friend, the gentle-
man from Alabama, and we are glad to
have his support of the bill.

Mr. McCLOSKEY. Mr. Chairman,
will the gentleman yield?

Mr. DICKINSON. I yield to the gen-
tleman from California.

Mr. McCLOSKEY. Mr. Chairman,
let me just read the bill because there
are a few lawyers in this House and we
are all supposedly lawmakers.

It says specifically, and I quote:

Funding agreements with small business
concerns for research or research and devel-
opment which result from competitive or
single source selections other than under a
small business innovation research program
shall not be counted as meeting any portion
of the percentage requirements of this sub-
section,

So If you are doing 7.4 percent
under the current law, you have got to
add 1.25 percent to it.

Mr. BINGHAM. Mrf. Chairman, I
. think I had better reclaim my.time.
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The CHAIRMAN. The 2 minutes
that were yielded to the gentleman
from Alabama (Mr. DICKINSON) have
expired. -

The Chair recognizes the gentleman
from New York (Mr. BINGHAM)..

Mr. BINGHAM. Mr. Chairman, I
appear on behalf of the chairman of
the Committee on Foreign Affairs, the
gentleman from Wisconsin (Mr. Za-
BLOCKI), who is in New York with the
President.

The Foreign Affairs Committee has
an interest in this legislation because
of its jurisdiction over the authoriza-
tion of funds for and policies of the
Agency for International Develop-
ment. Under the original bill, H.R.
4326, all of the R. & D. programs con-
ducted by AID would have been sub-
ject to the provisions of the bill. -

However, the revised bill, H.R. 6587,
addresses certain problems caused by
the inclusion of all R. & D. programs
and I would just- briefly refer to the
problems.

A good proportion of AID’s R. & D.
business is carried out through inter-
national agricultural and health re-
search institutions. We do not control
the way those institutions do their
work, and, therefore, it simply was in-
appropriate to seek to apply a set-
aside of the kind contemplated by this
legislation to such contracts.

By the same token, some of AID’s
R. & D. funds are spent through host
country contracts. AID consults with
the recipient country on the use of
these funds, but they are again con-
trolled by the recipient, in this case
the government which has responsibil-
ity for selecting contractors.

So the Committee on Small Business
has wisely decided that those two
types of contracts which AID engages
in should not be subject to the set-
aside provisions of this legislation. All
other R. & D. contracts which AID
has that are contracts made with U.S.
firms, U.S. enterprises, and U.S. insti-
tutions, whether profitmaking or oth-
erwise, are.covered by the legislation,
and we have no objection to that.

So the Foreign Affairs Committee
takes no position officially on the leg-
islation. We welcome the change from
the first version to the present version
and thank the Committee on Small
Business for that consideration.

Mr. Chairman, I have no further re-

quests for time, and I yield back the:

balance of my time.
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The CHAIRMAN pro tempore (Mr.
FoGLIETTA). The Chair recognizés the
gentleman from California (Mr. LAGo-
MARSINO), for 15 minutes.

(Mr. LAGOMARSINO asked and
was given permission- to revise. and
extend his remarks.)

Mr. ' LAGOMARSINO. Mr.. Chair-
man, I yield myself such time as I may
consume.

Mr. Chairman, I believe that the‘

compromise struck on the Small Busi-
ness Innovation Act is a considerable
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improvement over the original version.
I am pleased to see that the percent-
ages to be set aside for this program
have been reduced. I am also. glad to
see that AID’s overseas funding for In-
ternational Research Centers, as well
as grants for research by foreign gov-
ernments, have been excluded from
the bill. Since the purpose of the bill is
to improve small business innovation
in the United States, it follows, there-
fore, that funding for this goal should
be derived from domestic programs.
AID’s overseas research and develop-
ment programs fall outside this cate-
gory. They are often under the admin-
istration of host goverments, and they
often comprise only one component of
larger projects. Many of the programs
at the International Research Centers
are so specialized as to make specific
set-asides not realistic—I speak of in-
stitutions such as the Tropical Disease
Research Institute or the Diarrheal
Disease Research Center in Bangia-
desh.

Even while 1 agree that the AID
overseas exclusion is a good provision_
of the act, I still have problems with
the bill. I find it questionable to man-
date that specific portions of any
agency’s research and development
program should be earmarked for a
special type or size of business. The
significant issue is whether an agency
is spending its R. & D. money with
firms most qualified to undertake the
program, not whether certain firms
should receive contracts merely be-
cause of their small size. It does lock
in agencies to spend a fixed percentage
of their money with small firms with-
out comment on quality. And it will
not wash to say that the monitoring
agencies will insure that each R. & D.
program will pick only qualified firms.
Some types of research are unique,
and limit the range of firms that can
realistically undertake projects. And
when the end of the year comes, there
will be enormous pressure to issue con-
tracts or grants to small firms of mar-

" ginal ability or utility in order to be in

compliance with the law.

Overall, if a bill must be approved,
then I am pleased that AID’s funding
for international research centers and
grants to foreign governments are ex-
cluded from the bill’s provisions.

Mr. Chairman, I yield 2 minutes to
the gentleman from California (Mr. ’
MCcCLOSKEY). .

(Mr. McCLOSEKEY asked and was
given permission to revise and extend
his remarks.)

Mr. McCLOSKEY. Mr. Chairman,
what the ranking member, speaking
for the Foreign Affairs Committee,
has said represents what every com-
mittee. which has locked at this bill
within its own jurisdiction has, in
effect, said.

Defense has said “Exempt us.” Sci-
ence and technology would like to be
exempted. The National Institutes of
Health would like to be exempted.

It says specifically, and I quote:

Funding agreements with small business
concerns for research or research and devel-
opment which result from competitive or
single source selections other than under a
small business innovation research program
shall not be counted as meeting any portion
of the percentage requiremenm of this sub-
section,

So If you are doing 7.4 percent
under the current law, you have got to
add 1.25 percent to it.

Mr. BINGHAM. Mr. Chairman, I
think I had better reclaim my.time.
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The CHAIRMAN pro tempore (Mr.
FoGLIETTA). The Chair recognizés the
gentleman from California (Mr. Laco-
MARSINO), for 15 minutes.

(Mr. LAGOMARSINO asked and
was given permission- to revise. and
extend his remarks.)

Mr.  LAGOMARSINO. Mr.. Chair-
man, I yield myself such time as I may
consume

Mr. Chairman, I believe that the

compromise struck on the Small Busi-
ness Innovation Act is a eonsiderable
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given permission to revise and extend
his remarks.)

Mr. McCLOSKEY. Mr. Chairman,
what the ranking member, speaking
for the Foreign Affairs Committee,
has said represents what every com-
mittee. which has looked at this bill
within its own jurisdiction has, in
effect, said.

Defense has said “Exempt us.” Seci-
ence and technology would like to be
exempted. The National Institutes of
Health would like to be exempted.
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This portrays what is basically
wrong with this bill. The Small Busi-

ness Committee, in order to fry to ad-
vance small profitmaking businesses

has, in effect, said let us take $377 mil-
lion of the roughly $40 billion that is
advanced for Federal research, and let
us make sure that this 1.25 percent
goes to small profitmaking businesses;
we would like to transfer the research
from whomever is getting it today to
small business..

Mr. BINGHAM. Mr. Chairman, will
the gentleman yield?

Mr. McCLOSKEY. 1 yield to the
gentleman from New York.

Mr. BINGHAM. I thank the gentle-
man for yielding. I think the gentle-
man should be careful to say that the
Foreign Affairs Committee asked for
exclusion of certain types of contracts
entered into by AID and did not ask
for the exclusion of contracts made by
AID with U.S. firms and institutions.

Mr. McCLOSKEY. But the reason
you do not have to do that, I might
-say to the gentleman from New York,
is that by excluding those internation-
al programs, you fall below, this year,
the $100: million floor that is applica-
ble. Next year or 5 years from now or
10 years from now when you may be
above that $100 million threshold then
you will have to face that problem.

By excluding your international pro-
grams you in essence remove yourself
from the bill altogether today. But not

_necessarily 5 years from now.

Mr. BINGHAM. If the gentileman
will yield further, that was not basic
to the thinking of the committee. As g
matter of fact, AID does much better
in meeting percentages in its contracts
for goods and services with U.S. insti-

. tutions today. .

Mr. LAGOMARSINO. Mr. Chair-
man, I yield 3 minutes to the gentle-
man from Ohio (Mr. WEBER).

(Mr. WEBER of Ohio asked and was
given permission to revise and extend
his remarks.)

Mr. WEBER of Ohio. Mr. Chairman,
I would like to speak to the guestion
about whether there is venture capital
to- fund innovation by small firms as
has been suggested by some of the
speakers today.

The availability of venture capital
for a eompleted prototype is not the
issue here.

Federal funding for research is the
issue that this bill addresses. Our goal
in this legislation is to get the best,
most cost-effective expenditure for re-
search and development possible for
the Federal Government.

Most venture capital today is availa-

ble to companies that deploy and sell-

products. It is not generally available
to firms which are involved in re-
search. There are very few dollars that
are available for funding the type of
feasibility and development work that
precedes the equity funding of high
technology companies. .

This bill fills the gap for small com-
panies between funded research work
and the commercial exploitation of a

IIUSL CudL"TiiCLvwuir e myw-.vu..v e
search and development possible for
the Federal Government.

Most venture capital today is availa-
ble to companies that deploy and sell-
products. It is not generally available
to firms which are involved in re-
search. There are very few dollars that
are gvailable for funding the type of
feasibility and development work that
precedes the equity funding of high
technology companies. .

This bill fills the gap for small com-
panies between funded research work
and the commercial exploitation of a
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product by the venture capital com-
munity.

It is very clear that we need this leg-
islation for that purpose, to fill that

I yleld back the balance of my time.

Mr. LAGOMARSINO. Mr. Chair-
man, I yield back the balance of my
time.

The. CHAIRMAN. The Chair now
recognizes the gentleman from Florida
(Mr. Fuqua) for 15 minutes.

Mr. FUQUA. Mr. Chairman, I yield
myself 6 minutes.

(Mr. FUQUA asked and was given
permission to revise and extend his re-
marks.)

Mr. FUQUA. Mr. Chairman, I want
to commend my colleagues from the
Small Business Committee, particular-
ly the gentleman from Maryland (Mr.
MircuELL), the gentleman from New
York, and my friend from Pennsyl-
vania, and others who have worked so
hard to bring this bill {o the floor.

I think our motives are all the same,
that we support the involvement of
small business and what they can do
about improving productivity and in-
novation in our country.

- I think in working in behalf of small
business that indeed our goals are the
same and we are trying to achieve the
same things. But the thing that con-
cerns me about this bill is the manda-

" tory set-aside which changes the deci-

sionmaking process from this Congress
to the bureaucrats in OMB. That is
the basic issue.

It is not a question of whether we
have 2 or 3 or 1 percent set-aside. It is
a fact that this congress would have
no choice in where the priorities
should be or participate in the deci-
sionmaking process under the manda-
tory set-aside.

My colleagues ought to think about

t.

Mr. Chairman, I rise to speak about
the bill, H.R. 4326, the Small Business
Innovation Development Act. The bill
contains the very worthwhile goal of
broadening the opportunities for small
business innovation, but also contains
a major problem in giving the power
to fund over to OMB instead of to our
authorization and appropriations com-

I want to commend the gentleman

- from- Maryland, the distinguished

chairman of the Smali Business Com-
mittee, for his efforts to bring the
Congress attention to the fremendous
potential which lies in the Nation’s
small, high technology businesses. The
Committee on Science and Technology
has a long-time interest in innovation
and productivity, and in particular, in
small business innovation. In fact, this
legislation is modeled on the success-
ful national science program author-
ized by our committee. During the
96th and 97th Congresses, the commit-
tee has held numerous hearings on the
subject of small, high technology

firms and innovation. The commitiee

has been particularly interested in
finding ways to stimulate the innova-
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tive capabilities of the small, high
technology - firms, _particularly as
trends reflect declining rates in our
Nation’s innovation and productivity.

The committee has also been inter-
ested in encouraging small business in-
volvement in Federal research and de-
velopment. During the 96th Congress,
our efforts contributed toward the en-
actment of a major change to Federal
patent policy which allows small busi-
nesses to retain title to patents con-
ceived under Federal research and de-
velopment funds.

I want therefore to stress that I am
working toward the same goals—to
stimulate small business innovation
and to encourage small business in-
volvement in Federal R. & D.—as I be-
lieve the gentleman from Maryland is
seeking to achieve.

The committee’s interest in this bill,

H.R. 4326, has been long term. I testi-

fied at the Small Business Commit-

tee’s hearing on the bill last Septem- .

ber, along with my colleague from
Pennsylvania (Mr. WALGREN) .

In addition, I requested sequential
referral of the small business innova-
tion research legislation which, as re-
ported by the Small Business Commit-
tee, set aside 3 percent of the Federal
research and development budget for
the purpose of supporting a Federal-
wide SBIR program. My request was
based on several reasons. The influ-
ence of a mandated set-aside on the
scope and direction of the Federal re-
search and development budget and
the bill’s implications for the Federal
agencies charged with carrying out the
Nation’s R. & D. responsibilities sug-
gest this bill is a matter of national
science  policy. The committee also
wanted the opportunity to review the
set-aside’s effect on agencies under the
committee’s jurisdiction, including
NASA, the Department of Energy, the
National Science Foundation, Environ-
mental Protection Agency, and NOAA.

The committee had to act quickly on
the sequential referral. In January,
the committee held 3 days of hearings
on the bill, which focused on the fol-
lowing issues: What information exists
concerning the role of small compa-
nies and the level of their participa-
tion in Federal R. & D.; the necessity
and feasibility of Federal-wide expan-
sion of the small business innovation

-research program, whether a set-aside

is the optimum mechanism for stimu-
lating smgll business innovation and
increasing small business participation
in Federal F. & D., and what type of
program, if any, would be most effec-
tive.

The committee’s hearings resulted
in a number of findings and recom-
mendations, on which I will elaborate,
and which form the basis of the com-
mittee’s amendment that I plan to
offer at a later time.

It is a commendable effort for the
Small Business Committee to take a
second look at what it origmally re-
ported, and the new substitute is an
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improvement over the last. However,
the new substitute simply does not
tackle the major drawback to the bill
as currently written. -The principle
issue in this debate—let there be no
doubt about it—is the mandatory set-
aside. This debate is not over whether
we should set aside 3, 2, or 1 percent of
the Federal R. & D. budget. The issue
is the set-aside.

The amendment I will offer on
behalf of the Science and Technology
Committee preserves the intent of the
Small Business Committee substitute,
yet provides an alternative to the man-
datory set-aside for funding a Federal-
wide small business innovation re-
search program. It puts the Congress
back in the driver’s seat, instead of the
OMB, and gives us the flexibility to in-
crease the percentages, instead of
simply giving away this power.

Let me describe the committee’s
amendment as reported: First, the bill
provides that each Federal agency
with an appropriation for R. & D. over
$100 million is required to establish a
small business innovation research
program. :

Each agency required to have a pro-

_gram will reserve for expenditure in
connection with the SBIR program no
Jess than 1 percent of its R. & D. ap-
propriations. The 1 percent is phased
in over a 3-year period. The bill places
a l-percent cap on the amount of an
agency’s basic research funds which
can be used for the SBIR program.

Authorization to fund the SBIR pro-
grams will be provided to the extent
required in acts authorizing appropri-
ations for each agency.

Agencies with an appropriation for

R. & D. in excess of $20 million shall -

establish goals for funding agreements
for research and development to small
business concerns.

Each agency authorized to establish
a SBIR program is required to estab-
lish procedures which are provided in
the act, to encourage and facilitate the
general conduct of its SBIR program
to provide maximum opportunity for
small businesses to engage in specified
agency research and development ob-
jectives.

The Small Business Administration
shall coordinate with participating
agencies a schedule for the release of -
SBIR solicitations and provide infor-
mation to small business concerns
about the agency SBIR programs.
SBA is required to report to the Office
of Science and Technology Policy
(OSTP) on the program responsibil-
ities assigned to it. SBA must also
report to Congress annually, with ap-
propriate recommendations.

The Comptroller General, not later
than 5 years following the enactment
of H.R. 4326, shall report to the Con-
gress on the quality, quantity, and
nature of research conducted under._
the amendments made by the act, and
the effect the amendments made by
the act have on the agencies’ research
and development programs. :

(OSTP) on the program responsibil-
ities assigned to it. SBA must also
report to Congress annually, with ap-
propriate recommendations.

The Comptroller General, not later
than 5 years following the enactment
of H.R. 4326, shall report to the Con-
gress on the quality, quantity, and
nature of research conducted under.
the amendments made by the act, and
the effect the amendments made by
the act have on the agencies’ research
and development programs. :
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The committee’s amendment is
based on sound evidence collected
during hearings on this subject. The
committee’s recommendations are re-
sponsible; and thte amendment would
encourage small business innovation
and participation in Federal research
and development.

The primary mechanism for achiev-
ing these goals would be through the
establishment of & Federal-wide small
business innovation research program.
The committee has been closely in-
volved with the SBIR program cur-
rently in operation at the National
Science Foundation. NSF—not the
Congress—developed this program sev-
eral years ago to stimulate high-qual-
ity proposals from small science and
technology firms in NSF program
areas. At the time, NSF was required
to expend 10 percent of its applied re-
search budget to small businesses. The
first set-aside of 7Y% percent of applied
research funds was imposed in 1975.
The program sfructure or other steps
taken by NSF for the program’s imple-
mentation were not specified by the
Congress..

The NSF program operates in three
phases, as follows: Phase I supports re-
search proposals with awards up to
$30,000 for 6 months or important sci-
entific or engineering problems or op-
portunities of interest to NSF. Those
projects found most promising after
phase I receive phase II awards, which
have averaged $200,000 for 1 to 2
years. This is the principal research
project. Phase III involves commeri-
cial applications where possible from
the NSF research supported in phase I
and II. Phase III is funded entirely
with private capital.

In addition to the SBIR program
supporting advanced research in a
wide range of program areas, the 21
phase II grantees in the 1977 solicita-
tion have received $46 million in
follow-on funding to date, directly or
in part a result of the SBIR awards.
These 21 firms also have more than
doubled their employment. NSF fund-
ing in phases I and II of the 1977 so-
licitation totaled $5.3 million. There
have been new firms started as a
result of the program and some 15 in-
ventions reported. A number of new
products and processes are under de-
velopment and one is now being mar-
keted. An increasing number of indus-
trial and venture capital firms are
showing interest in the program as the
SBIR topics have become more indus-
trially oriented.

Proposers are encouraged to cooper-
ate with university researchers such as
through consulting arrangements, sub-
contracts and the use of special facili-
ties on occasion. Most grantees have
done so, particularly in utilizing uni-
versity scientists and engineers as
consultants,

NSF’'s $5 million program has shown
great. promise and the committee,
through annual authorization of the
NSF, has consistently lauded its suc-
cesses. At the same time, however, the
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Science and Technology Committee in
previous years recommended the
elimination of the set-aside as both
unnecessary and undesirable. The
NSF-SBIR program operates currently
without a set-aside.

The committee’s amendment pro-
vides for the Federal-wide expansion
of the SBIR program, but the commit-
tee does not believe that a mandatory
set-aside is necessary to implement the
program. .

Assertions that agencies will not es-
tablish an SBIR program without the
set-aside simply are not true. The De-
partment of Defense 2 years ago estab-
lished a similar program-—on a volun-
tary basis—to the NS¥ SBIR program.

If the Congress adopts the manda-
tory set-aside, we will be expanding a
$5 million program which is the cur-
rent funding level for the NSF pro-
gram, to a mandatory level of $400 to
$500 million, without congressional
oversight or scrutiny through the au-
thorization process. Such special treat-
ment is not warranted. In addition, a
mandatory set-aside will allow the ex-
ecutive branch to reallocate funds oth-
erwise authorized and appropriated by
the Congress.

I have heard several Members say,
“but 1 percent is such a minuscule
amount.” When the Congress thinks
that half a billion dollars is minuscule,
then I can see why this Congress is
unable to get Federal spending under
control. In fact, this week’s Newsweek
has an article entitled ‘““The Battle
Over Bailouts,” which reports the
combined cost of current congressional
bailout proposals could undermine the
budget agreed to just last week.

The set-aside in this legislation is
unwise, and unnecessary. The commit-
tee’s amendment, however, achieves
the same end by requiring authoriza-
tion for the small business innovation
programs. To insure startup of the
program, under the committee’s
amendment agencies will be required
to reserve 1 percent of their R. & D.
funds to fund the SBIR program. This
amount will then be reviewed in the
context of the individual agency’s au-
thorization.

Through this process, the author-
izing committees of Congress can
insure the most desirable and realistic
level of funding for agency SBIR pro-
grams and their consistency with the
priorities determined by Congress
through the normal budget process.

The committee’s amendment will
also allow agency programs to be
structured in a manner which reflects
the inherent differences in agency
missions and responsibilities. The im-
position of a uniform program struc-
ture within all Federal agencies does
not encourage an innovative response -
from the agencies.

I am’ also concerned about the arbi-
trary determination of a fixed, per-
centage amount as a means to encour-
age small business participation in
Federal R. & D. Some have argued
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that a set-aside for small business is

justified on the basis that small firms
have been: demonstrably innevative,

and yet receive a small share of Feder-.

al R. & D. funding. I have heard fre-
quent references of the small business
share of Federal R. & D. as 3% to 4

rcent—of & $40 billion Federal R. &

. budget in fiscal year 1982,

The committee has since learned
that these figures are not relable. In
fact, during the committee’s hearings,
the GAO representative indicated that
it is unclear whether 3.5- to 4-percent
figure is correct. Data made available
from the Federal procurement data
system (FPDS) indicate that in fiscal
year 1980, small businesses received 24
percent of all Federal R. & D. con-
tracts over $10,000, comprising 6.8 per-
cent of total Federal R. & D. contract
expenditures. These figures do not in-
‘clude grant or subcontract data, or
contracts under $10,000, although the
Small. Business Admiistration esti-
mates that small businesses receive ap-

" proximately 60 percent of Federal
R. & D. contracts under $10,000.

One witness at the: hearings, Dr.
Edwin.Zsehau, suggested that the dis-
tribution of 6.8 percent of Federal
R. & D. contract funds to small firms

may be commensurate with their capa-.

bilities. Zschau cited NSF data which
indicate that of the 643,000 R. & D.
‘scientists and engineers—in full-time
equivalents—in the United States, 5.5
perecent are employed in small compa-
nies.

Agencies have also defended their
records of small business participation.
Adm. Stuart Evans, Director of Pro-
curement, NASA, described the space

effort as a cooperafive effort with in-

dustry, especially small business, and
academia. Some 7,000 small businesses
worked fo make the Space Shuttie and
its recent flight a reality. In fiscal year
1981, small business participation in
-NASA'’s tofal procurements aggregated

some $409 million or 9.6 percent of all

- prime contracts and some $475 million

in subcontracts for a total of $884 mil-.

lion. This constitutes approximately
20. percent. of total contracf/subcon-

tract awards. to business firms. Of the.

100 companies in fiscal .year 1981 re-
ceiving the largest dollar value prime
confracts, 24 .were small business
firms.

The commonly cited figure of 3.5 to
4 percent therefore appears to under-
state the amount of Federal R. & D.
dollars going to the small business
«sector..

“The - committees conclusmn is that
the state of small business participa-
tion in Federal R. & D. does not war-
rant at this time a set-aside of agency
R. & D. funds. For the present time,
the committee believes that small
business participation in Pederal R. &

D. will be faciliated to a significant .

degree by the establishment of small
business . innovation research pro-

Another aspect of this legislation I

know many Members are ‘concerned
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The Science and Technology Com-.

about involves the impact of the set-
aside on basic research and the univer-
sities. The committee concluded that
basic research funding would be more

vulnerable to "the set-aside. Conse-

quently, the committee’s amendment.
provides for special precaution by way
of a cap on the amount of basic re-
search funds which can be used for
agency SBIR programs. Because pro-
tection through this mechanism would

be limited, the committee anticipates-

that additional protection would be
provided through regular authoriza-

tion review to insure SBIR programs -

are funded. consistent with congres-
sional intent.

The Congress should be aware that
any benefits to be realized through
Federal-wide expansion of the SBIR
program would be short-lived if
achieved at the expense of the Na-
tion's basic research.

About 70 percent of the funds for
basic research are provided by the
Pederal Government, which has as-

sumed responsibility for supporting

basic science as a means of producing
the knowledge base for future techno-
logical and economic growth ang as-
suring that fundamental research is
conducted in areas related to its own
path as to national needs. Through
Federal support, the Nation can con-
‘tinue to maintain strong capabilities in
critical areas such as national defense
and health. Strong Federal involve-
ment also occurs because the economic
gains from pure science are frequently
long term and do not necessarily bene-
fit the sponsor of the research for
many years, if ever. Consequently, be-
cause the industrial sector primarily
stresses relatively short-term returns
on its investments, it tends to place
less emphasis on basic research and al-
locates most of its resources in more
applied areas and in development. Uni-

versities cannot place large amounts of

their own funds-in basic research be-
cause of limited financial resources.

Typically, a large portion of Federal
R. & D. funds is committed in advance
for continuing large scale projects, for
instance, the Space Shuttle. In fact,
the major portion of Federal R. & D.
is concentratéd in the development
process. A report of the distribution of
Federal R. & D. obligations compiled
by the National Science Foundation
reflects the following concentration of
Federal R. & D. dollars in basic, ap-
plied and development activities: Basic
research—13.7 percent; applied re-
search—19.7  percent; development—
66.7 percent. Since there is a previous
commitment for much of these devel-
opment funds, the set-aside provision
could cause a greater than anticipated
share of funding to be taken from the
basic research category in-order to ful-
fill the set-aside requirement.

During the committee’s hearings on
the bill, the General Accounting
Office representative also suggested
that the issue of basic research could
best be addressed through the tradi-
tional budget process.
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mittee’s amendment will also insure
that Federal funda will not crowd the
flow of private capital to small, high
technology~firms. Recent changes in
tax laws have had a tremendous
impact on the availability of venture
capital.

The Steiger amendment to the 1978
Tax Act which lowered the maximum
capital gains tax rate from 49 percent
to 28 percent has resulted in the cur-
rent availability of about $5.8 billion
for investment by private venture cap-
ital firms, SBIC’s and corporate invest-
ment subsidiaries. The Economic Re-.
covery Tax Act of 1981 also contains
additional incentives to small, innova-
tive firms, including a further reduc-

tion in the maximum capital gains tax -

rate to 20 percent. The result is star-

~ tling. In 1977, $39 million in private

capital was committed to venture capi-
tal firms; in 1981, private capital in-
creased to $1.2 billion.

Numerous Members have been con-

cerned about the willingness of the.
venture capital industry to invest seed.

capital at the early high-risk stage of
startup ventures. However, the com-
mittee has received evidence that in-
vestments of venture capital were
startups, whereas-in 1981, 40 percent,
or 400 venture investments, were in
brandnew companies.

Future growth in private capital can

be expected. Through regular guthori- -

zation of agency SBIR programs, the
Congress will be able to respond effec-
tively to future capital fluctuations
and trends, and their effect onn a Fed-
eral-wide SBIR program.

The Science and Technology Com-
mittee’s amendment also provides for
agency peer review, as appropriate.
The committee feels that decisions
concerning the utilization of the peer
review process for evaluationr of
agency SBIR programs be made by
the agency required to have an SBIR

program. The committee found little -

rationale for requiring agencies to
depart from traditional review meth-
ods and procedures wHich ' have
evolved in agencies. Thus, whether to
use peer review is best determined by
the agency in -structuring its SBIR
program.

Finally, the Science and Technology
Committee’s amendment provides that
agencies will each operate their SBIR
programs. This is in contrast to the
small business requirement for a cen-
tral executiye agency role, by SBA.

The Science Committee’s hearings
revealed widespread agreement that
the SBA has neither the resources nor
the experience to serve as the lead
agency for the development and ad-
ministration of policy vis-a-vis this
program. .

, Under the committee’s amendment.
the Office. of Science and Technology
Policy will provide executive oversight.
However, due to the explicit guidelines
contained in the bill concerning the
program structure, no other lead
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agency role is assigned. The committee
has found that the NSF SBIR pro-
gram and the DOD SBAT program, al-
though similar, have -operated effec-
tively without the additional involve-
ment of SBA or another agency. The
committee believes that autonomy of
agency programs is an important fea-
ture of the committee amendment,
and one which will enhance the effi-

ciency and effectiveness - of agency .

SBIR programs. This should also
result in reduced administrative costs.

Mr. Chairman, the Science and
Technology amendment is good for
the country and good for the entire re-
search community—small business and
universities alike. It represents a rea-
sonable compromise approach to the
issues which have surfaced in debate
on this legislation.

To summarize, the committee’s
amendment will enable a promising
small business program to be expand-
ed Federal-wide, with the purpose of
enhancing small business innovation
and participation in Federal R. & D.
Yet, the committee amendment will
achieve the same goals as pursued by
the Small Business Committee.

The committee amendment recog-
nizes that a mandatory set-aside re-
moves future congressional involve-
ment and is not necessary to imple-
ment a Federal-wide SBIR program.

The committee amendment will in-
volve Congress in the SBIR funding
decisions. A mandatory set-aside would
allow the executive branch to reallo-
cate funds otherwise authorized and
appropriated.

.The NSF program is experimental,
and is currently funded at $5 million.

“The expansion of the program to $400

million Federal wide should be done
cautiously and with close congression-
al oversight—through authorization
process. The committee’s amendment
provides for this. |

Basic research funds are vulnerable
to a set-aside. In addition to placing a
cap on basic research, Congress,

"through the authorization process,

can insure no detrimental impact
occurs to the Nation’s basic research
effort. - The committee’s amendment
provides for this.

The committee amendment =will
enable Congress to insure that Federal
funds do not crowd out the flow of
venture capital since capital gains tax
reductions.

The Science and Technology Com-
mittee amendment is a sound, reason-
able compromise to the dilemms
which currently faces the House.
~ Adoption of the amendment would
result in a Small Business Innovation
Development Act we can be proud of.

It was reported earlier by my friend
form Pennsylvania, Mr. McDabEg, that
some 60 percent of Federal contract-
ing was let on a noncompetitive basis.
In a recent, April 7 of this year, GAO
report, I think the record should re-

flect that on page 10 of that report
- they said that.it is 28 percent, that was
sole source.
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The rest of it was competitive.

Mr. LAFALCE. Mr, Chairman, will
the gentleman yield?

Mr. FUQUA. I yield to the gentle-
man form New York.

Mr. LAFALCE. Is the gentleman re-
ferring to the grants part as part of
the percentage, or is he referring to
contracts as opposed to research
grants?

It is my understanding if you include
the money, both contracts and grants,
that the noncompetitive portion of the
total Federal R. & D. dollar would be
70 percent and that the statistics you
used excludes grants. .

Mr. FUQUA. I am only reporting
from the General Accounting Office
report that was issued on April 7 of
this year. It says it is talking about
contract awards. Most grants are con-
tracts that are entered into by agen-
cies that would perform certain func-
tions for the Government.

Mr. LAFALCE. That is what one
would assume. But it is my under-
standing that the bureaucracy uses
the words “contracts” and “grants” to
distinguish the one from the other
and that when you look at the total
Federal R. & D. dollar, including both,
that about 60 percent would be on a
noncompetitive basis.

Mr. FUQUA. I will not. dispute the
gentleman’s word. I am only referring
to the report that I have, which is the
best information I have.

But I would hope at the appropriate
time that Members would seriously
consider the amendment I intend to
offer.
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Mr. WINN. Mr. Chalrman, I yield
myself 3 minutes.

Mr. Chairman, I rise in support of
H.R. 4326, the Small Business Innova-
tion Act. I want to congratulate the
Small Business Committee for the ex-
tensive work they have done on this
bill and their diligence in bringing the
legislation to the floor. I look forward
to the ensuing debate over the va.nous
approaches to the bill.

Mr. Chairman, I have been a strong
supporter of the small business com-
munity throughout my time in the
Congress. Prior to coming to Washing-
ton I was a small businessman, so I
readily understand the hurdles a small
business must overcome to be success-
ful. When economic times are tough—
as they are now—it is all the more dif-
ficult for a small business to make a go
of it. Despite the many obstacles that
a small business must face, many do
survive and some flourish.

What is most important te note is
the tremendous contribution . that
small business makes to our economy,
particularly in the area of innovation.

Let me cite some of the figures from

the committee report:

Firms with less than 1,000 employ-
ees accounted for almost one-half of
major U.S. innovations during the
period 1953-73. .
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The ratio of innovations to R. & D.
employment is four times greater in
firms with less than 1,000 employees
than in larger firms.

The total cost per R. & D. scientist
or engineer is almost twice as great in
firms over 1,000 employees than in
smaller firms.

With all of the disadvantages that
must be overcome, it is still apparent
that the small business community
has managed to be more innovative
and competitive than your typical big
business. Included among the list of
important inventions by small busi-
ness are the jet engine, the gyrocom-
pass, automatic transmissions, penicil-
lin, air-conditioning, insulin and many,
many more.

"Despite these impressive accomplish-
ments, it -is a fact that the. Federal
Government consistently seems to
forget this outstanding small business
capability when it comes to awarding
the Federal research and development
contracts. The concept behind H.R.
4326 will remedy that defect. It will
insure that small businesses will get
their fair share of Federal research
and development dollars. At the same
time  H.R. 4326 will enable our Nation-
to tap a resource that for too long has
been underutilized—the innovative
genius of our small business.

Mr. Chairman, I strongly support
this bill and urge my colleagues to give
it their support.

Mr. FUQUA. Mr. Chairman, I yield 2
minutes' to the distinguished gentle-
woman from Tennessee (Mrs. Bou-
QUARD), a member of the Committee
on Science and Technology. ¥

Mrs. BOUQUARD. Mr. Chairman, I-
rise in support of the science and tech-
nology substitute amendment to H.R.
4326. I feel that this substitute is an
attractive compromise to the legisla-
tion before us. The substitute supports
the basic goals of H.R. 4326: To stimu-
late small business innovation and fa-
cilitate small business involvement in

~ federal R. & D. by authorizing agen-

cies to establish SBIR programs. At
the same time, this compromise avoids
undue hardship on particular sectors
of the R. & D. budget—such as the
programs at the Government-owned,
coniractor-operated laboratories of
the Department of Energy. The com-
promise avoids such hardship by al-
lowing SBIR programs to be developed
through annual authorization acts. To
illustrate my point, I would like you to
realize that 67 percent of DOE’s re-
search is performed at the national
laboratories. The DOE has estimated
that if a mandated set-aside program
is initiated based on 1.25 percent of
the fiscal year 1982 R. & D. budget,
the GOCO’s would provide $39 million

~of a $60 million SBIR program. I think

this would put a tremendous burden
on our national labs—a burden that I
am sure none of us want to see placed
on these valuable institutions which
we in Congress have charged with car-
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which currently faces the House.
~ Adoption of the amendment would
result in a Small Business Innovation
Development Act we can be proud of.
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In a recent, April 7 of this year, GAO
report, I think the record should re-
flect that on page 10 of that report
' they said that.it is 28 percent, that was
sole source.
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rying out some of our most critical R.
& D. efforts. ’

I believe the onlyvfair way to insti-
tute SBIR programs in our Federal
agencies is through the authorization

process, In this way only can we insure-

that the SBIR programs will be re-
sponsive to the agencies’ missions and
at the same time be capable of provid-
ing additional epportunities for small
business. In this way, the small busi-
ness community can continue to
reward us with increased innovation
and productivity in research and de-
velopment.

Mr. WINN. Mr. Chairman, I yield 3
minutes to the gentleman from Minne-
sota (Mr. WEBER).

(Mr. WEBER of Minnesota asked
and was given permission to revise and
extend his remarks.)-

Mr. WEBER of Minnesota. Mr.
Chairman, since Congress, our Na-
tion’s business community, and the
American people are currently trying
to come to grips with the economic
malaise that has gripped us for the
past year or:so, I think it would be
highly appropriate for us to look down
the.road a bit and consider what kinds
of tools the Federal Government has
at its disposal for improving the stabil-
ity, productivity, and profitability of
our private sector. I believe the bill we
have before us today could be one
such tool.

If-we look at where our Nation is ex-
pected.to be going over the next 10 or
20 years in terms of maintaining a
competitivé and- productive position-in
the world, I do not think there is
much doubt that our long-term hopes
le in the development and growth of
small,. innovative, high-technology
firms that can provide us with the

‘technological breakthroughs necessary

to maintain our world leadership. I

have had firsthand experience with.

this. in my own State of*Minnesota,
which has a reputation both national-
ly and internationally as a leader in
technological innovation and develop-
ment. I have worked with a number of
these businessmen and women in my
State and have been enormously im-
pressed with the quality and scope of
their achievements—and I have come
to recognize that in an increasingly so-
phisticated world, small; high-technol-
ogy firms are going to be the vital link
between basic research and the com-
mercialization of applied technologies.

On a broader level, the facts I have
seen in support of this concept nation-
ally are even more substantial:

Small businesses provide for over 80

. percent of private sector jobs;

Small business activity accounts for
about 43 percent of the GNP;

Small firms account for well over
half of all new technical innovations
in the United States;

In addition to being among the most
cost-effective users of Federal R. & D.
money, small R. & D. firms have
among the fastest growth rates of em-
ployment, sales, exports, productivity,
and net revenue in our economy, and
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it has been estimated that if each
small business in this country were to
hire just one. new employee, there
would be virtually no unemployment
problem.

However, while small firms-comprise
85 percent of the firms performing R.
& D. work, they receive only a minute
fraction on the dollar of Federal R. &
D. expenditures—which to me is a
gross misallocation of Federal re-
sources—particularly since it has been
well demonstrated that Federal R. &
D. awards can have a tremendous mul-
tiplier effect in terms of private sector:
growth.

Several years ago the National Sci-
ence Foundation examined major in-
novations developed over a two-decade
period and found that small firms pro-
duced 24 times as many innovations as
large firms per R. & D. dollar spent,
and 4 times as many as those by
medium-sized firms. However, there
are still a number of institutional im-
pediments to small firms which need
to be redressed before they can ade-
quately and equitably access Federal
R. & D. financial support. I believe
this bill will help in that redress.

As a member of both the Science
and Technology and Small Business
Committees, I have had an opportuni-
ty to weigh a great deal of evidence on
both sides of the bill, and I believe I
can offer it my unqualified support.
The benefits of increased investments
in high-technology research by small
firms will not be limited solely to the
small business community, The Nation
as a whole needs this bill—particularly
since it affords those of us in Congress
a rare opportunity to address those
specific and pressing innovation prob-
lems on which this Nation’s long-term
economic recovery will stand or fall. I
would urge my colleague’s adoption of
the bill.

Mr. FUQUA. Mr. Chairman, I yield 3
minutes to the distinguished gentle-
man from New York (Mr. LUNDINE).

(Mr. LUNDINE asked and was given
permission to revise and extend his re-
marks.)

Mr. LUNDINE. Mr. Chairman, I rise
in support of the Small Business Com-
mittee substitute and against weaken-
ing committee amendments to this im-
portant legislation. I do so because I
am convinced that this small business
agency set-aside is needed to bring
about the kind of small business par-
ticipation in our Federal research and
development program that is needed
to help America innovate and compete
:vith our international trade competi-

ors. .

America is suffering from a serious
innovation gap. Although we have
maintained an excellence over the
years in the conduct of basic research,
and although we dominate our inter-
national competitors in Nobel Prize
competitions, our competitors in
Japan and Western Europe are the
ones who have been commercializing
American science,

One of the reasons America’s inno-
vative capability is sagging is because
we have failed to encourage closer
working relationship between the
major innovators in the private sector,
small businesses, and the major pro-
viders of research and development
funds, the Federal Government. This
legislation, by mandating that each
major Federal R. & D. agency estab-
lish and fund a small business innova-
tion research program, will help ad-
dress this problem.

Without a set-aside, greater small-

business participation in Federal R.
& D. will not occur. Federal agencies
have demonstrated an inclination to
fund research in universities and in es-
tablished laboratories rather than to
seek out small innovative businesses to
accomplish a research goal. I suppose
this is human nature. But the fact of
the matter is that there is a desperate
need, just as there is in the private
sector, for Government R. & D. plan-
ners to have a deeper concern for the
long-term economic strategy of this
country and to be willing to take some
additional risk.

At the same time, I think it is impor-
tant to recognize that there is no lack
of talent or capability in our small
businesses to' conduct good quality re-
search. The National Science Founda-
tion small business innovation re-
search program, after which this bill is
patterned, has been identified and
praised as an important and successful
initiative; Under the NSF program,
many small firms have been involved
in basic research, so there should be
no question about their capability in
this regard. Even with respect to
health-related research that is coms
ducted by the Department of Health

and Human Services, studies have veri--
fied that there are at least 2,000 firms:

in the United States involved in life
sciences research. The point that must
be emphasized here is that this pro-
gram has the unique capability to link
basic research to private capital,
market needs, and commercial applica-
tion.

During the science and technology
hearings, the American Electronics As-
sociation argued that this program is
not needed by high technology small
businesses. When I heard this testimo-
ny, I must admit I wondered why an
organization that represented small
businesses on the cutting edge of tech-
nology would oppose this legislation?
What I found upon further examina-
tion was that AEA is primarily an or-
ganization of manufacturing compa-
nies, and that only 140 of approxi-
mately 1,800 firms in that organiza-
tion ha,ve identified themselves as re-
search organizations. A majority of
the 140 research organizations in AEA
do favor passage of this set-aside legis-
lation. The AEA decision to oppose
this set-aside, as I understand it, was
based on a policy of AEA to oppose all
set-asides without the benefit of dis-
cussion of how t_h/e SBIR program in

June 17, 1982

£
L
5

Y WO R

ally are even more substantial:

Small businesses provide for over 80
percent of private sector jobs;

Small business activity accounts for
about 43 percent of the GNP;

Small firms account_ for well over
half of all new technical innovations
in the United States;

In addition to being among the most
cost-effective users of Federal R. & D.
money, small R. & D. firms have
among the fastest growth rates of em-
ployment, sales, exports, productivity,
and net revenue in our economy, and
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this legislation is different from tradi-
tional set-aside concepts.

I think it is significant that this set-
aside is supported by -the California
Electronics Association, the National
Federation of Independent Businesses,
the Small Business Legislative Coun-
¢cil, National Council for Industrial In-
novation, the Small Business Associ-
ation of New England, and the U.S.
Chamber of Commerce. I also think it
is significant that the Department of
Commerce Domestic Policy Review on
Industrial Innovation concluded that a
Government-wide ' implementation of
this program is needed to stimulate in-
novation, and that the White House
Conference on Small Business, Presi-
dent Reagan, and the Senate also
agree on the wisdom of this approach.

In summary, there is a crying need
for this legislation to improve our in-
novative capability and to fuel our eco-
nomic engine forward. Small R. & D.
firms are the primary source of major
innovations in the United States, they
have the fastest rate of growth in em-

ployment, and maké major contribu- .

tions. to our ability to export, improve
productivity performance, and return
revenue to the Federal Treasury. The
quality of the research and develop-
ment work the Federal Government
will receive from this program will be
as good,-if not superior, in some cases
to what otherwise would have been se-
cured. The set-aside in this bill is rea-
sonable—after a phase-in of 4 years
the maximum set-aside for an agency
would be 1.25 percent of their research
dollars. . .

Without this set-aside small busi-
nesses will continue to be at a disad-
vantage vis-a-vis universities and
larger firms in competition for R. & D.
dollars. Among the impediments that
have been identified by the Office of
Management and Budget’s Office of
Federal procurement policy affecting
small business access to Federal R. &
D. dollars include: Cumbersome ad-
ministrative requirements, stability
and efficiency of R. & D. funding,
nature and timing of requests for pro-
posal, treatment of proposals, and con-
tact with agency personnel.

I urge you to vote today for progress
toward a more open an innovative cli-
mate in which to conduct Federal R.
& D. by supporting the Small Business
Committee recommendated set-aside
provisions.

Mr. WINN. Mr. Chairman, I com-
mend the gentleman from New York
(Mr. Luxping) for his fine remarks.

Mr. Chairman, I yield 4 minutes to
the gentlewoman from Massachusetts
(Mrs. HECKLER). )

(Mrs. HECKLER asked and was
given permission to revise and extend
her remarks.) -

Mrs. HECKLER. Mr. Chairman, 1
rise in support of H.R. 4326, as amend-
ed by H.R. 6587. -

I congratulate my colleagues an the
Small Business Committee for their
work of several years, which has re-
sulted in this legislation. I am heart-
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ened by the spirit of compromise evi-
denced in the amended version of the
bill, and I urge all who in this Cham-
ber favor the development of small
business in the United States, in recog-
nition of the contribution to the
American economy which small busi-
ness can make, not to compromise fur-
ther. We have compromised enough.

What more appropriate stimulus to
2 sagging economy can be made than
to aid small business, whose unchal-
lenged record of technological innova-
tion and job creation is one of the free
enterprise marvels in this last quarter
of the 20th century.

Small business leaders all over the
country support this bill because they
know what small firms can do for the
national economy. The Small Business
Association of New England (SBANE),
one of the country’s most active and
outspoken small business associations,
has urged me to support this measure.
According to SBANE, “Few bills can
have more of a multiplier effect on the
economy than this one.”

A study by the MIT Development
Foundation of 18 highly successful
firms found that young technology
companies created 34,369 new jobs be-
tween 1969 and 1974. This was.34 per-
cent more new jobs than those created
by mature industry leaders. The study
also found that younger innovative
companies provided $2.3 billion of
income tax revenues compared to $1.5
billion for mature companies.

Since small science and technology
based companies have one of the fas-
test rates of growth in innovation, em-
ployment, sales, exports, and produc-
tivity in our economy, this-program
will stimulate the revitalization of

"America. By providing participating

small business with an opportunity to
establish a track record of successful
R. & D. through the provision of very
high risk seed money unavailable
through the private sector, it will fa-
cilitate their ability to attract venture
capital and spur the development of
new technologies and their commer-
cial applications.

Scientists and engineers, as well as
other workers, will have enhanced
career opportunities. Consumers will
have the benefits of new, high quality
and inexpensive products. Investors
will have the benefit of lower risk in-
vestment opportunities among small
and technology basic firms. Universi-
ties will have opportunities for spinoff
entrepreneurial development of the re-
sults of their basic research and new
sources for contributions toward their
own research and education activities.
Large business will have the benefits
of licensing new technology, manufac-
turing and distributing new products,
and receiving follow-on Government
contracts.

Most people, including Members of
Congress, are surprised to discover
that small businesses comprise 97 per-
cent of all U.S. firms, generate 38 per-
cent of the gross national product
(GNP), are responsible for 64 percent
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of wholesaling and 73 percent of retail
sales, comprise 76 percent of construe-
tion—in dollar volume—and emplgy 58
percent of the American work force.

In a study of 5.6 million small firms
for the Department of Commerce, it
was reported that businesses with 20
or fewer employees created 66 percent
of all net new jobs in the private
sector between 1969 and 1976. And if
you include firms of up to 500 employ-
ees, they account for 37 percent of all
new jobs. In addition, 80 percent of
new jobs were generated by businesses
under 5 years old.

The figures dealing with innovation
are even more impressive. The ratio of
innovations to the R. & D. employ-
ment is four-fold larger in businesses
with fewer than 1,000 employees than
for larger firms. If you compare this
group with firms employing over
10,000 people, the rate of innovation is
24 times higher for the smaller busi-
ness. Also, the majority of all patents
come from individuals and small enter-
prises, a reflection of the innovative
capacity of small business. .

I am going over some of these fig-
ures only because I want to contrast
them to one other figure; namely, the
percent of Federal R. & D. money that
is devoted to these most efficient inno-
vators and job creators. That number
is disgracefully low: 4 percent. There
have been several Federal initiatives
to increase this number, but the
inbred prejudices in the Federal agen-
cies that divert 968 percent of Federal
R. & D. funds away from small firms
has yet to be overcome. ;

One of the primary problems facin
small businesses that want to deal
with the Government is the Federal
procurement. system. It has become so
tangled and complex with regulations
and bureaucratic procedures that
small business is choking in the bewil-
dering morass of paperwork. The prob-
lem is further complicated by the gen-
eral failure to implement laws intend-
ed to increase the small business
share, Government competition with
the private sector, and slow and late
payments to small contractors costing
industry hundreds of millions of dol-
lars a year. It comes as no surprise,
then, that the small business share of
GNP has declined in all sectors in the
last decade.

At the same time the small business
share of GNP is declining; this coun-
try is experiencing a drop in our levels
of innovation and productivity. When
the most innovative and productive
sector of private industry is in a state
of decline, it follows that the econo-
my’s overall performance will com-
mensurately suffer.

This is why this legislation is so im-
portant. It would insure that a mini-
mum of 1 percent of Federal R. & D.
dollars would be spent by that sector
of the economy known for its high
levels of performance and employment
generation. The creative resources and
risk-taking nature inherent in the en-
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Mr. Chairman, I yield 4 minutes to
the gentlewoman from Massachusetts
(Mrs. HECKLER). )

(Mrs. HECKLER asked and was
given permission to revise and extend
her remarks.) -

Mrs. HECKLER. Mr. Chairman, 1
rise in support of H.R. 4326, as amend-
ed by H.R. 6587. -

I congratulate my colleagues on the
Small  Business Committee for their
work of several years, which has re-
sulted in this legislation. I am heart-
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trepreneural spirit'of small business is
the driving force behind their success.
Research and development dollars are
important because this is precisely
where the most productive innovations
take place. The bill’s intention of di-
recting specific funding levels to sci-
ence and technology based firms is,
therefore, a proven and incredibly effi-
cient means of bolstering employment
%evels and general economic productiv-
t
Some Members have raised the issue
that small firms do not have the tech-
nical capacity to take on basic re-
search, especially in the health sci-
ences. One expert, in testimony before
the Senate Small Business Committee,
stated” that his firm has identified
2,636 small high technology firms in-
volved in the life sciences field. Their
expertise could be broken down into
the following fields: Biomedical engi-
neering, biochemistry, cell biology, ge-
netics, immunology, medical electron-
ics and instruments, molecular biol-
ogy, nutrition, pharmacology, toxicol-
ogy, virology, pure- cancer research,
and other fields. The witness, Richard
DiCicco, president of Technology
Catalysts, a company in the-business
- of matching up large companies with
small high-technology research firms,
stated that his firm has found small
business to “have an equal technologi-
cal. capability with universities on
basic research projects.” I would sug-
gest.to my colleagues that small firms

can accomplish research of equal value -

to: that of. universities in many fields
of scientific endeavor.

Many of the arguments -raised
against the earlier versions of this bill
have already been addressed. In the
bill before us, the targeted funding
level is not the 3 percent previously
proposed but a much smaller 1.25 per-
cent phased in over 4 years.

Members. will also find protection
for basic research and intelligence
agencies, and an exclusion of AID
money obligated for international re-
search or grants to foreign countries.

the ranking minority member of
the Science, Research, and Technol-
ogy Subcommittee of the full Commit-
tee. on Science and Technology, I am
convinced that this bill will establish a
strengthening of the free enterprise
sector of our economy, as well as our
overall scientific capabilities.

The legislation puts in place in sev-
eral Federal agencies a small business
innovation research program which
has already been proven successful in
the National Science Foundation.

The NSF program has been copied
by the Defense Department’s small
business advanced technology pro-
gram. As a part of the program, all
firms would be invited to submit
R. & D. proposals to an agency on
topics selected by the agency in ac-
cordance with its own R. & D. objec-
tives. The most technically and eco-
nomically feasible proposals would be
awarded $30,000 to.$50,000 to fund a
feasibxhty study on the proposal.

has already been proven successiul 1n
the National Science Foundation.

~ The NSF program has been copied
by the Defense Department’s small
business advanced technology pro-
gram. As a part of the program, all
firms would be invited to submit
R. & D. proposals to an agency on
topics selected by the agency in ac-
cordance with its own R. & D. objec-
tives. The most technically and eco-
nomically feasible proposals would be
awarded $30,000 to.$50,000 to fund a
feasibility study on the proposal.
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Those projects which demonstrated
their technical and economic viability
could then qualify for a second tier of
funding ranging from $100,000 to
$500,000. This legislation specifies that
no new Federal money be authorized
for the program. Rather, a small per-
centage of each qualifying agency’s
budget would be devoted to this en-
deavor.

Commercialization of the results of
.the R. & D. would be left entirely to
the private sector. Between propdsals
of equal merit, howevet, those which
had attracted commitments of private
capital ‘to further develop the results
of federally funded R. & D. would be
given preference. The program is
highly competitive with over 2,000
proposals received and 284 awards
made to date. Proposals have been re-
ceived from firms in 49 of the 50
States plus the District of Columbia
and awards have been made to firms
in 36 States and the District.”

In addition to the SBIR program
supporting advanced research in a
wide range of program areas, the 21
phase II grantees in the 1977 solicita-
tion have received $23 million in
follow-on funding to date. These 21
firms also have more than doubled
their employment. NSF funding in
phases I and II of the 1977 solicitation
totaled $5.3 million. There have been
new firms started as a result of the
program and some 15 inventions re-
ported. A number of new products and
processes are under development, and
one has reached the market place. An
increasing number of the industrial
and venture capital firms are showing
interest in the program as the SBIR
topics have become more. industrially
relevant.

The procedures of this program
enable the agency-to avdid the danger
associated with “putting all your
R. & D. eggs in one basket.” The two-
tier approach enables agency person-
nel to explore a variety of alternative
solutions to R. & D. problems before
committing larger sums of money. In
addition, by leaving commercialization
decisions to the private sector, while
encouraging early commitment of pri-
vate capital, the funds expended
through this program will return with

“interest” to the Federal Government.

through increased individual and cor-
porate income taxes.

In voting for the legislation without"

amendments, Mr. Chairman, I would
say we are voting for the best interests
of America in a highly competitive
world economy in which we must de-
velop our moest advanced skills and en-
courage.every innovative sector to par-
ticipate to the fullest extent of their
capacity.

Mr. FUQUA. Mr. Chairman I yield
such time as he may consume to the
distinguished gentleman from Massa-
chusetts (Mr. SHANNON).

(Mr. SHANNON asked and was given
permission to revise and extend his re-
marks.)
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Mr. SHANNON. Mr Chairman, ev-
eryone ‘wants to support small busi-
ness. Small business and the entrepre-
neurial spirit represents a big part of
what made America great.

As much as we want to foster this
important sector of the economy,
today I want to ask my colleagues tQ
join me in voting against the Small
Business Innovatich Development Act.
The unfortunate truth is that this bill
would create some serious long-term
problems for this country.

The one I find most disturbing has
to do with the effect the bill would
have on basic research. We have been
told more than once that basic re-

search is the fuel which powers the.
engine of scientific development. And-

it is true.

By requiring that a fixcd percentage
of an agency’s R. & D. budget be sent
to small businesses, we further under-
mine our Nation’s scientific future.

Let us be honest. Small business is
just not interested in long-term, basie
research questions. That is not its job.
This kind of essential research must
be done at our universities, or at our
Government research institutions.

Nondefense basic research has al-
ready declined by 36.6 percent since
1967. Even basic research in the de-
fense area has fallen—by 6.7 percent.

This bill would lead to an even
sharper, more dangerous decline in
that important work. It would have
the effect of siphoning funds from the
kinds of long-range research projects
that have traditionally made the
greatest scientific breakthroughs.
Breakthrough like- the laser—which
have wide application in both defense
and nondefense areas.

Some people say that we should sup-
port this bill because of the success of
NSF’s small business innovation re-
search program., But if we pass this
act, by 1986 we will have spent 900
times the amount of that small-scale
NSF program. The enormous differ-
ence in the size of the two programs
means that comparing them is like
comparing an acorn with an oak tree.

Even the NSF's General Counsel has
told the OMB that, “The proposed
permanent legislative extension of the
NSPF’s SBIR program in its present ex-
perimental from across the Govern-

ment without budget scrutiny seems-

very unwise.”

Every person in this Chamber likes
to have a good record of support for
small business. =~ .

But let us go about it in a positive
way—a way that does not harm our
country’s long-term ability to be on
the forefront of basic research and
technological innovation.

This- act is, literally, risky busmess
‘We must oppose it.

Mr. FUQUA. Mr. Chairman, I yield 2
minutes to the gentleman from Penn-
sylvania (Mr. WALGREN), & member of
our committee.
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(Mr. WALGREN asked and was
given permission to revise and extend
his remarks.)

Mr. WALGREN. Mr. Chairman, I
rise in support of H.R. 4326.

As the chairman of one of the sub-
committees on the Science and Tech-
nology Committee, I have had the op-
portunity to see firsthand, or as close
as we see it in this body, the success of
the small business innovation research.
program conducted under the auspices
of the National Science Foundation.
There is no question that that pro-
gram has been a spectacular success,
especially considering the miniscule
Government dollars allocated to this
effort. It proves beyond any doubt
that it is in the small business of this
country that we do realize fuller em-
ployment and the most efficient use of
resources.

I do confess to having reservations
about the set-aside provisions in this
bill. Although I know they seem mod-
erate, nonetheless it seems to me that
any set-aside may disproportionately
reduce basic research. I understand
amendments will be proposed to try to
assure an equal reduction of both ap-
plied and basic reséarch. But we still
should be concerned that pressure
would remain that would result in the
bureaucracy reclassifying research
from “applied” to “basic” so that it
might escape a set-aside and be able to
be funded. I am afraid it is inherent in
the concept of a set-aside that, be-
cause basic research has no direct con-
stituency, basi¢ research would be dis-
proportionately affected.
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If such a set-aside were to dispropor-
tionately affect basic research, we may
lose the benefit of valuable progress.

Mr. McCLOSKEY. Mr. Chairman,
will the gentleman yield?

Mr. WALGREN. 1 yield to the gen-

. tteman from California.

Mr. McCLOSKEY. I thank the gen-
tleman for yielding.

The reason I asked the gentleman to
yield is that I have an amendment to
specifically accomplish that objective.

The amendment that I have at the
desk would exclude, from the totals to
be computed against the 1.25 percent,
the money for basic research—basic
research being that which has no com-
mercial application—because small
businesses, so far as I know, do not
engage in research, or want to engage
in such research, unless there is some
commercial application. Commercial
application of R. & D. is the specific
purpose of the bill. Out of $44 billion
in Federal R. & D., about $5.9 billion
is used for basic research. That is 13
percent. If my amendment is adopted,
it will exclude the basic research
money from the total extramural re-
search budget against which the 1.25
percent is taken.

Mr. WINN. Mr. Chairman, I yield 3
minutes to the gentleman from New
Hampshire (Mr. GREGG). .
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(Mr. GREGG asked and was given
permission to revise and extend his re-
marks.)

Mr. GREGG. Mr. Chairman, I rise
to make abundantly clear, as my col-
league from Minnesota did, that I
oppose the Science and Technology
Committee substitute and support the
Small Business Committee’s proposed
bill.

I think we ought to look specifically
at the language of the substitute of
the Science and Technology Commit-
tee, of which I am a member. It has
some flaws, in my opinion, not the
least of which is that it does not ex-
clude in-house research. It also does
not exclude intelligence agency activi-
ties. But more importantly than those
two problems is the fact that the lan-
guage is very vague. First, it says it is
to reserve for expenditure the set-

aside amounts. It does not say the-

amounts have to be expended. It says
they are to be reserved for expendi-
ture. So it is not even clear that the
agencies would be required to spend
these moneys, rather they could
simply reserve them.

Second, it continues the entire pro-
gram only to the extent authorizing

committee authorizes appropriations’

for each such agency. In other words,
it neutralizes and -completely guts the
language of the small business set-
aside in that it requires that small
business set-aside to be authorized
every year, specifically authorized
every year by the authorizing acts for
the agencies.

This in effect means that every com-
mittee will make a decision as to
whether or not it is going to comply
with the small business set-aside. If all
of the committees in the House were
complying with the approach of fund-
ing small business activities in the re-
search and development area we would
not need the act to begin with. The
whole reason that we need this act is
because the agencies have basically
created such a framework of regula-
tory activity that it has been impossi-
ble for small businesses to penetrate
that regulatory activity, and, there-
fore, they have not been able to par-
ticipate, and it would be very unlikely
if they were given the option to opt
out of this act, as would be given by
the Science and Technology Commit-

tee language, that they would partici- .

pate in the small business set-aside.

Thus, if we are going to give small
businesses a chance to participate in
the R. & D. dollars that the Govern-
ment spends, we should do so by
voting up the Small Business Commit-
tee’s bill.

Mr. WINN. Mr. Chairman, I yield
back the balance of my time.

Mr. FUQUA. Mr. Chairman, I yield
such time as he may consume to the
gentleman from California. (Mr.
Fazro).

(Mr. FAZIO asked and was given
permission to revise and extend his re-
marks.) .

H 3625

Mr. FAZIO. Mr. Chairman, I stand
in the well as one who has recanted. I
was one who initially was caught up in
the excitement of the concept of this
bill, and having come to understand it
more fully have joined in my colleague
from California’s (Mr. MCcCLOSKEY)
dissent, but I think I find in the Fuqua
amendment the solution that we all
seek in this regard.

There is an interest obviously in get-
ting more small business involvement
in research and development, and I
think the gentleman from Florida,
whose committee is so deeply involved
in this area, has found the proper
compromise, and that is to say that we
ought to let the authorizing and ap-
propriating committees, who under-
stand the importance of research and
development and the various capabili-
ties that exist in their fields, make the
judgments that are required.

Mr. Chairman, I am not saying that
it is necessarily bad to set up a pro-
gram to increase the involvement of
small businesses with the research and .
development functions of Federal
agencies, I am saying that if the con-
cept seeks to justify itself by making
such great contributions to our re-
search effort, why should it not com-
pete with all other research programs
in the regular authorization and ap-

propriations process. By wresting a

set-aside from the other programs,
after they have been ranked and aiter
they have been appropriated for, this
bill is simply a way to channel money
to an interest group that not only does
not want to compete at the agency
level for funds but also seems to avoid
competition at the congressional level
for a reasonable allocation. :

The amendments suggested by the
Small Business Committee as em-
bodied in its substitute were supposed-
ly in response to concerns expressed
about the original version of the bill as
passed by the committee. However,
many of the authorizing committee
chairmen whose concerns were osten-
sibly satisfied are still opposed to the
bill. Why? Because it persists in estab-
lishing this set-aside mechanism which
tears money for the SBIR program
away from other research programs -
after Congress has carefully appor-
tioned funds among them.

It may make sense to harness the
special skills of the small business
community to help fulfill the highly
individual missions of various Federal
agencies. Let the authorizing commit-
tees do it; let thxs SBIR program com-
pete.

The administration is reportedly in
favor of this bill. Look at its statement
of position, however, and you see that
its support is so heavily circumscribed
that it can hardly be called support so
much as a plea that the bill be heavily
amended further.

The problems that the Small Busi-
ness Committee addresses in its substi-
tute, generally by simply exempting
certain agencies, will crop. up all
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through the Government in those
agencies which are unfertunate
enough to remain under this bill's
aegis. We just have not been able to
identify them yet. If we were able to
identify them, I am sure the Small
Business Committee’s only recourse
would be to exempt them also, since
this ‘set-aside mechanism is such a
clumsy devicee. Why not let the
autherizing committees tailor the
SBIR programs to the agencies’ indi-
vidual needs.

You all may be confused about state-
ments to the effect that the problems
raised have been taken care of by the
Small Business Committee’s amend-
ments, and equally vociferous state-
ments that they have not been. If is
very eonfusing. Confusion is still an-
other reason to-let the authorizing
committees decide what sort of contri-
bution small businesses can make to
the R. & D. efforts under their juris-
diction. We need not decide here.

‘There is no concern about this bill,
whether real or not, which cannot be
satisfied by simply accepting the
Fuqua amendment to make the SBIR
program subject to the annual author-
ization and appropriation process.

We can accept the other amend-
ments, those offered by the Small
Business. Committee and those offered
by the other authorizing committees
and those offered by others concerned
with the impacts on other agencies,
and yet we have still done nothing but
-protected certain. interests we may
know and/or care about while aban-
doning other agencies we know little
about to the problems we seek to
avoid. The only generie, across-the-
board amendment that makes sense is
Mr. FuQua’s. ’

One of the generic amendments the
Small Business Committee substitufe
would make is to exclude in-house
agency research from the program.
First, is it not peculiar how its only so-
lution where problems are found is to
exempt, to amputate, Second, the
effect of excluding in-house research
is simply to guarantee that the burden
of this program will be borne by the uni-
versity and national laboratory commu-~
nity. Some ofus may feelreliefthat ourfa-
vorite in-house research efforts are
protected in the agencies under our ju-

risdictions, but none of us should take-

comfort inthe impact on the non-Fed-
eral entities engaged in the national
research effort. Federal research fo

- universities has dropped since 1981%:

NSF down 6.5 percent; DOD up 14.2;
NIH down 9.8; DOE down 22.6; NASA
10.8 down; EPA down 59.9; Agriculfure
down 6.5.

Total R. & D. performed by the Fed-
eral Government has increased up 6.5
percent since 1980; up in industry 7.8
percent; down in universities 3 per-
cent; and down in Federal R. & D. cen-
ters 11 percent.

Further, the budget resolution just
adopted by the House drops research
funding belew the Reagan administra-

" tion’s budget request so the rosy pre-
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dictions for 1983 increases from which
an additional ripoff would come are
jeopardized.

So, if you are in doubt, leave it to
the authorizing and appropriating
committees and accept Fuqua as the
proper compromise. ;

Mr. FUQUA. Mr. Chairman, will the
gentleman yield?

Mr. FAZIO. I yield to the gentleman
from Florida. .

Mr. FUQUA. The gentleman is
making a very good point because oth-
erwise Congress: does not participate
as the bill is reported out of the Small
Business Committee. As worthy as it
is, it turns the decisionmaking over to
OMB, and Congress will have no con-
trol. =

Mr. FAZIO. Exactly.

Mr. FUQUA. I think we should par-
ticipate in that process. i

Mr. FAZIO. The gentleman’s point
is my point. OMB has too much au-
thority as it is. We in our authorizing
and appropriating committees need to
retain the judgments that are most
important in this area.

The CHAIRMAN. The Chair recog-
nizes the gentleman from Mississippi
(Mr. MoNTGOMERY) for 15 minutes.

Mr. MONTGOMERY. Mr. Chair-
man, I yield myself such time as I may
consume. ) ’

Mr. Chairman, following the action
of the Committee on Small Business
to report H.R. 4326, the bill was se-
quentially referred to several commit-
tees, including the Commiftee on Vet-
erans’ Affairs. On March 16, our com-
mittee reported the bill with an
amendment. The amendment pro-
posed by the committee would exclude
all in-house research from the provi-
sions of the bill as reported by the
Comniittee on Small Business.

The Veterans’ Administration’s R. &
D. budget for the current fiscal year is
approximately $128 million. Of that
amount, approximately $121 million is

committed to in-house research activi-

ties. These funds are used primarily to
pay salaries and fo purchase equip-
ment and suppHes.

Mr. Chairman, an integral part of
the mission of the VA's department of
medicine and surgery is to conduct re-
search and development in order to
meet the health care needs of our Na-
tion’s veterans. The research program
is a critical component of the agency’s
goal for the delivery of quality health
care. R. & D. projects are carried out
at 129 of the 172 VA hospitals, where
approximately 4,100 investigators are
engaged 'in some 5,200 research proj-
ects. The vast majority of appropri-
ated funds are expended to support in-
house medical research with the pri-
mary goal being the development of
new and better techniques and meth-
ods of treating the disabilities and dis-
eases of veterans. In addition, the re-
search program conducted by the Vet-
erans’ Administration attracts well-
qualified physicians and other hesalth
professionals to the VA’s medical pro-
gram.
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Mr. Chairman, I need not tell the
members of this body the success story
of the agency’s research program. The
quality of research conducted by the
VA has long been recognized as among
the best in the country. Two VA
career scientists and senior investiga-
tors were awarded the 1977 Nobel
Prize in the field of medicine.

Mr. Chairman, it will not now be.

necessary for me to offer the amend-
ment reported by the Committee on
Veterans’ Affairs. The language now
contained in the text of the bill, H.R.
6587, would, in essence, carry out the

intent of our committee’s proposed

amendment. It would exclude in-house
research and development from the
base against which the percentages of
set-asides are applied. )

Mtr. Chairman, I want to thank the
very distinguished chairman of the
Committee on Small Business, the
gentleman from Maryland (Mr.
MircHELL), the very able ranking mi-
nority member, the gentleman from
Pennsylvania (Mr. McDabg), and the
distinguished gentleman from New
York (Mr. LAFALcE), and other mem-
bers of the commitiee, for working
with us to resolve the problem our
committee had with the original bill. I
am grateful for the support we re-
ceived from members of their staffs.

Mr. Chairman, I reserve the bala.nce‘

of my time.

The CHAIRMAN. The Chair recog-
nizes the gentleman from Arkansas
(Mr. HaMMERSCHMIDT) for 15 minutes.

Mr. HAMMERSCHMIDT. Mr.
Chairman, I yield myself such time as
I may consume.

Mr. Chairman, I join the distin-
guished chairman of the Veterans’ Af-
fairs Committee, Mr. MoNTGOMERY Of
Mississippi, in approving the language
of H.R. 6587 as it relates to Veterans’
Administration research.

The VA research program is a
unique national asset that has been in-
ternationally recognized for its accom-
plishments in solving biomedical prob-
lems that formerly blocked the suc-
cessful treatment of some of our most
dreaded diseases. In addition te these
research findings that have led direct-
ly to success in clinical practice, the
reputation of VA research has atiract-
ed the best young clinicians emerging
from our medical schools by providing
them an environment in which they
may contribute to medical knowledge.

Mr. Chairman, it is understandable
that, with this brilliant record of suc-
cess behind it, VA research has its
champions, among whom I count
myself, Accordingly, I supported the
amendment proposed by the Commit-
tee on Veterans’ Affairs to exclude all
intramural research conducted by the
VA from the provisions of earlier ver-
sions of this bill.

Through the good offices of the
chairman of the Small Business Com-
mittee, Mr. MrrceELL of Maryland, the
original language has been modified
and I believe, with Chairman Mont-
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goMERY that the bill before us, as it
concerns VA research, is satisfactory
and the amendment is no longer neces-

1 appreciate the a.,ss1sta,nce of Mr.
MirrcHELL and his excellent staff in re-
solving the difficulties the Veterans’
Affairs Committee had with the bill
when it was first referred.

Mr. Chairman, I have no requests
for time, and I yield ba.ck the balance
of my time.

Mr. MONTGOMERY. Mr. Chair-
man, I yield 3 minutes to the gentle-
man from Michigan (Mr, WOLPE).

Mr. WOLPE asked and was .given
permission to revise and extend his re-
marks.)

Mr. WOLPE. Mr. Chairman, I rise in
support of the House Small Business
Committee’s substitute for the small
business innovation bill, and respect-
fully oppose efforts to eliminate the
mandatory set-aside provisions of this
bill. The mandatory set-aside portion
of this legislation is the heart and soul
of the matter. For too many adminis-
trations we have seen direct instruc-
tions from each President and the
Office of Management and Budget di-
recting Federal agencies to~ increase

the share of R. & D. dollars going to
small business ignored. Federal R. &

D. money going to small firms has de-
clined. This trend must stop. Now is
the time to mandate agencies included-
under this bill to comply with the rec-
ommendations of several administra-
tions of both political parties.

After spending the last several weeks

" in negotiations aimed at cutting spend-

ing and trimming the Government’s
budget, how can we not support this
excellent opportunity to aim Federal
dollars at proven performers with a
history of cost effectiveness? With nu-
merous studies indicating that small
business has demonstrated an tinusual-
ability to innovate using taxpayers’

‘dollars in the most efficient and effec-

tive manner, we cannot continue to
ignore this resource.

The National Science Foundation
did receive a congressional mandate to
establish a small business innovation
and research program and it has been
a tremendous success. This provides us
with an excellent example of how well
this program can and does work, given
the support of the Congress. We must
now mandate other agencies to follow
their lead.

I must admit that the ongmal ver-
sion of this legislation did go too far,
and many of the criticisms voiced ear-
lier were valid. But the Small Business
Committee’s substitute has gone a
long way in resolving some of the con-
cerns about the originally proposed 3
percent set-aside. I would say to the
critics who remain that this program
does not subvert the appropriations
process. This program, as does every
other Government program must still
pass under the careful eye of my col-
leagues on the Appropriations Com-
mittee. Nor does this program take
money away from. anyone, nor spend
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more than has already been author-
ized. It is a sparse 1.25 percent of the
R. & D. funds in the affected agencies
and it is money that will only be spent
in those areas where those agencies
have an expressed interest in having
work done. I must strongly reiterate
that this money will be awarded on a
competitive basis to proven innovators
who pay taxes and create jobs. This
set-aside program is not a giveaway,
nor is it lavish in its approach.

Again, let me express my support for
the Small Business Committee’s sub-
stitute and my support for a small
business innovation and research pro-
gram mandated by the Congress.

0 1500

Mr. MONTGOMERY. Mr. Chair-
man, I have no further requests for
time, and I yield back the balance of
my time.

The CHAIRMAN. The Chair recog-
nizes the ranking minority member of
the Permanent Select Committee on
Intelligence, the distinguished gentle-
man from Virginia (Mr. ROBINSON).

(Mr. ROBINSON asked and was
given permission to revise and extend
his remarks.)

Mr. ROBINSON. ‘Mr. Chairman, I
yield myself such time as I may con-
sume. '

Mr. Chairman, pending the arrival
of the gentleman form Massachusetts,
who is prepared to stipulate that we
have an agreement to the effect that
the amendment that he is going to
later propose will be accepted by both
sides, I wish to echo what the gentle-
man for Massachusetts has said about
the application of this bill to the intel-
ligence community. The partial exclu-
sion contained in H.R. 6587 is simply
not adequate to prevent important in-
telligence programs from falling
within the full strictures of the bill.
The framework of the Small Business
Innovations Research approach
simply does not fit the way intelli-
gence research and development is
contracted for. Equally important, it is
also inimical to the protection of good
security for such research and devel-
opment programs.

Mr. Chairman, the amendment
adopted by the Permanent Select
Committee on Intelligence cures these
problems. It excludes all the intelli-
gence agencies from the application of
the bill. It does so with precision. Only
intelligence functions are exempted.
Exempting only CIA, DIA, and NSA—
as does H.R. 6587—fails to protect a
number of key intelligence programs
with significant amounts of research
and development. Among them are
“offices within the Department of De-
fense for the collection of specialized
national foreign intelligence through
reconnaissance programs’” and “intelli-
gence elements of the Army, Navy, Air
Force, - and ‘Marine Corps.” Security
precludes my being much more specif-
ic about these offices or elements, but
I can assure Members that it is as im-
portant to exclude them from cover-
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age as it is to exclude the CIA DIA, or
NSA. P

Mr. Chairman, the Intelligence Com-
mittee’s consideration and adoption of
its amendment to this bill was thor-
oughly bipartisan in nature. It repre-
sents.our best judgment about an area
we review thoroughly during the
annual budget authorization process.
To those who might be concerned that -
the exclusion recommended by the
committee can be used to insulate non-
intelligence or nonintelligence-related
research and development activities
from the reach of the bill, I believe
the committee can offer full assurance
that such an outcome could not occur
without the committee’s- detecting it.
The oversight provided by the Perma-
nent Select Committee on Intelligence
is such that anyone contemplating
such a ruse should expect it to be un-
covered. )

Mr. Chairman, I urge the House to
adopt the amendment that will be of-
fered by the gentleman form Massa-
chusetts, Mr. BOLAND.

Mr. Chairman, I reserve the balance
of my time.

The CHAIRMAN. The Chair recog-

-nizes the gentleman form Massachu-

setts (Mr. BorLaND).

Mr. BOLAND. Mr. Chairman, I yield
myself such time as I may consume.

(Mr. BOLAND asked and was given
permission to revise and extend his re-
marks.)

Mr. BOLAND. Mr. Chairman, the
Permanent Select Committee on Intel-
ligence considered H.R. 4326 upon se-
quential referral. )

The committee asked for referral
out of a concern that the small busi-
ness innaovation research program con-
cept would cause security problems in
its application to the U.S. mtelhgence
community. .

In the course of its consideration of
the bill, the committee verified that
this concern was well founded.

The committee found that the pur-
pose of an SBIR program is to gener-
ate a statement of needs narrow
enough to be useful to .potential con-
tractors yet also to meet security con-
cerns.

‘Such a statement must be broad
enough not to be classified.

A statement of needs must then be
considered by the community of po-:
tential small businesses who might
wish to bid.

The intelligence agency in question
will then be forced to deal with any in-
terested applicants on a classified
basis before going further.

Development of such a relationship
would require the clearing of appropri-
ate employees, ensuring that the com-
pany in question had appropriate stor-
age and other security procedures. .

Then, a classified solicitation of
more specificity could be provided to
such applicants.

All of this takes time.
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The problem is that the initial solick
tation, being public, would necessan}y
by very broad.

A company might be encouraged to
believe that it has something to offer
in an area to the intelligence commu-
nity.

Aft3r the time and expense of clear-
ance and establishing necessary secu-
rity standards, such an gpplicant may
find that the detailed solicitation to
which the company must actually re-
spond is beyond its capabilities or, in
any event, not at all what the appli-
cant had contemplated.

In the meantime, such a company
will have been exposed to petentially
sensitive classified information.

In such an example, neither the in-
telligence community nor the small
business benefits from the SBIR proc-
€ess.

“The committee believes that such
examples could well be typical of the
application of the SBIR concept even
within a context designed to protect
security.

This brings me to the other prinei-
pal conclusion the committee reached
during its consideration of the bill.

Little intelligence research and de-
velopment work can be described as
discretionary, that is, little of it in-
volves the early stages of technology
development which the bill before us
seeks to target with SBIR’s.

The large majority of research and
development funds in the intelligence
community are,” in effect, parts of
large acquisition programs which uti-
lize, in their earlier stages, significant
amounts of research and development
funds, but little new technology.

These funds are directed at the de-
velopment of systems for which there
are  specific and very demanding re-
quirements. -

All ‘such funds would be included

within the base for determination of

the-  percentage set-aside programs
under the bill. )

Yet, none of this work is logically
eligible for set aside to small business-
es 'other than through the normal
process of subcontracting through
prime contractors for such systems.

In light of the structure of such in-
telligence research and development
activities, it becomes clear that the
result of an inflexible set-aside pro-
gram under this bill would be to hold
hostage nearly the entire discretion-
ary area of intelligence research and
development to such SBIR's.

I should eaution that, despite the in-
applicability of the SBIR concept to
intelligence research and development
work, it should not be thought that
small businesses de not participate in
such work.

On the contrary, there are numerous
contracts and subcontracts to small
businesses involved in intelligence re-
search and development work.

In fact, a number of small businesses
play dominant roles in intelligence re-
search. and development work as a

development to such SBIR's.
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result of their ability to provide high
quality component parts of systems.

Because the Intelligence Committee
found the. small business innovation
research concept incompatible with
good security as well as the structure
of intelligence research and develop-
ment work, the committee concluded
that intelligence agencies ought to be
excluded completely from the require-
ments of the bill,

The amendment adopfted by the
committee therefore excluded all the
agencies constituting the intelligence
ecommunity as that term is defined in
the President’s Executive order on in-
telligence.

They are:

The Central Intelligence Agency
(CIA);

The
(NSA);

The Defense Int.elhgence Agency
(DIA),

The offices within the Department
of Defense for the collection of spe-
cialized national foreign infelligence
through reconnaissance programs;

The Bureau of Intelligence and Re-
search of the Department of State;

The intelligence elements of the
Army, Navy, Air Foree, and Marine
Corps, the Federal Bureau of Investi-
gation (FBI), the Department of the
Treasury, and the Department of
Energy; and

The staff elements of the Director
of Central Intelligence.

Mr. Chairman, H.R. 65817, the Small
Business Committee substitute now
before us, contains an exclusion from
the bill’s requirements for the Central
Intelligence Agenecy, the Defense In-
telligence Agency and the National Se-
curity Agency. -

It may be that the €ommittee on
Small Business thought that. in ex-

National Security Agehey

cluding these agencies—all mentioned

by name in the Intelligence Commit-
tee’s report—it was effectively exclud-
ing all significant intelligence research
and development functions from cov-
erage.

Unfortunately, their attempt does
not go far enough.

First, certain significant programs
found in Department of Defense or
service intelligence programs are not
excluded from coverage. -

Second, still other intelhgence pro-
grams would be reguired to adopt
goals for awarding research and devel-
opment contracts to small businesses
at levels at least equal to the level of
such awards in the preceding fiscal
year.

Since the committee believes the
entire SBIR program concept will not
work in the intelligence arena, it
would be inappropriate, and probably
unsatisfactory, to require even this
level of compliance with the bill.

Accordingly, Mr. Chairman, at the
appropriate time I will offer the

amendment recommended by the per-:

manent Select Commxttee on Intelh-
gence.

man from Maryland (Mr. MITCHELL).

Mr. MITCHELL of Maryland. Mr.
Chairman, I want to take the time to
say that I am very glad we were able
to work out this problem. Obviously,
the Small Business Committee did not
want to in any way damage the secu-
rity of the Nation and I think we have
arrived at a satisfactory agreement.

Mr. BOLAND. I thank the gentle-
man. ‘

As the gentleman from Maryland,
the gentleman from New York know,
there is a clear indication that, of the
R. & D. within the intelligence com-
munity, there 1is a considerable
amount that does go to small business-
es that have a piece of subcontracts
and some of the larger contracts.

Mr. Chairman, I have no requests
for time, and I yield ba.ck the balance
of my time.

Mr. ROBINSON. Mr. Chairman, I
have no further requests for time, and
I yield back the balance of my time.

The CHAIRMAN. To close general -

debate, the gentleman from Pennsyl-
vania (Mr. McDapE) has 9 minutes re-
maining, and the gentleman from New
York (Mr LaFarce) has 7T minutes re-
maining. .

The Chair recognizes the gentlema.n
from Pennsylvania (Mr. McDabDE).

Mr. McDADE. Mr. Chairman, I yield
back the balance of my time.

Mr. LAFALCE. Mr. Chairman, I yield
such time as he may consume to the
gentleman from Iowa (Mr. BEDELL). .

(Mr. BEDELL asked and was given -

permission to révise and extend his re-
marks.)

Mr. BEDELL. Mr. Chairman, I rise
in strong support of the Small Busi-
ness Innovation Aet. I urge my col-
leagues to pass this legislation which:

has been reported unanimously from

the Small Business Committee.

Very simply, this legislation is good
for America. It will stimulate new, in-
novative research by the most creative
and productive element in our society.
It will help us get the maximum
return on our Federal research invest-
ment. And'it will help reverse the de-
cline in our Nation’s competitive edge
in today’s world market.

There are those who say that we
should enact this legislation because it
will help small business. I do not ques-
tion that, but that is not why I sup-
port passage of H.R. 4326. I support
this bill because its passage will be
good for our Nation.

The concept behind this bill is net
complicated. What is proposed is that,
in Federal agencies with large budgets
for research and development, at least
a tiny portion of the R. & D. budget
shoulé go to small businesses. This
provision is needed because small busi-
nesses have been effectively shut eut
of many research programs to which

they- otherwise could be making sig-

nificant contributions.
In recent years, executive orders
from the President and directives from
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office of Management and Budget
e sought to channel more R. & D..
money to small businesses. Despite
these salutary efforts, the portion of
Federal R. & D. dollars going to small
pusiness has actually declined. .

The problem seems to be that the

bureaucrats who administer these pro-
have developed very cozy rela-
tionships with big businesses and with
elements of the academic community.
This is understandable. After all, it is
a lot easier to give a few big grants and
contracts to the same people, year
after year, instead of seeking out the
many small new contractors who are
out there and taking risks on their in-
novative ideas. ) =

But when Congress established the
small business innovation research
program at the National Scienge
& Foundation, the results were dramatic.
3 All sorts of exciting new ideas have
come out of that pilot program.

The National Science Foundation
has found that research dollars invest-
ed in small businesses are many times
more productive than those spent at
big businesses or at universities. This
is especially true in regard to the inno-
vation process. ) o

NSF also found that when they es-
tablished a special program designed
to attract small businesses, there were
all sorts of people out there with good
ideas who had been looking for access
to the Government. Recently, the
ratio of applications to awards in the
NSF’s small business program has
been roughly 15 to 1.

So, it is not as if the NSF has had to
beat the bushes for small businesses
that are qualified to do good research
work. The fact is, there are thousands
of firms in this country who would
welcome the - opportunity to partici-
pate in Government research work.
And our Nation would benefit substan-
tially if we opened up more Federal R.
& D. programs to participation b
qualified small businesses. ‘

The General Accounting Office has
examined the NSF program, and they
say it is working wonderfully. Perhaps
more importantly, the private sector
has endorsed. it, t00. According to wit-
nesses who testified before the Small
Business Committee, for every dollar
the NSF has invested in small business
innovation research, an additional $8
has been put up by private investors.

In most cases, though, the private
investors would not have become in-
volved in these projects but for the
stimulus provided by the NSF awards.
Thus, the program can be looked at as
a catalyst, providing seed money that
| is greatly leveraged by the private
! sector. This is where the new products
: will come from, which we need to com-
pete on the world market, and this is
where the new. jobs will come from,
which we need to restore our economy.
We do not see anything like this hap-
pening with any other Government re-

search program that I am aware of.
& The experiment at the National Sci-
€nce Foundation has been a great: suc-
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cess, and I believe it should be repli-
cated at the other agencies. The Gov-
ernment will get more bang for the
buck in its R. & D. programs and our
economy will benefit greatly.

Mr. Chairman, it has been suggested
by some that the SBIR concept is a
good one, but that we should not es-
tablish mandatory program levels. I
submit that there is little point to this
exercise if we do not make this pro-
gram mandatory. The bureaucrats will
resist this idea tenaciously, unless it is
set into law.

Even the President acknowledges
the need for a mandatory program, es-
tablished by statute. Passage of the
Small Business Committee substitute
for H.R. 4326 is supported by the ad-
ministration. And, of course, the Presi-
dent also endorsed S. 881, the compan-
ion bill which passed the Senate by a
vote of 90 to 0. :

Mr. Chairman, I would like to ad-
dress one final point. That is the issue
of the National Institutes of Health. .

We all are familiar with the con-
cerns expressed so eloquently by var-
ious university-related medical re-
search facilities, They seem to think
that by requiring NIH to earmark 1.25
percent of its research budget for
small business—actually only 0.2 per-
cent in the first year—we will. some-
how be setting back our Nation’s medi-
cal research activities. Quite the oppo-
site is the case, I believe. )

For years, the National Institutes of
Health refused to even consider pro-
posals submitted by small businesses.
it did not matter how good the ideas
were; NIH would not consider them.
Even if the small businesses proposed
doing reséarch work at costs lower
than those at other institutions, NIH
still would not consider the proposals.

Finally, a few years ago, Congress
got fed up and ordered NIH to consid-
er research proposals submitted by
small businesses and others who are
outside the academic community. It
was not until 6 months ago—as we
began consideration of this legisla-
tion—that NIH finally issued regula-
tions implementing the congressional
requirement that they do business
with the largest sector of our econom-
ic community. )

However, small business applicants
must now run the gauntlet of the NIH
peer review system. This would not
seem to be a problem on the face of it.
But consider the fact that out of more
than 2,000 members of peer review
panels, you can count on your fingers

-the number of reviewers who are from

the business community.

The most recent information I have
is that only eight members of the peer
review panels are businessmen.

This is hardly the basis for a jury of-
the small businessman’s peers. ° /

Quite frankly, I think the only way
we are going to get the folks at NIH to
come to terms with the notion that a

- small business could come up with a

good research idea is to drag them

there kicking and screaming. Once-
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they actually enter into productive,
rather than hostile, relationships with
researchers in the small business com-
munity, I believe they will be im-
pressed by the creativity and ingenu-
ity to be found there.

But the record is clear. We cannot
rely upon NIH, or many of the other
agencies that would be affected .by
this bill, to voluntarily comply with
the spirit of this legislation. If we
could, then there would have been no
need to prepare the bill in the first
place. ; !

In conclusion, Mr. Chairman, I urge
my colleagues to join me in supporting
passage of this important legislation
and to resist the several weakening
amendments that may be offered. En-
actment of this .legislation, in the
strongest form possible, is in the best
interests of the Nation. d

Mr. LAFALCE. Mr. Chairman, I yield
2 minutes to the gentleman from Iowa
(Mr. SMITH).

(Mr. SMITH of Iowa asked and was
given permission to revise and extend
his remarks.) )

Mr. SMITH of Iowa. Mr. Chairman,
I want to say that I do not think we
have heard anything in this debate
that we have not heard sometime
during the last- 4 or 5 years. We have
been hearing, for 10 or 15 years, all
kinds of excuses and we just hear
them over and over again. ) oo

The fact of the matter is that the
Federal Government can get more for -
its money with research and develop--
ment from small business than they
can from -big business, and that does
not mean we are not going to rely on
big business and big universities for
most of the research and development
in the future, but. just to make sure
that we get more smaller businesses
involved, we really need this bill. 4

The fact of the matter is that we are
not going to take anything away from
anyone. What we are going to do is
give the Federal Government more for
its money as a result of this bill.

The small business statistics on inno--
vation are very impressive. Small high-
technology firms consistently out per-
form others in research development.
A major study of innovations between
1953 and 1973, by the National Science
Foundation, found that small firms
produced some 24 times as many-
major innovations as large firms and
almost four times as many as medium-
sized firms for each dollar of research
and development expended.

Despite this impressive record, small-
business receives only an extremely
small amount, about 4 percent, of Fed-
eral research and development ex-
penditures and there are preliminary
indications that this amount is de-
creasing.

For years, we have tried and tried to
coax agencies to give small business:
the opportunity to bid on Federal pro-
posals. Specifically, some of these
agencies have agreed to establish-
small business innovation research
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programs and even the President has
ordered Federal agencies to do so.

Nonetheless the agencies have refused-

to cooperate and continue to ignore
both the Congress and the President.

During the 4 years in which I served
as chairman of the Small Business
Committee, one of my chief concerns
was the decline in productivity in the
United States. This decline is particu-
larly deplorable since we have a huge
untapped resource available to reverse

. it, namely the capability of the small
business community. As a result, in
desperation, I introduced legislation in
1979—H.R. 5607—to promote innova-
tion by requiring agencies to award
certain percentages to small business.
Although the bill was unanimously re-
ported by the Small Business Commit-
tee, it also contained tax and patent
law changes and was never scheduled
for floor consideration.

I also want to point out that in the
60 recommendations of the White
House Conference on Small Business
in 1980, this bill, and its Senate com-
panion, were the only bills specifically
cited and endorsed by the delegates.

This Congress I revised and intro-
duced. legislation very similar to the
bill under consideration. I am con-
vinced that this bill, including its man-
datory provisions, is the only way to
address this problem. The bill, and the
amendment to be offered by Chairman
MITCHELL, contain much lesser re-
quirements for Federal agencies than
my proposal but they still have been

loudly criticized primarily due to the’

Federal bureaucracy not wanting to be
bothered with smaller business.

The Mitchell amendment, which was’
unanimously agreed to by the Small

Business - Committee, only requires
agencies to put 1% percent of their re-
search and development budget into
the program. -
Unfortunately, in effect, it does not
even require 1% percent as right off
the top and before applying the per-
centage the agencies exclude in-house

research- which, in the aggregate for-

all ‘Federal agencies, is .about one-
fourth: of - Federal R, & D. Thus, the
amendment really require less than 1
percent.. . :

It seems to me that anyone who ob-

jects to this.measly amount borders on
being selfish. Some of the biggest re-
cipients of Federal R. & D. awards are
opposing the bill and simply sheltering
Federal procurement people who do
‘not want to- be bothered with small
contractors in spite of an overwhelm-
ing showing again and again that per-
formance by small business yields
much greater returns to the Govern-
‘'ment than performance by big busi-
ness. -

In addition to the Small Business
Committee work, there are numerous
other studies: The Charpie report in
1967, a report from the Congressional
Commission on Government in 1972,
‘the Rainbow report in 1977, and an
SBA advocacy report in 1979, and just

- last month. an exhaustive-study by
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and prosthetic research program of -

Gellman Research Associates, Inc., all
containing the same message—seek
out and fund ideas from small busi-
ness. It is clear, however, that_Con-
gress must require Federal agencies to
actively seek small business input.

The bottom line is that we must
mandate by statute that Federal agen-
cies give small business an opportunity
to compete for Federal research and
development. If we do so, I expect that
we will find the same results as the
Government has experienced with the
small business set-aside program under
which Federal agencies reserve certain
contracts for- competitive bidding by
small businesses. Through the years
there have been example after exam-
ple confirming that contract awards to
small business under a competitive set-
aside program do not increase the cost
of procurement to the Federal Gov-
ernment; in fact, these examples dem-
onstrate that normally such procure-
ments substantially reduce the cost to
the Federal Government.

For example, a3 test program to
direct more Air Force spare parts con-
tracts to small business has resulted in
a taxpayers’ savings of $6.7 million in
the first 18 months and holds out the
potential of saving tens of millions of
additional taxpayers’ dollars. .

Examples of the magnitude of sav-
ings available include a preamplifier
previously supplied to-the Govern-
ment by big business at a cost of $700
per item and yet subsequently sup-
plied by a small business at a cost of
$174 per item, a savings of 75 percent
and a wing tab assembly previously
supplied by big business at a cost of
$11,000 per item and yet subsequently
supplied by-a small business at a cost
of only .$4,000 per item or a savings of
64 percent. Since the Defense Depart-
ment catalogs almost 4 million spare
parts, of which only some 300,000 are
open to full competitive bidding, the
possibility of savings through the utili-
zation of small business is enormous.

I believe that the Government can
obtain similar results through the
SBIR program.

In conclusion, the small business
community and the Nation need this
bill. They do not need it, however,
with exception or other amendments
which would effectively make a sham
of the program. I urge support for the
Small Business Committee’s position.
® Mr. MOTTL. Mr. Chairman, I want
to associate myself with the comments
of the gentleman from Mississippi and
the chairman of the Committee on
Veterans’ Affairs, Mr. MONTGOMERY,
regarding the Small Business Innova-
tion Development Act, H.R. 6587.

The Committee on Veterans’ Affairs
held hearings on the previous bill,
H.R. 4326, and reported it to the floor
with an amendment that would ex-
clude from the provisions of the bill
all research and development activities
conducted by Federal employees in or
through Government-owned and Gov-
ernment-operated facilities. This
amendment is essential to the medical

contractors in spite of an overwheim-
ing showing again and again that per-
formance by small business yields
much greater returns to the Govern-
‘ment than performance by big busi-
ness. )

In addition to the Small Business
Committee work, there are numerous
other studies: The Charpie report in
1967, a report from the Congressional
Commission on Government in 1972,
‘the Rainbow report in 1977, and an
SBA advocacy report in 1979, and just

- last month_ an exhaustive-study by
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the Veterans’ Administration, as virtu-
ally all of its research expenditures
are for in-house medical research proj-
ects. The investigators for these proj-
ects are VA staffers who are primarily
patient care providers. The vast major-
ity of these projects are oriented
toward improving the delivery of
health care for veteran patients. .

Contribution from VA’s clinical re-
search laboratories are legion. From
them was born the specialty of nuclear
medicine and the scientific knowledge
base for radio immune assay and axial
tomography. Controlled clinical trials
within the VA made major contribu-
tions to the development of antituber-
cular and psychotropic drugs. Sensory
aids for the blind and near blind, car-
diac bypass surgery and cardiac pace-
makers are but a few products of VA
research efforts. Finally, the two
Nobel prizes in medicine awarded to
VA medical researchers speak elo-
quently for the program’s overall suc-
cess and excellence. ’

Mr. Speaker, we cannot ignore the
inherent value that this in-house re-
search has on the quality of health
care provided to veteran patients and
to the population of our Nation and
the world. .

The bill currently under considera-
tion, H.R. 6587, excludes in-house re-
search from its provisions, and, there-
fore, meets the purpose of the amend-
ment reported by the Committee on
Veterans’ Affairs.

I wish to congratulate the Commit-
tee on Small Business and its distin-
guished chairman for the leadership
shown in meeting this objective.@
® Mr. CORRADA. Mr. Chairman, I
rise in support of H.R. 4326 the Small
Business Innovation Act as amended
by the Small Business Committee
which requires certain Federal agen-
cies with research budgets greater
than $100 million to set aside specific
portions of their research and develop-
ment—R. & D.—budget to establish
small business innovation research
programs with the amendment offered
by the Committee on -Energy and
Commerce to exempt health-related
research undertaken by the Health
and Human Services Department.

The development of new products
and processes which increase produc-
tivity is vital to a strong economy. The
small business sector has contributed
greatly to this country’s innovative
process, they account for almost half
of all major innovations,
about 24 times as many major innova-
tion per R. & D. dollar as every large
firm, and produce four times as many
innovation per R. & D. employee as.
large companies.

But dispite these impressive statis-
tics, Federal agencies remain hostile to
small businesses, the Federal Govern-
ment, which funds over half of all R.
& D. work in this country, devotes
only a small portion of its $44 billion
R. & D. budget to small business. It is
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estimated - that small businesses re-
ceive only between 3.5 and 7 percent of
Federal R. & D. spending while small

igh-technology firms account for 66
percent of net new jobs created in
recent years. o

The mandatory set-asides are neces-
sary if small businesses are ever to re-
ceive a fair share of Federal R. & D.
dollars. This is the only way to over-
come the Federal bias against small

firms.
While I strongly support the manda-

tory set-aside of Federal agencies R. &

D. budget to increase small businesses

participation in Federal Government

research programs I also support the
amendment offered by the Energy and

Commerce Committee to exempt

health-related research undertaken by

the Health and Human Services De-
partment from the provision requiring

“et-aside of R. & D. funds.

A mandatory set-aside would disrupt
Health and Human Services’ long-
standing policy of awarding biomedical
research grants strictly on the basis of
merit.

They have a well established com-
petitive peer review system which rec-

. ognized only quality, originality, and
relevance to the public health mission.
The nature and size of an organiation
should not have an impact on this
merit selection. There are not enough
small firms doing high-quality biome-
dical research to absorb the amount of
Health and Human Services’ R. & D.
budget set-aside by the bill. Funds set-
aside for small business innovation re-
search program would either go
toward lower quality research, or
remain unspent.

I urge my colleague to support H.R.
4326 as amended by the Small Busi-
ness Committee but exempting the
Department of Health and Human
Services of the mandatory set-aside.@
® Mr. GEJDENSON., Mr., Chairman, I
. rise in support of H.R. 4326, the Small
Business Innovation Development Act.
The Small Business Committee substi-
tute which we are considering today is
a bill which I believe will be of great
benefit to the small business commu-
nity. ’

I am a strong believer in the U.S. in-
vestment in basic and applied research
for the sake of economic growth, in-
creased productivity, and the creation
of jobs. I feel strongly that a commit-
ment to the inclusion of small business
in Federal R. & D. will help us achieve
those objectives.

We have, over the last decade, taken
a number of steps designed to encour-
age Federal agencies to include small
businesses in their R. & D. programs;
with one or two notable-exceptions—
NSF and DOD-this encouragement
has fallen on deaf ears. We must now
insist on the inclusion of small busi-
ness in these programs.

Small business is a large employer in
my district, and I know many of the
_ small business owners well and have

* Worked with them over the years.
Every time I visit one of.these busi-
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nesses, I come away greatly impressed
with the scope and the quality of the
work they are doing, and I am sure
they are representative of small busi-
nesses across the country. I do not
want to see them continue -to be shut
out of the R. & D. grant process when
they can contribute so much.

I feel that this bill provides them

with the opportunity they need and
deserve to obtain access to Federal R.
& D. funds. I intend to vote in favor of
this bill as presented by the commit-
tee, and I strongly urge each of my
colleagues to do the same.@
e Mr. WORTLEY. Mr. Chairman, it
is with great reluctance that I rise in
opposition to H.R. 6587, the Small
Business Innovation Act. No one in
this Chamber is more supportive of
small business than I. However, 1
cannot support this bill. )

The idea of mandatory set-asides,
appealing at first glance, does not hold
up under closer scrutiny. Small busi-
nesseg already receive an equitable
share of research and development
money. Statistics show that small
firms employ- 5.5 percent.of research
scientists in the country but receive
6.8 percent of Federal research and de-
velopment funds. Viewed in that light,
it is difficult to see how small busi-
nesses could absorb the amount of
money requested . in the bill. All Mem-

bers can recount endless examples of

why throwing money at problems does
not provide the necessary solutions.
The Small Business Innovation Act
can be added to that list.

During the Banking Committee’s
consideration of another bill, the De-
fense Industrial Base Revitalization

"Act, we spent quite a bit of time listen-

ing to witnesses representing both the
small business and academic com-
munities on what can and should be
done to solve the problems of unem-
ployment, progress in basic research
and economic revitalization. The con-
sensus was that a definite linkage is

needed between universities and the

business community. That linkage is
definitely lacking at the present time
and our industrial base has suffered as
a result. -

The Small Business Innovation Act
would exacerbate the existing prob-
lems in that area. The Association of
American Universities has told us that
there are relatively few dollars at the
marging available to experimental sci-
entists. They indicated that most sup-
port funds are used to purchase and
maintain core equipment and facilities
and that money used to fund new
projects pales in comparison. There-
fore, the 1.25-percent mandatory
spending set-aside for small business
innovation will cut deeply into that
critical marginal support.

There are other reasons as well why
this bill should be defeated. I will not
belabor the point. The best way to
protect long-term research is to-‘send
this bill back to committee. I hope
that a majority of my colleagues will
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agree with that conclusion and vote
accordingly.e - .
@ Mr. LEE. Mr. Chairman, at a time
when the Nation of Japan is heighten- .
ing its advantage in the trade war by
financing a major research and devel-
opment effort, it is incumbent on this
Government to take any feasible steps
to meet that challenge by stimulating
fnnovation and technological -break-
throughs in this country. We can
make a meaningful beginning by pass-
ing the legislation before us today, the
Small Business Innovation Develop-
ment Act of 1981. .
Numerous studies. have shown that
small business has made more contri-
butions to technological innovation
than any other sector of the economy.
For instance, firms- with fewer than
1,000 employees accounted for almost
one-half of major innovations in this
country in the 1953-73 period; the
ratio of innovations to research _and
development employment is four times
greater in firms with fewer than 1,000
employees than in smaller firms; final-
ly, in many reliable surveys, small
business firms have been found to pro-
duce about 24 times as many major in-
novations per R. & D. dollar as large
firms. I believe it follows that any
steps we in the Congress can take to
make more funds available to our
small businesses for research: and de-
velopment purposes will result in re-
payment to this country’s citizens
many times over. . »
In addition to meeting. the techno-
logical challenge of our trading adver-
saries, I sincerely believe the legisla-
tion we are considering today will have
the effect of creating jobs in this coun-
try. It is a fact that small businesses -

- are responsible for 90 percent of the

private sector jobs in the United
States. An infusion of Federal R. & D.
dollars should effectively maintain
that 90-percent level, and in fact, in-.
crease the number of jobs available for
our working men and women. Good-
ness knows, we certainly need new
jobs. In my view, in fact, it is axiomat-
ic, that if we are to secure permanent, -
full-time jobs for our people in great
number, we must make every effort to
create an environment in which small
businesses can multiply and prosper.
We expect the country’s small busi-
nesses to continue to provide 90 per-
cent of private sector jobs, but we
want to award them only 4 percent of
Federal R. & D. dollars. That just does
not make good sense. )
For these reasons I enthusiastically -
support H.R. 4326 and urge my col-
leagues in the Congress to join me in
taking this necessary step to shoring
up our small business community, the
private sector’s leader jn technological
innovation and permanent, full-time -
employment.@ .
Mr. LAFALCE. Mr, Chairman, I yleld
back the balance of my time. * s
" The CEHAIRMAN. Pursuant to the
rule, an amendment in the nature of a
substitute consisting of the text of

‘We have, over the last decade, taken
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with one or two notable-exceptions—
NSF and DOD-this encouragement
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insist on the inclusion of small busi-
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my district, and I know many of the
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H.R. 6587 is considered as an original

‘bill for the purpose of amendment in

lieu of the amendment in the nature.
of a substitute recommended by the
Committee on Small Business now
printed in the bill.

Under the rule, said substitute is
considered as having been read.

The Clerk will designate the amend-
ment in the nature of a substitute.

The text of the amendment in the
nature of a substitute, consisting of

_the text of the bill, H.R. 6587, is as fol-

lows:
: H.R. 6587

Be it enacted by the Senate and House of
Representatives of .the United States of
America in Congress assembled,

SectioN 1. This Act may be cited as the
“Small Business Innovation Development
Act of 1982”.

Skc. 2. (a) The Congress finds that—

(1) technological innovation creates jobs,
increases productivity, competition, and eco-
nomic growth, and is a valuable counter-
force to inflation and the United States bal-
ance-of-payments deficit; . :

-(2) while small business is the principal
source of significant innovations in the
Nation, the vast majority of federally
funded research and development is con-
ducted by large businesses, universities, and
Government laboratories; and

(3) small businesses are among the most
cost-effective performers of research and
development and are particularly capable of
developing research and development re-
sults into new products. '

(b) Therefore, the purposes of this Act
are— :

(1) to stimulate technological innovation;

(2) to-use small business-to meet Federal
research and development needs; and

(3) to increase private sector commercial-

ization innovations derived from Federal re- -

search and development. .
- "SEc. 3., Section-9(b) of the Small Business
Act is amended—

(1) by striking out “and” at' the end of
paragraph (2);

(2) by striking out the périod at the end of
paragraph (3) and inserting in lieu thereof
“; and”; and - . ;

(3) by adding at the end thereof the fol-
lowing: - -

“(4) to develop and maintain a source file
and an information program to assure each
qualified and interested small business con-
cern'the opportunity to participate in Fed-
eral agency small business innovation re-
search programs;

“(5) to coordinate with participating agen-
cies a schedule for release of SBIR solicita-
tions, and te prepare a master release sched-
ule so as to maximize small businesses’ op-
portunities to respond to solicitations;

“(6) to independently survey and monitor
the operations of SBIR programs within
participating Pederal agencies; and
" “(T) to report not less than annually to
the Committee on Small Business of the
Senate and the Committee on Small Busi-
ness of the House of Representatives on the
SBIR programs of the Federal agencies and
the Administration’s information and moni-
toring efforts related to-the SBIR pro-

grams.”.

- - Skc. 4. Section 9 of the Small Business Act
is amended by adding at the end thereof the
following new subsections: e

“(e) For the purpose of this séction—

“(1) the term ‘extramural budget’ means
the sum of the total obligations minus
amounts obligated for such activities by em-
ployees of the agency in or through Govern-
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ment-owned, Government-operated facili- expend not less than 0.1 per centum of its
ties, except that for the Agency for Interna- extramural budget in fiscal year 1983, not
tional Development. it shall not include 1less than 0.3 per centum of such budget in
amounts obligated solely for general institu- the second fiscal year thereafter, not less
tional support of international research cen- than 0.5 per centum of such budget in the
ters or for grants to foreign countries. . third fiscal year thereafter, not less than 1

“(2) the term ‘Federal agency’ means an per centum of such budget-in the fourth
executive agency as defined in section 105 of fiscal year thereafter, and not less than 1.25
title 5, United States Code, or a military de- per centum of such budget in all subsequent
partment as defined in section 102 of such fiscal years with small business concerns
title, except that it does not include the specifically in connection with a small busi-
Central Intelligence Agency, the National ness innovation research program which
Security Agency or the Defense Intelligence meets the requirements of the Small Busi-
Agency. . ness Innovation Development Act of 1982

“(3) the term ‘funding agreement’ means gand regulations issued thereunder: Provided
any contract, grant, or cooperative agree- [ yrther, That a Federal agency shall not
ment entered into between any Federal 'make available for the purpose of meeting
agency and any small business for the per- the requirements of. this subsection an
formance of experimental, developmental, gmount of its extramural budget for basic
or research work funded in whole or in part regearch or research and development
by the Federal Government; which exceeds the percentage specified

“(4) the term ‘Small Business Innovation parein, Punding arrangements with small
Research Program’ or ‘SBIR' means a Dro- pyginess concerns for research or research
gram under which a portiot of a Federal .4 gevelopment which result from compet-
agency’s research or research and develop- jiive or single source selections other than
ment effort is reserved for award to small under a small business innovation research -
busiﬁles_s concerns through a uniform proc- nroeram shall not be counted as meeting
ess having— )

“(A) 8 first p}l:as & fOF g c;termixgn %, mh;%fg g?{h‘gls.ﬁgls]eg& ;;;xe percentage requirements
as possible, the scientific an echnic: z . ; :
merit and feasibility of ideas submitted pur- céfgnE?‘f)htge;ifglgiegcme:%ug::k?;:‘g_
su‘z:mt to SRIR progra solictiations novation research program shall, in accord-

(B) a second phase to further develop the with this Act and regulations issued
proposed ideas to mee:;ﬂ;he %mlg;ﬂl:r gl;g-l :gf-:un s et and 1e .
gram needs, the awarding of which s 5 e )
take into consideration the scientific and (1) unilaterally geBtermine categories of
technical merit and feasibility evidenced by Projects to be in its SBIR program;
the first phase and, where two or more pro- (2) issue small business. innovation re-

posals are evaluated as being of approxi- S€arch solicitations in accordance with a
mately equal scientific and technical merit Schedule determined cooperatively with, the

and feasibility, special consideration shall Small Business Administration;
be given to those proposals that have dem- (3) unilaterally receive and evaluate pro-
onstrated third phase, non-Federal capital Posals resulting from SBIR proposals; -
commitments; and - ] “(4) unilaterally select awardees for. its
“(C) where appropriate, a third phase in SBIR funding agreements; .
which non-Federal capital pursues commer-  “(5) admihister its own SBIR  funding
cial applications of the research or research agreements (or delegate such adm
and development and which may also in- tion to another agency); oo
volve follow-on non-SBIR funded duc-  “(6) make payments to recipients of SBIR
iop-contracts with a Federal agency _funding agreements on the basis of progress
p%o‘!‘p‘tocesses intended for use by toward or completion of the funding agree-
the United States Government; and ment requirements; and
“¢5) the term ‘research’ or ‘research and “¢7) make an annual report on the SBIR
development’ means any activity which is program to the Small Business Administra-
(A) a systematic, intensive study directed tion and the Office of Science and Technol-
toward greater knowledge or understanding ogy Policy. ) )
of the subject studied; (B) a systematic “(h) In addition to the requirements of
study directed specifically toward applying subsection (f), each Federal agency which.

new knowledge to meet a recognized need; has a budget for research or research and -

or (C) a systematic application of knowledge development in excess of $20,000,000 for any
ﬁg;d_ﬂmd_i%n of useful materials, fiscal year beginning with fiscal year 1983 or

evices, and syste or methods, including subsequent, fiscal year shall establish goals
design, development, and improvement of specifically for funding agreements for .re-
prototypes and new processes to meet spe- search or research and development to
cific requirements. small business concerns, and no goal estab-

“(f) Each Federal agency which has an ex- lished under this subsection shall be less
tramural budget for research or research than the percentage of the agency’s re-
and development in excess of $100,000,000 search or research and development budget
for fiscal year 1982, or any fiscal year there- expended under funding agreements with
after, shall expend not less than 0.2 per small business concerns in the immediately

centum of its extramural budget in fiscal preceding fiscal year.

‘year 1983 or in such subsequent fiscal year “(1) Each Federal agency required by this
as the agency has such budget, not less than section to have an SBIR program or to es-
0.8 per centum of such buidget in the second tablish goals shall report annually to the
fiscal year thereafter, not less than 1 per Small Business Administration the number
centum of such budget in the third fiscal of awards pursuant to grants, contracts, or
year thereafter, and not less than 1.25 per cooperative agreements over $10,000 in
centum of such budget in all subsequent amount and the doliar value of all such
fiscal years with small business concerns awards, identifying SBIR awards and com-
specifically in connection-with a small busi- paring the number and amount of such
ness innovation research program which awards with awards to other than small
meets the requirements of the Small Busi- business concerns.

ness Innovation Development Act of 1982 “(j) The Small Business Administration,
and regulations issued thereunder: Pro- after consultation with the Administrator of
vided, That any Federal agency which has the Office of Federal Procurement Policy,

an extramural budget for research or re- the Director of the Office of Science and:
search and development in excess of Technology Policy, and the Intergovern-
$10,000,000,000 for fiscal year 1982 shall = mental Affairs Division of the Office of -

inistra-
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“(T) to report not less than annually to
the Committee on Small Business of the
Senate and the Committee on Small Busi-
ness of the House of Representatives on the
SBIR programs of the Federal agencies and
the Administration’s information and moni-
toring efforts related to-the SBIR pro-

grams.”.

Skc. 4. Section 9 of the Small Business Act
is amended by adding at the end thereof the
following new subsections: »

“(e) For the purpose of this section—

“(1) the term ‘extramural budget’ means
the sum of the total obligations minus
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gement and Budget, shall, within one
undred and twenty days of the enactment

ent Act of 1981, issue policy directives for
n;e general conduct of the SBIR programs
Lo hin the Federal Government, including
iding for— - -
providict lified, standardized, and timely
gBIR solicitations; . .
«2) a simplified, stahdardized funding
which provides for ely re-
ceipt and review of proposals; (B) outside
eer review for at least phase two proposals,
- if appropriate; (C) protection of proprietary
information provided in proposals; (D) selec-
tion of awardees; (E) retention of rights in
data generated in the of the

cOptr: y the sm usiness concern; (F)

tranisTer of title to property provided by the

agency to the small business-concern if such

a transfer would be more eost effective than

. recovery of the property by-the agency; (G)
: cost sharing; and (H) cost principles and
payment schedules;

“(3) exemptions from the regulations
under paragraph (2) if national security or
intelligence functions clearly would be jeop-

dized;

.u“(é) minimizing regulatory burden associ-
ated with participation in the SBIR pro-
gram for the small business concern which
will stimulate the cost-effective conduct of
Federal research and development and the
likelihood of commercialization of the re-
sults of research and development conduct-
ed under the SBIR program; and

. “(5) simplified, standardized, and timely
annual report on the SBIR program to the
Small Business. Administration and the
Office of Science and Technology Policy.

“(k) The Director of the Office of Science
and Technology Policy, in consultation with
the. Federal Coordinating Council for Sei-
ence, Engineering and Research, shall, in
addition to such other responsibilities im-
posed upon him by the Small Business Inno-
vation Development Act of 1982—

phases of the implementation and operation
of SBIR programs within agencies required
to establish an SBIR program, including
compliance with the expenditures of funds
4 according to the requirements of subsection
(f) of this section; and ’

‘“(2)- report not less than annually, and at.
such other times as the director may deem
appropriate, to the Committees on Small
Business of the Senate and the House of
Representatives on all phases of the imple-
mentation and operation of SBIR programs
within agencies required to establish an
E . SBIR program, together with such recom-
mendations as the Director may deem ap-
propriate.”.

Mr. MITCHELL of Maryland. Mr.
Chairman, I move to strike the last
word.

(Mr. MITCHELL of Maryland asked
and was given permission to revise and
extend his remarks.)

Mr. MITCHELL of Maryland. Mr.
1 Chairman, we have now concluded

debate on the innovation bill and are
- ready to proceed with amendments.

I am taking this time to explain to
my colleagues the changes made by
the House Small Business Committee
in response to suggestions of other
House committees. I personally believe
that we should be considering a bill
with even stronger provisions than
that reported as that would have been
better for the small business communi-

.1y and better for the country as a
. result of the increased innovation and

of the Small Business Innovation Develop-

‘(1) independently survey and monitor all
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productivity which would have result-
Six other House committees, howev-,
er, examined the bill and made sugges-
tions. We examined these suggestions
and agreed to those changes we found
acceptable.

First, some critics maintained that
the percentdge requirements were too
high., Agencies would have been re-
quired to put 3 percent of their total
R. & D. expenditures into the SBIR
program but we reduced this to 1%
percent. Even the President endorses

the 1% percent level.

Second, other critics argued that the
agencies could not implement the pro-
gram as fast as we would have re-
quired. Agencies were to have started
at one-half of -1 percent, but we re-
duced this to two-tenths of 1 percent
except for the Defense Department
which we reduced to one-tenth of 1
percent.- We also reduced the rate of
increase in subsequent years.

Third, other critics said it was not
fair to apply the percentages against
R. & D. moneys spent in-house. So we
exempted in-house research and now
the amount of the program is based
solely on extramural expenditures.

Fourth, others admitted that intelli-
gence R. & D. could be performed by
small business but said that this type
of activity was not compatible with
the open competitive nature of solicit-
ing proposals under the SBIR pro-
gram. So we expressly excluded the
Central Intelligence Agency, the Na-
tional Security Agency, and the De-
fense Intelligence Agency. .

Fifth, others questioned whether it
was appropriate and advantageous to
include AID grants for R. & D. con-
ducted in foreign countries. We did
not exclude the agency per se but we
did exclude AID international re-
search centers and grants to foreign
governments from the base against
which the percentages are applied.

Finally, others expressed a fear that
agencies would comply with the law by
putting a disproportionate amount of
basic R. & D. into the program as com-
pared to the amount cf applied R. &
D. So we expressly prohibited this.

I personally do not believe that
these criticisms were valid. But I
joined my colleagues on the committee
and agreed to them and I fully sup-
port the bill. However, we cannot go
any further than we have already
gone in diluting the SBIR program.

As weakening or devastating amend-
ments are offered today, I urge my col-
leagues to remember the changes we
have made already and support the
Small Business Committee in resisting
them.

0 1510

The CHAIRMAN. Under the rule,
the bill is now open for amendment.

. AMENDMENT OFFERED BY MR, MITCHELL OF

MARYLAND

Mr. MITCHELL of Maryland. Mr.
Chairman, I offer an amendment.

The Clerk read as follows:

H 3633

Amendment offered by Mr. MITCHELL of
Maryland: Amend the text of H.R. 6587 as
follows: On page 2, line 14, strike “this” and
insert “the”’;

On page 7, line 15, strike “percentage”
and insert “percentages”’; i

On page 9, line 18, strike “1981” and insert
19827,

The CHAIRMAN. The Chair recog-
nizes the gentleman from Maryland
(Mr. MircHELL) in support of the
amendment.

Mr. MITCHELL of Maryland. Mr.
Chairman, I will not need the 5 min-
utes.

Mr. Chairman, this amendment is
technical in nature, It corrects two
GPO printing errors by changing the
word “this” to “the” and by adding an
“s’” to word “percentage” so it becomes
“percentages.” ‘ j

. The amendment also corrects a typo-
graphical error. It updates an internal
citation to the year of the act, which is
the Small Business Innovation Devel-
opment of “1982,” not of “1981,” as
was wrongly printed by GPO.

That is all the amendment does.
Unless there are questions, I yield:
back the balance of my time.

The CHAIRMAN. The question is on
the amendment offered by the gentle-
man from Maryland (Mr. MITCHELL).

The améndment was agreed to.

AMENDMENT OFFERED BY MR. BOLAND

Mr. BOLAND. Mr. Chairman, I offer
an amendment. > =

The Clerk read as follows: -~

Amendment offered by Mr. BoLAND: On -
page 4, line 12, strike all after “except”
through line 14 and insert in lieu thereof
the following: “that it does not include any '
agency within the Intelligence Community
(as the term is defined in section 3.4(f) of
Executive Order 12333 or its successor
orders).”.

Mr. BOLAND. Mr. Chairman, this is"
the amendment previously described
by my colleague and ranking minority
member of the House Permanent
Select Committee on Intelligence a
moment ago. What it actually does is
precisely what the amendment says,
and it is brief. It is to the point.

Mr. Chairman, as I mentioned
during general debate, the amendment
I offer was adopted by the Permanent
Select Committee on Intelligence.

I offer it because the Small Business
substitute before us provides only a
partial exclusion for the intelligence
research and development function.

It neglects some very significant,
technology-driven programs (of high
importance. to the national intelli-
gence effort.

Mr. Chairman, the committee, in its
study of this bill, came to & number of
significant conclusions.

They are: )

The amount of intelligence research
and development funds that would be
affected by the bill is large.

The sums involved are classified and
involve all the major intelligence agen-
cies, including, but not limited to, Cen-
tral Intelligence Agency, Defense In-
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telligence Agency, and National Secu-
rity Agency.

There are a number of highly classi-
fied programs within the national for-

eign intelligence program whose very.

existence is not acknowledged, or as to
which no public description can be
made, least of all in terms of their spe-
cific research and development needs.
Unlike the basic or general research
conducted by the National Science
Foundation, most intelligence research
and development is very result orient-

ed, and aimed at rapid development of

hardware to fulfill a specific, and
often very narrow, function.

Security requirements for intelli-
gence research and development con-
tracts are stringent and such contracts
most often are not the product of any
public solicitation.

The many small businesses which do
participate in intelligence research
and development often do so as sub-
contractors and because they have
become known to large contractors.

Frequently, their contribution is
unique and -essential, but of na.rrow
application.

Sometimes they are not even aware

their contribution is to an mt.elllgence ;

program.

Definitions applied by the bill—for
“research” and “research and develop-
ment,” and for “small business,”
result, respectively, one, in a great
range of activities being included in re-
search and development for purposes
of calculations about an agency’s total
research and development and the size
of the set-aside, and two, in smalil
numbers of firms qualifying for the
set-asides.

The committee believes that security

- concerns it has identified are serious

in nature. In the course of its inquiry,
however, the committee also came to
the conclusion that the bill’s approach
is simply incompatible with the struc-
ture of intelligence research and devel-
opment activities.

To begin with, the set-aside pro-
grams established by the bill will be
unconnected to small business con-

tracts that are presently let by intelli-

gence agencies.

The bill before us, as indicated by.

the report of the Committee on Small
Business, - “specifies that funding
agreements with small businesses re-
sulting “from competitive’ or single
source selections other than under an
SBIR program shall not be counted as
meeting any portion of the percentage
requirements set forth in the bill for

" overall agency research and develop-
ment funding awards to small busi-
ness.” (H. Rept. 97-349, pt. 1, p. 21.)

_ This approach may work for many
agencies which, like .the National Sci-
ence Foundation, are interested in a
broad range of research activities and
which fund research for the sake of
such research, as opposed to any spe-
cific end goal. !

If does not work, however for the

intelligence community.

SBIR program shall not be countea as
meeting any portion of the percentage

" requirements set forth in the bill for
overall agency research and develop-

ment funding awards to small busi-
ness.” (H. Rept. 97-349, pt. I, p. 21.)

This approach may work for many
agencies which, like .the National Sci-
ence Foundation, are interested in a
broad range of research activities and
which fund research for the sake of
such research, as opposed to any spe-
cific end goal. 1

It does not work, however for the
intelligence community.
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Mr. Chairman, the bottom line of
these findings is that many of the
agencies who would be drawn within
the requirements of the bill could not
effectively participate im SBIR pro-

grams.

They could not submit public bids.

They could not discuss their needs in
unclassified solicitations. 2

Therefore, many small businesses
would be unable to determine whether
their capabilities would match intelli-
gence community needs.

They would have to be cleared in ad-
vance.

Such a process involves a dissemina-
tion of very sensitive material without
any guarantee that the potential sub-
contracts in question could effectively
participate in any intelligence re-
search and development work.

Faced with the significance of these
incompatibilities to intelligence re-
search and development, the commit-
tee recommended—and continues to
believe it important to provide—a full
exclusion of the intelligence communi-
ty from this bill.

That is the effect of the amendment
which I have offered.

I urge its adoption.

Mr. Chairman, my understanding is

that the subcommittee is willing to’

accept my amendment. The chairman
of the Committee on Small Business is
willing to accept it.

LAFALCE. Mr. Chairman, will
the gentleman yield?

Mr. BOLAND. I yield to the gentle-
man from New York (Mr, LAFALCE).

Mr. LAFALCE. Mr. Chairman, we
have had an opportunity to review the
amendment and to consider it. We
have no objection. In fact, we do
accept the amendment.

.Mr. McDADE. Mr. Chairman, will
the gentleman yield?

Mr. BOLAND. I yield to the gentle-
man from Pennsylvania.

Mr. McDADE. I thank my distin-
guished colleague for yielding to me.

I commend the gentleman from Mas-
‘sachusetts. and the gentleman from
Virginia for helping us to craft a
better bill.

- We accept the amendment and urge
its adoption.

Mr. BOLAND. I thank the gentle-
man.

Mr. ROBINSON. Mr. Chairman, will
the gentleman yield?

Mr. BOLAND. I yield to the gentle-
man from Virginia (Mr. ROBINSON).

(Mr. ROBINSON asked and was
given permission to revise and extend
his remarks.) )

Mr. ROBINSON. I thank the gentle-
man for yielding.

‘Mr. Chairman, I rise in full support
of the amendment offered by the
chairman of the Intelligence Commit-
tee.

As I said earlier, the exclusion pro-
vided intelligence agencies by the bill
does not embrace a number of highly
classified programs within the nation-
al foreign intelligence program whose
very existence is not acknowledged, or
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as to which no public deseription can
be made, least of all in terms of their
specific research and development
needs. The bill should contain a full
exclusion for the intelligence commu-
nity. Otherwise it would operate to
compromise the security of sensitive
intelligence programs. More basically,
the small business innovation research
program approach will not work in the
intelligence context.

Mr. Chairman, the Intelligence Com-
mittee amendment will cure these ills.
It is broad enough to insulate intelli-
gence research and development pro-
grams but narrow enough to insure
that only intelligence programs are
exempted.

I urge the adoption of the amend-
ment.

@ Mr. McCLORY. ! rise in suipport of
the amendment offered by the distin-
guished gentleman from Massachu-
setts (Mr. BoLaND), who so ably serves
as the chairman of the Permanent
Select Committee on Intelligence. 1
would also like to associate myself
with the statement he has made on
this matter as well as with that of the

. ranking minority member of the com-

mittee, the gentleman from Virginia
(Mr. ROBINSON),

When the Committee on Small Busi-
ness reconsidered the Small Businiess

Innovations Research Act of 1982, it~

took careful note of the special cir-
cumstances of research and develop-
ment in the intelligence sphere. It evi-
denced this by exempting from the

legislation the Central Intelligence.

Agency, the Defense Intelligence
Agency,
Agency. Unfortunately, it did not
extend this exeniption to those other
lesser-known components of the intel-
ligence community whose contribution
to our national security is equally as
significant and, therefore, whose de-
mands for secrecy in the area of re-
search and development are just as
great.

President Reagan’s Executive order
on intelligence activities, Executive

Order No. 12333, sets out the agencies.

which comprise the intelligence ¢om-
munity, all of which would be exempt-
ed by the gentleman’s amendment.
Beyond CIA, NSA, and DIA, the defi-
nition incorporates the intelligence
components of the Department of De-
fense, the Department of State, the
uniformed services, the FBI, the De-
partment of the Treasury, the Depart-
ment of Energy, and the staff ele-
ments of the Director of Central Intel-
ligence. While the research and devel-
opment projects of some of these orga-
nizations may be small, those of others
are quite significant. For the reasons
stated by the gentleman in support of
his amendment, it is whoily inappro-
priate to bring the research and devel-
opment programs of these agencies
within the requirements of this legis-
lation.

Mr. Chairman, I believe that the ar-
gument on behalf of the gentleman’s

LIVIT, IVUDLIYWOWUIY  acsuvw

given permission to revise and extend

wasa.

-his remarks.)
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of the amendment. offered by the
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ment of Energy, and the stair eie-
ments of the Director of Central Intel-
ligence. While the research and devel-
opment projects of some of these orga-
nizations may be small, those of others
are quite significant. For the reasons
stated by the gentleman in support of
his amendment, it is wholly inappro-
priate to bring the research and devel-
opment programs of these agencies
within the requirements of this legis-
lation.

Mr. Chairman, I believe that the ar-
gument on behalf of the gentleman’s
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endment is quite persuasive and
merefore urge its adoption.e
The CHAIRMAN. The question is on

the amendment offered by the gentle--

man from  Massachusetts  (Mr.
OLAND).
The amendment was agreed to.
Aumm:m‘s OFFERED BY MR. MCDONALD

Mr. McDONALD. Mr. Chairman, I
offer two amendments from the Com-
mittee on Armed. Services, and I ask
unanimous consent that they may be
considered en bloc.

The CHAIRMAN. Is there objection
to the request of the gentleman from
Georgia?

There was no objection.

The CHAIRMAN. The Clerk will
report the amendments.

The Clerk read as follows:

. Amendments offered by Mr. McDoONALD:
Page 4, line 11, strike out “or a” and all that
follows through line 14 and insert in lieu
thereof “except that it does not include the
Department of Defense or the Central In-
telligence Agency.”.

Page 6, line 10, insert “(1)” after “(f)”.

Page 7, after line 21, insert the following:

*“(2) - Amounts appropriated for atomic
energy defense programs of the Department
of Energy shall for the purposes of para-
graph (1) be excluded from the amount of
the research or research and development
budget of that Department.

Mr. McDONALD ‘Mr. Chairman,
over the past decade, the Department
of Defense has increased its research
and development prime - contract
awards to small business from 4.9 per-
cent in 1972 to 7.4 percent in 1981.

Small businesses represent some 5.5
percent of the Department of Defense
research and development industrial
base, yet they receive 7.4 percent of
the Department of Defense research
~and development contract awards. In

other words, we are now making

awards from the Department of De-
fense in excess of the industrial base
by small business.

We are not only matching the 5.5
percent; we are going beyond the 5.5
percent to the level of 7.4 percent.

In the area of research and develop-
ment, small research firms received
$679 million in prime contract awards
in 1981 compared with $584 million in
1980. This represents the highest
amount of awards ever achieved by
these firms.

Of the $88.2 billion awarded in
prime contracts for R. & D. procure-
ment by the Defense Department in
1981, $17.8 billion, or 20 percent of
these awards, went to small businesses.

The Department of Defense at this
time already has an aggressive, well-
managed small business program that
works. The point is, if it works, why in
the world do we need to fix it with this
bill?

The net effect of this bill would be-

to require that a portion of the De-
partment of Defense small business ef-
forts that are awarded by competitive
bid would be, in the future, on a set-
aside basis.

This is why I feel, Mr. Chairman,
that these amendments, these two
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amendments, are necessary because
the Department of Defense at this
time is going beyond the intent of this
bill.

Mr. WHITE. Mr. Chairman, will the
gentleman yield?

Mr. McDONALD. I yield to the gen-
tleman from Texas. )

Mr. WHITE. I thank the gentleman
for yielding to me.

Mr. Chairman, in the committee,
when we figured the formulas, based
on what is already awarded, or set-
aside for small business—which is ex-
cessive and larger than the norm es-
tablished by small business—coupled
with the formula provided in the bill,
it would have been a tremendous
amount of increase that would have
contributed to inefficiencies in the de-
fense production at a time when we
need to really streamline and save
money in the area of defense.

So I support the gentleman’s amend-
ments.

Mr..LAFALCE. Mr. Chairman, I rise
in opposition to the amendment.

Mr. Chairman, I will not take too
much time because we have debated
this concept considerably during the
course of general debate.

Let me point out that the Depart-
ment of Defense is supportive of the
bill as amended by the Small Business
Committee, and that means they are
opposed to this amendment.

Let me further point out that the
use of statistics by the gentleman, and
the use of words, is grossly in error.

The 1.25 percent that we would es-
tablish after a 5-year period of time is
not above and beyond the present 7.4
percent that is allegedly going to small
business. It is to be earmarked for the
SBIR program and can be a part of
the 7.4-percent figure.

There is no question about that

‘upon a close reading of the statute.

That is the literal interpretation, and
that certainly is also the intent of the
committee as you read the language
and as your hear from the authors of
the bill itself.

The gentleman said that we would
have 1.25 percent going toward a sole-
source, set-aside program. That, too, is
grossly in errer.

As a matter of fact, this would be
the most competitive of all the pro-
grams within the Department of De-
fense. There is nothing sole-source
about this at all. There probably
would be about 10 applicants for every
single award that could be given. This
has been the experience of the NSF;
this has been the experience thus far
of the Department of Defense in its
own program modeled after the SBIR
program.

I think that this amendment
would—I do not want to say “gut” the
bill—but it would tremendously harm
the bill by taking out a huge percent-
age of the total Federal R. & D. dollar.
Therefore, it ought to be opposed, as
the Reagan administration opposes it
and as the Department of Defense op-
poses it.

H 3635
d 1520

Mr. DICKINSON. Mr. Chairman, I
move to strike the requisite number of
words.

Mr. Chairman and ladies and gentle-
men of the committee, I would like to
put something in perspective here.
The gentleman has just stated that
the Department of Defense support
this. I had a colloquy with Mr. Bill
Long, who handles this for research
and development under the Depart-
ment of Defense, and I have the
report from our committee, If I rmght
I would like to report part of what was
said.

I said—this is myself speaking—I
said, “Now, in talking to Dr. Lowe
* * *» who is Assistant Secretary of
Physical Research and Development—
* % * “about this, he said that he did
not support H.R. 4326, but would sup-
port the Senate version, S. 881. I have
got a feeling that we are dealing with
semantics here. He would prefer this
as the lesser of two evils, but would
prefer neither. If this is tHe case, what
is your feeling?”

I asked that of Mr. Long, and Mr.
Long said, “Well, I think that as a part -
of the administration you must recog-
nize, Mr. DICKINSON, that the position
is that of the administration.”

I said, “I am not asking you the posi-
tion of the administration. Do you
prefer one or the other, but you really
prefer neither, is that correct?”

Mr. Long said, “That is my personal
view.” .

Going on, Mr. Long, “I would like to
explain what I mean by ‘goals.” Goals
is the wrong word here. It is really the
burden on our procurement system.
We spent a lot of money in the De-
partment of Defense, and we have a
national security mission. Our pro-
curement system is, by a variety of
statutes and regulations, used for a va-
riety of purposes unrelated to our mis-
sion, and I am not criticizing-anyone. I .
am. simply stating my perception of .
the faets. The more the system gets
burdened, the less efficient it will be
at least in what we might say as the

‘narrow perspective of carrying out our

procurement mission of what we now
support in our support mission of na~
tional defense.”

Let me say, Mr. Chairman, that
nobody is against small business. We -~
are all for small business. We are all
for motherhood. We are all for patrio-
tism and the American flag. That is
obscuring the issue. The point is that
the Department of Defense already
grants 4.7 percent of its research and
development to small business. This
bill says that does not count, because
you have not made it a setaside, and
there are only 5.5 percent of business-
es that are presently getting 7.4 per-
cent of the business out there. So,
they have done pretty good.

What we are saying is that we would
like not to have another burden, an-
other layer of bureaucracy, put on the
research and development part of our

time already has an aggressive, well-

managed small business program that

works. The point is, if it works, why in

{;heoworld do we need to fix it with this
il1?

" The net effect of this bill would be-

to require that a portion of the De-
partment of Defense small business ef-
forts that are awarded by competitive
bid would be, in the future, on a set-
aside basis.

This is why I feel, Mr. Chairman,
that these amendments, these. two

this has been the experience thus far
of the Department of Defense in its
own program modeled after the SBIR
program.

I think that this amendment
would—I do not want to say “gut” the
bill—but it would tremendously harm
the bill by taking out a huge percent-
age of the total Federal R. & D. dollar.
Therefore, it ought to be opposed, as
the Reagan administration opposes it
and as the Department of Defense op-
poses it.

the Department of Defense already
grants 4.7 percent of its research and
development to small business. This
bill says that does not count, because
you have not made it a setaside, and
there are only 5.5 percent of business-
es that are presently getting 7.4 per-
cent of the business out there. So,
they have done pretty good.

What we are saying is that we would
like not to have another burden, an-
other layer of bureaucracy, put on the
research and development part of our
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national defense procurement and the
system.. The Department of Defense

says, as between the two, they want

the lesser of the evils. What we are
saying is, we are already doing more
than this bill mandate by way of
giving business to small business R. &
D. We are already giving 7.5 percent,
approximately. Why should we have

-to be required to add another 1 per-

cent or 2 percent or any other percent
on top. of that. We are already doing
more than they are asking. We do not
want to be burdened within the R. &
D. section of the Department of De-
fense when we are in good faith pro-
ceeding on this.

We have made a very vigorous
effort. Ten years ago, small business
only got 4.9 percent, which was $256
million. Today, they are getting 7.4
percent, which is $679 million. They
are doing this voluntarily instead of
an affirmative action program, but
you say this is not enough, it does not
count, we want to put something more
on top of it, another regulation, not
let it be competitive, let them go out
and say, “Hey, we have got to find
somebody out there and give them a
contract. The law says give it to small
business whether they can compete,
give it to them.” -

Mr. O'BRIEN. Mr. Chainnan, will
the gentleman yield?

Mr. DICKINSON. I would be happy
to yield to the gentleman.

Mr. O’BRIEN. Mr. Chairman, with
respect to the 7.4 percent, those are
direct contracts, is that correct? -

Mr. DICKINSON. Yes.

Mr. O’'BRIEN. If, let us say, the
Government has a contract with
Chrysler to build a tank, and Chrysler

makes a subcontract with, let us say, a.

Joliet firm, Champion Machinery, for

some research and development, is’

that included?

Mr. DICKINSON. No, any sub under
a prime, I do not know of any prime
contractor—

The CHAIRMAN. The time of: the
gentleman from Alabama has expired.

¢(By-unanimous consent, Mr. DICKIN-
sON was allowed to proceed ‘for 1 addi-
tional minute.)

Mr. DICKINSON. Any big contract
for a major system goes to a large
business, but then they subcontract
out to various layers of vendors under-
neath . this. This does not count

aga.mst. this flgure that they are put-.

ting in.

Mr. O’'BRIEN. So that would be in
addition?

Mr. DICKINSON In addition there-
to.

Mr, O’BRIEN; I tha.nk the gentle-
man.,

Mr. DICKINSON. So, I.just think it
is unreasonable, I think it is a fair
amendment and should be supported.
The Department of Defense is doing
more than is required, and they are al-
ready doing: almost four times what
this bill would require. -
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The CHAIRMAN., The time of the
gentleman from Alabama has again
expired.

(At the request of Mr. HUNTER and
by unanimous consent, Mr. DICKINSON
was allowed to proceed for 2 additional-
minutes.)

Mr. HUNTER. Mr. Chairman, will
the gentleman yield?

Mr. DICKINSON. I yield.

Mr. HUNTER. What I am concerned
about is that we already are subcon-
tracting out on these large programs a
lot of work to small business. I think
what is going to happen realistically is
that for the Department of Defense to
comply with this proposal, it is going
to tell the Rockwell’s and the other
major contractors, “We will not con-
tract directly with small business,”
and they are going to be spending a lot
of money with this excessive bureauc-
racy to monitor than would otherwise
take place, instead of the major con-
tractor, the prime, subbing out as they
do now. It will be the Government di-
rectly subbing that business out. We
‘will be paying for an extra layer of bu-
reaucracy.

Mr. DICKINSON When the gentle-
man says paying, according to our
report, in 1983 the cost of administer-
ing it will be $11 million; $16 million in
1984; $25 million in 1985; and $27 mil-
lion in 1986.

This is another layer of bureaucracy
we are paying for that we do not need
to pay for because the Department of
Defense is already doing all that this
requires.

The CHAIRMAN The time of the
gentleman from Alabama has again
expired. .

(At the request of Mr. WHITE and by
unanimous consent, Mr. DICKINSON
was allowed to proceed for 3 a.dditlona.l
minutes.)

Mr. WHITE. Mr, Chairman, will the
gentleman yield?

Mr. DICKINSON. 1 will be pleased
to yield.

Mr. WHITE. Mr. Chairman, I want

" to call to the attention of the Commit-

tee an editorial in the Washington
Post of today; June 17, in which it
speaks about the Small Business Sub-
sidies Act. It actually depressed com-
petition. We have found in some of
our hearings in the Armed Services
Committee, where we have. technical
equipment to produce and R. & D. on
weapons systems, that frequently that
whenever there is a small business set-
aside that often a small business
which has not been in competition will
obtain the contract and then go back
and hire a company that has the ex-
pertise, thereby increasing and escalat-
ing the cost to the taxpayer. This is
one thing. While the Department of
Defense is already going far beyond
the level which has been prescribed
for setasides for small business, and
would therefore by this bill increase
even more, we would be increasing the
tax to the American public.

Mr. DICKINSON. In line with what
the gentleman is saying, to give a’very
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graphic example, the last administra-
tion decided they wanted to go out
with a proposal for a vehicle called a
HUM-V, a high mobility, multipur-
pose vehicle. They were going to buy
$1.5 billion worth of these, 50,000 vehi-
cles. There is not a minority or small
business in the entire United States
that could do.it, but they directed it
by a small business set-aside for $1.5
billion.

Mr. McDADE. Mr. Chairman, if the
gentleman will yield, he clearly point-
ed out that was the last administra-
tion.

Mr. DICKINSON. The last adminis-
tration. ‘

Mr. McDADE. And the contract was
never awarded.

Mr. DICKINSON. We stopped it.

Mr. McDADE. I wotild like to tell
the gentleman that I claim credit for
stopping it. ;

Mr. DICKINSON. They tried to.

Mr. ROEMER. Mr. Chairman, I

-move to strike the requ1s1te number of

words.

(Mr. ROEMER asked and was given
permission to revise and extend his re-
marks.) . .

0.1530

Mr. ROEMER. I have heard some
comments in the last few minutes
about this particular amendment that
are just not true. Fact No. 1—this bill
as written does not require an addi-
tional commitment from the Depart-
ment of Defense to small business.
Read the language again—you do not
have to take the 7.4 percent and add
to that.

Mr. DICKINSON. Mr. Chairman,

will the gentleman yield?

Mr. ROEMER. I yield to the gentle-
man from Alabama.

Mr. DICKINSON. I thank the gen-
tleman for yielding.

Let me read to the gentleman the
language from the bill itself. “Funding
agreements with small business con-
cerns for research or research and de-
velopment which result from competi-
tive or single source selection other
than under a small business innova-
tion research program shall not be
counted as meeting any portion of the
percentage requirements of this sub-
section,” which means if it is not a set-
aside, then it does not count, and that
is the language of it and you cannot
alter it.

Mr. ROEMER. I appreciate the gen-
tleman’s comment, but any review of
the bill will show that two require-
ments lead to the following conclu-
sion: Amounts included in the SBIR
program as required by subsection (f)
may be counted toward meeting the
gga.ling requirements of subsection
(h). 3

It states that in the bill. Let me re-
claim my time to further continue.

Mr. DICKINSON. I hope the gentle-
man is right.

Mr. ROEMER. I reclaim my time.
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Mr. O'BRIEN. So that would be in
addition?

Mr. DICKINSON In addition there-
to.

Mr, OBRIEN I thank the gentle-
man.

Mr. DICKINSON. So, I just think it
is unreasonable, I think it is a fair
amendment and should be supported.
The Department of Defense is doing

_more than is required, and they are al-

ready doing almost four times what
this bill would require. -

which has not been in competition will
obtain the contract and then go back
and hire a company that has the ex-
pertise, thereby increasing and escalat-
ing the cost to the taxpayer. This is
one thing. While the Department of
Defense is already going far beyond
the level which has been prescribed
for setasides for small business, and
would therefore by this bill increase
even more, we would be increasing the
tax to the American public.

Mr. DICKINSON. In line with what
the gentleman is saying, to give a’very
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the bill will show that two require-
ments lead to the following conclu-
sion: Amounts included in the SBIR
program as required by subsection (f)
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gﬁahng requirements of subsection
(h)

It states that in the bill. Let me re-
claim my time to further continue.

Mr. DICKINSON. I hope the gentle-
man is right.

Mr. ROEMER. 1 reclalm my time.
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Mr. Carney for, with Mr. Fish against.

Messrs. OXLEY, NEAL, ATKIN-
SON, McCOLLUM, HANSEN - of
Idaho, PATTERSON; GILMAN,
WORTLEY, and KRAMER changed

- their votes from “aye” to “no.”

‘Messrs. DUNCAN, SAM B. HALL,
JR., DANNEMEYER, and HANSEN of
Idaho changed their votes from ‘“no”
to “aye.”

So the amendments were rejected.

The Tresult of the vote was an-
nounced as above recorded.

Mr. LaFALCE. Mr. Chairman, I
move to strike the last word.

Mr Chairman, I would like to an-
nounce that after consultation with
the Speaker, it is my intention to
move that the committee rise at 5

- o’clock, assuming-there is no objection,

with the understanding that any
amendments we have not completed
by 5 o’clock will be taken up this
coming Tuesday.

Mr. DINGELL. Mr. Chairman, will
the gentleman yield?

_ -Mr. LAFALCE. I yield to the gentle-
man from Michigan.

Mr. DINGELL. Mr. Chairman, I
have a curiosity here. What will this
"do to amendments pending or amend-
ments that are not yet considered?
And when will the bill be brought
back to the House?

- Mr. LAFALCE. As I said, the Speaker

has indicated we could come back on
Tuesday with the other amendments.
We would hope to dispose of as many
amendments as we can between now
and 5 o’clock. Hopefully, we will not
have too many recorded votes, but we
do not know, we cannot be certain
about that.

Mr. MITCHELL of Maryland. Mr.
Chairman; will the gentleman yield?

Mr. LAFALCE. I yield to the distin-
guished chairman of the full commit-
tee, the gentleman. from Ma.ryland
(Mr. MITCHELL).

Mr. MITCHELL of Maryland. Mr.
Chairman, I want to assure my distin-

guished colleague that -all amend-’

ments that are now recognized and
other amendments that Members
might want to present will be protect-
ed when this bill comes back to the
floor-on Tuesday.

Mr. DINGELL. If the gentleman will
yield further, I am trying to assure
myself as to how these matters will be
dealt with. Does the gentleman intend
to rise in the midst of consideration of

_an amendment? Or what .is the inten-

tion of the gentleman from New York
to deal with the matter?
_ Mr. LaFALCE. If it looks as if we are
about to finish an amendment at 5
o’clock and it might take another 5
minutes or so, I assume we would take
that additional 5 minutes. That is
something we would have to consult
about with the sponsor of the amend-
ment at the time, If it happens to be
the gentleman or his committee, we
would certainly consult with him or
his committee.

Mr. DINGELL. I thank the gentle-
‘man,
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~ Mr. LAFALCE. If it looks as if we are
about to finish an amendment at 5
o’clock and it might take another 5
minutes or so, I assume we would take
that additional 5 minutes. That is
something we would have to consult
about with the sponsor of the amend-
ment at the time, If it happens to be
the gentleman or his committee, we
would certainly consult with him or
his committee.

Mr. DINGELL. I thank the gentle-
‘man,
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AMENDMENT OFFERED BY MR, WAXMAN
Mr. WAXMAN. Mr. Chairman, I
offer an amendment.
The Clerk read as follows:
Amendment offered-by Mr. WaxXMAN: Page
6, insert before the period in line 9 a comma
and the following: “but such term does not
include research or research and develop-
ment conducted with funds appropriated to
carry out the Public Health Service Act, the
Comprehensive Alcoholism and Alcohol
Abuse Prevention, Treatment, and Rehabili-
tation Act of 1970, the Drug Abuse Preven-
tion, Treatment and Rehabilitation Act, or
titles V, XI, XVIII, and XIX of the Social
Security Act, or any other health-related re-
search or research and-development con-
ducted through the Department of Health
and Human Services or any of its entities.”
Mr. WAXMAN. Mr. Chairman, I
bring this amendment a8 reported by
the Commerce Committee to the con-
sideration of my colleagues today be-
cause I believe that the excellent work
done by the National Institutes of
Health ought not to be jegopardized by

a set-aside provided for small business.

I submit that this is an appropriate
exception to the small business bill for
two major reasons. First of all, the Na-
tional Institutes of Health has
changed its rules to try to include
more small business participation in
the grants that are awarded. They
have provided that scientists from for-'
profit firms are now eligible to receive -
NIH research grants for the first time.
Scientists from for-profit firms. are
now being appointed to NIH peer
review committees and for-profit firms
are now allowed to retain the rights to
patents developed with Federal funds.
I do not think that small business con-
‘cerns ought to be met by changing the
law as it relates to NIH.

There is a8 second major reason that
I think NIH is different.

The primary argument for a small
business set-aside is that it will bring
new high-technology products into the
market and improve the U.S. position
vis-a-vis other nations. But those who
support a small business set-aside do
not understand the medical sector of
the economy or the work done at the.
National Institutes of Health.

Most biomedical research does not
lead to 4 marketable product but to

- improved medical practice. Biomedical

research goes into the basic scientific
work done both on the campus at NIH
and at universities throughout the
country. Small businesses are interest-
ed in applied research, they are inter-
ested in something that is going to
lead to a profitable business. They
want their research to go into a new
product, either a drug or a medical
device. For those areas, there is no
scarcity of capital because the health
care system is such where success in
those areas is greatly rewarded. But
we do not have a market system that
rewards biomedical basic research.
The basic medical research done on
the campuses around the country is
such that unless we fund NIH there
will not be funds for basic research at
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ested in something that is going to
lead to a profitable business. They
want their research to go into a new
product, either a drug or a medical
device. For those areas, there is no
scarcity of capital because the health
care system is such where success in
those areas is greatly rewarded. But
we do not have a market system that
rewards - biomedical basic research.
The basic medical research done on
the campuses around the country is
such that unless we fund NIH there
will not be funds for basic research at

all. So the universities are concerned
and NIH is concerned. If we take a
shrinking budget for NIH and then
add a set-aside of funds that can only
go for small business, in effect, we are
taking money away from the basic bio-
medical research. In 3 years, this set-
aside would amount to $50 million.

Now to give you a perspective of
what that would mean. The work done
on arthritis research alone is $50 mil-
lion. Why should we take money away
from this vital research for a small
business set-aside?

Universities are concerned about the
effect of the bill on medical science.
They fear young members of the
medical profession may leave academic
research in favor of this new genera-
tion of for-profit firms. This bill may
well further encouraged this develop-
ment in response to the set-aside.

I submit first, that even if you sup- i

port a small business set-aside of funds
in other areas, in the health area it is
very inappropriate. And second, that
NIH is actively doing all it can to en-
courage small business participation.
For those two reasons, we ought to
agree to exempt the shrinking budget
for basic biomedical research from any
kind of set-aside; any kind of quota
that might be provided in other areas.
This is the recommendation of the
Commerce Committee. It was over-
whelmingly supported in the commit-
tee, and I know that we have the sup-
port of the gentleman from North
Carolina (Mr. BrovHILL); the gentle-
man from Illinois (Mr. MADIGAN); the

gentleman from Michigan (Mr., DIN-~

GeLL), and-myself, urging that this be
the position of the House as well.

This amendment is appropriate even
if you think the bill as a whole should
pass. g
The CHAIRMAN. The time of the
gentleman from Cahfomia (Mr.
WaxmMmaN) has expired.

(At the request of Mr. MADIGAN and
by unanimous consent, Mr. WaXMAN
was allowed to proceed for 2 additional
minutes.)

Mr. MADIGAN. Mr. Chairman, will
the gentleman yield?

Mr. WAXMAN. I yleld to the-gentle-
man from Illinois.

Mr. MADIGAN. I thank the gentle-
man for yielding.

Is it not correct that in the testimo-
ny before the Commerce Committee
that the National Institutes of Health
said that they had already initiated a
program by which they would be
making grants to small business firms
capable of doing the type of basic re-
search that is involved in the NIH ac-
tivity?

Mr WAXMAN. That is correct. NIH

has changed its internal-rules so that -

for-profit small businesses will be able
to participate fully and, in fact, have
begun to place scientists on the NIH
peer review committees which will
decide which applicants are to receive
grants. .
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Mr. MADIGAN. If the gentleman over innovation, which is what I would
yield further, our own Capitol like to be talking about. We are talk-
physician, I understand, has said to ing about a fight against the establish-
many people that we have learned 70 ment. We are talking about a fight
ercent of what we know about medi- against vested interests. -
cal knowledge today within the ‘last There is a virtual symbiotic relation-
3p-year period of time, and that much ship that exists between the NIH in
of that knowledge has been acquired particular and the university commu-
through research funded by the Na- nity. They feed off each other and we
tional Institutes of Health through are saying feed all you want, but 1.25
the present mechanism that is estab- percent, let us set that aside for inno-
lished. vative competition and research.

1 wonder if the gentleman would Now, we are not doing this for small
care to comment as to whether or not business, I point out. We are doing
he thinks that is an accurate reflec- this for the purpose of innovation, be-
tion of what has been going on in the cause we have so many studies which
last 30 years? show the superior quality of small

Mr. WAXMAN. I think that the business research and development
work of the National Institutes of when it comes to innovation.

Health, both at their campus here in  Now, NSF has said that they do a 24
the Bethesda and through the univer- times bctter job. Now, maybe the Na-
sities and medical centers around the tional Science Foundation is wrong.
country, stands as one of the gems of Maybe it is not 24 times better. Maybe
our National Government. It is some- it is 20 times better. Maybe they are
thing that we are all very proud of. It really wrong. Maybe it is 10 times
has led to tremendous scientific prog- better. Maybe they are really, really
ress and holds the promise of new wrong. It is not 24 times, it is 2 times
pbreakthroughs to prevent and treat better. I will take it, because it is
dreaded diseases. Unless that biomedi- better. . )

cal basic research is'done by the NIH = Why does the university community
and universities, I do not believe that fear this program? Why are they op-
it will be picked up in the private posed? They fear this program, not be-
sector by small businesses. We need cause they think 1.25 percent will be
Government support for medical re- wasted away and diverted from its pur-
search and we need awards for these 'pose. They fear it, not primarily be-
programs to be-based strictly on the cause of greed, although that is a large
merit of the proposed research. part. They fear this program because

Mr. LAFALCE. Mr. Chairman, I they fear its success. They fear that
move to strike the last word. this program will be so successful that

Mr. Chairman, about 4 years or so the status quo will be upset, that the
ago NIH was told to revise their rules, special symbiotic relationship that
revise their regulations, In order to they have had all these years of their
enable small businesses to have an op- existence will be severed once and for
portunity to compete for NIH con- all once this window, once this door is
tracts and grants. -

Four years ago they did not comply.
Three years ago they did not comply.
Two years ago they did not comply. Mr. GLICKMAN. Mr. Chairman,

In October of 1981, the Small Busi- will the gentleman yield?
ness Committee reported out a bill Mr. LAFALCE. I yield to the gentle-
that would have forced them to man from Kansas.
comply by law. - . Mr. GLICKMAN. Mr. Chairman, I

In December of 1981, the Senate would like to join with the gentleman
unanimously passed a bill that would in opposition to this amendment. I do
have forced them to comply by law, not think there is any industry which
and after that they then said now we is more in the vanguard of technologi-

do, and that is what the amendment
would prevent from happening.

+ - will revise our rules and enable smail- cal change in the future than the

businesses to be able to compete legal- * health industry. If you read recent
ly. . issues of Discover and Science maga-
O 1610 zine, you will see that the big changes

: in artificial hearts and in cardiac

Now, when the gentleman talks equipment, in diabetes research and
about more, we are not talking about cancer, are being done by novel small
more. We are talking about getting a firms, private firms all over America.
little bit of a piece of that total pie. I vénture to say they get very little
We are talking over a 4-year period of of this NIH money. We are talking, if
getting 1.25 percent, not taking it the gentleman will correct me if I am
away from NIH, as has been argued, wrong, not about in-house NIH money.
but simply saying to NIH that that We are talking about the money they
which they give them, of that which dispense outside. Is that correct?
they give them at the end of the 4- Mr. LAFALCE. Absolutely. ;
year period, 1.25 percent ought to be The CHAIRMAN. The time of the
put in a special pot for which small gentleman from New York has ex-
business can compete. pired. *

Now, what are we really talking (At the request of Mr. GLICKMAN
Mr.
:- about is a fight, not over 1.25 percent. LAFALCE was allowed to proceed for 2

“*We are not even talking about a fight additional minutes.)

 CONGRESSIONAL RECORD — HOUSE

opened. That is what the bill would .
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Mr. GLICKMAN. Mr. Chairman, if
the gentleman will yield further, this
argument reminds me, as the gentle-
man says, it is fear of the establish-
ment. The health industry, particular-
ly as it relates to medical schools, does
not want the NIH to be giving money
to anybody else because they will lose
a piece of the pie.

It reminds me a little bit of the way
the big drug companies fear the gener-
ics, because the generics might supply
some new drugs at slightly lower cost.

So I would say that for the future of
health technology, while we cannot
promise the small companies will come
up with miracle drugs or other kinds
of - things, I just think it is better for
all America that we defeat this amend-
ment.

Mr. MITCHELL of Maryland. Mr.
Chairman, will the gentleman yield?

Mr. LAFAILCE. I would be glad to
yield if I have the time.

Mr. MITCHELL of Maryland. Mr.
Chairman, I want to associate myself
with the remarks of the gentleman in
the well and point up two sets of data
to demonstrate the cavalier fashion in _
which NIH has treated small business-
es, as opposed to the understanding
fashion in which the National Science
Foundation, has treated small busi-
nesses. g =

Under much prodding and pushing,
it was agreed, NIH said, “Well, we will
do some business with small business-
es.”

Well, what did they offer? They of-
fered contracts to repair, restore and -
rebind rare books.

They offered a contract to provide a
generator and other equipment for the
National Library of Medicine.

They offered a contract to catalog
monographs in English and foreign
languages. : ’

They offered a contract to remove
existing elevated access flooring. That
is what they offered.

On the other hand, if you look at
what was done at the National Science
Foundation, these exciting projects
were approved: Poroplastic for trans-
dermal drug delivery.

Laser-based photoacoustic methods
for measuring stable isotope ratios.

In-vitro detection of allergy using
imunofluorescence.

The CHAIRMAN. The time of the
gentleman from Néw York has again
expired. !

(At the request of Mr. MITcHELL of
Maryland, and by unanimous consent,
Mr. LaFaLcE was allowed to proceed
for 2 additional minutes.)

Mr. MITCHELL of Maryland. Mr.
Chairman, if the gentleman will yield
further, they offered a contract and it
was carried out by small business to
study the effects of processing tech-
nology on the reduction of cholesterol
and other libids; new genetically engi-
neered microbes.

. One, is to repair and rebind old
books; the other is giving small busi-
nesses an opportunity to do ther basie

uvue DIT OI & plece OI that total pie. I venture to say they get very little
We are talking over a 4-year period of of this NIH money. We are talking, if
getting 1.25 percent, not taking it the gentleman will correct me if I am
away from NIH, as has been argued, wrong, not about in-house NIH money.
but simply saying to NIH that that We are talking about the money they
which they give them, of that which dispense outside. Is that correct?
they give them at the end of the 4- Mr. LAFALCE. Absolutely. .
year period, 1.25 percent ought to be The CHAIRMAN. The time of the
put in a special pot for which small gentleman from New York has ex-
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books; the other is giving small busi-
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kinds of meaningful research that may_
save hundreds and thousands of lives
in this country. That is- the choice
that we have got that is offered to us
in this amendment.

Just good,” common, logica.l sense,
says that this amendment must be de-
feated; otherwise the same cavalier ex-
clusionary attitude will persist on the
part of NIH, and I thank the gentle-
man for yielding to me.

Mr. DAUB. Mr. Chairman, I move to
strike the requisite number of words;
and I rise in opposition to the amend-
ment.

(Mr. DAUB asked and was given per-
mission to revise and extend his re-
marks.)

Mr. DAUB. Mr. Chau'man, the Small
Business Innovation Act has become
the subject of some controversy which
is unusual when one considers the
broad support- that .the measure
enoyed when it-was mtroduced.

The problem, I believe, is one that I
have discussed in the past with respect
to small. business. That is, that be-

cause.of its nature—millions of diverse .

individuals pursuing' independent
aims—it does not lend itself wéll to or-
ganized lobbying. Each Member of
this body annually extolls the virtues
of the small business community.
How it creates almost all of the newly

-created jobs, that it is the most likely
source of innovation and new prod-
ucts, and that it personifies those vir-
tues and capabilities that we think of
as distinctly American. Then we pro-
ceed to ignore it.

Each one of us has a sizable small-
business community. It is a special in-
terest so to speak, that we all possess.
The people who send us here are for
the most part dependent upon its vi-
tality; its strength for the most part
parallels the economic strength of the
cities and towns from which we come.
It does not seem likely then that this
Congress would ignore issues of con-
cern to small business nor fail to enact
legislation that would give it a fair

shake at the billions of dollars worth’

of business available by means of the
Federal Government.

The problem is that small business
does not lend itself to the circum-
stances of the Congress. The Congress
reacts to well-organized lobbying ef-
forts very well but when it comes to
doing something for a majority of our
citizens . who are not well organized,
who are pursuing independent paths,
and are joined in a common bond only
in that they represent the largest
number of individuals we do not re-
spond well. After all, they cannot gen-
erate large-scale lobbying campaigns
"by picking up the telephone.

As a member of the- Small Business
Committee, I admit to some jealousy
for those who serve on committees
where their constituency is well-de-

* fined and whose interests they. can
promote easily through the legislative
process. This has been very evident in
the last few months where we have
seen the other comzmttees of this
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to demand that the bureaucracy end

House protecting their turf in a most
forceful fashion. This is unfortunate, I
believe, because those interests are
being promoted at the expense of the
small business community which is
doing nothing more than trying to get
its foot in the door of an area that has
by design been set off limits.

We are not asking for a great deal.
In fact, by virtue of compromise, we
are asking for a very little—it is in fact
embarrassingly little. But it appears
that that is even too much for some
who fear that any dollar diverted is in-
fluence lost. Influence that has proven
enormously profitable and will contin-
ue to be so regardless of the disposi-
tion of this legislation here today. I
can only believe that what motivates
those who oppose including the small
business community in this area is a
fear that once they are given an op-
portunity to demonstrate their effec-
tive use of the Federal dollar, that the
Congress will be compelled to increase
that diversion at the expense of the
fat cats who have prospered in the.
past.

One point that needs to be made is
that we are not really setting quotas
so much as we are requiring that a
portion of the exclusion that has ex-
isted in the past be ended. Small busi--
ness has been excluded because the re-
lationship between the Government
and the recipients was an effective one
that kept the new blood of small busi-
ness out. No one would argue that we
ought. to divert moneys awarded to
meritorious concerns to others simply
because of their size and we a.re not
doing that.

Instead, we are saying that the pres-
-ent situation does not allow or provide
for the participation of the largest and
most innovative segment of our soci-
ety. We are suggesting that perhaps
we ought to remedy that situation by
requiring that the bureaucracy make
the effort to reform their past prac-
tices in order to utilize this segment. I
do not understand how anyone can
argue with such a proposal. .

The small business community of
America will never be organized in
such a fashion so as to provide even a
fraction of the influence visited upon
this House by associations and organi-
zations that represent a relative few.
It is the responsibility of this House to
protect the interests of those who are
‘not represented, who do riot have easy
access to the media in order to com-
municate their Well-defined case that
is the product of public relations ex-
perts. It is the responsibility of this
House to recognize the simple truth
that the small business community is
the engine of this economy and this
Nation."

The moneys that fund the oper-
ations of this Federal Government—
not just for research but for defense
and welfare and income security—is
the result of the labor and creativity
of small business. We ought then to
look for ways to foster that labor and
creativity not dlscoura.ge it. We ought
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its monopoly creating behavior that
has excluded small business from par-
ticipating in an area where it is clearly
capable of doing so.

In the past year and a half, I have
heard from many in this House the
evils that are attached to things “big”.
Well, we have an opportunity today to
lend a hand to small business, a hand
that is long overdue.

We have an opportunity to demon-
strate that this Congress can look ob-
jectively at an issue without cowering
in fear because of a few well-orches-
trated telegrams. We have an opportu-
nity to do the right thing not only for
small business but for the taxpayers
and the people in this country who
want a government that has the
wisdom and the strength to corrcct an
iniquitous situation even if that iniqui-
tous situation does not come equipped
with a well-planned public relations
campaign.

0 1620

Mr. DINGELL. Mr. Chairman, I
move to strike the requisite number of
words, and I rise in support of the
amendment.

Mr. Chairman, the discussion so fa,r

tends to show the Small Business
Committee members do not under-
stand the amendment nor the process-
es that they seek to effect with their
bill. -
My good friend from New York says
all they want is their share of the pie.
My colleague who has just spoken,
says that they want their share. There
is nothing in the law now that bars
small business from getting research
grants at NIH.

What is really involved here is the
health of the American people, the re-

search into the prevention and cure of

the many diseases.

I therefore urge my colleagues to
support the amendment offered by
the gentleman from California.

Mr. DAUB. Mr. Chairman, will the
gentleman yield?

Mr. DINGELL., I will in just a
moment.

Mr. DAUB. I thank the gentleman.

Mr. DINGELL. Let us take a look at
what is involved here.

Every single health organization in
the country supports the amendment.
The American Cancer Society,
American Medical Association, the As-
sociation of American Medical Col-
leges, the American Heart Association,
the American Lung Association, all
support the amendment.

Now let us look a little further.
What is really involved here? What is
involved here is grants for medical re-

search. These are aliccated on the.

basis.of peer review. It is done on the
basis of qualifications, uniqueness, and
the ability to carry forward our goals
of curing the healfh problems of this
Nation.

Now, let me read to you what the
American Cancer Society says about

the -
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is the product of public relations ex-
perts. It is the responsibility of this
House to recognize the simple truth
that the small business community is
the engine of this economy and this
Nation."

The moneys that fund the oper-
ations of this Federal Government—
not just for research but for defense
and welfare and income security—is
the result of the labor and creativity
of small business. We ought then to
look for ways to foster that labor and
creativity not discourage it. We ought
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search. These are aliccated on the.

basis.of peer review. It is done on the
basis of qualifications, uniqueness, and
the ability to carry forward our goals
of curing the health problems of this
Nation.

Now, let me read to you what the
American Cancer Society says about
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the amendment and
. should adopt it: -
NI ts are awarded according to a
11 established competitive peer review
we em which recognizes only quality, origi-
pality, and relevance to the goals of the In-

The scientists who receive these funds are
for the.most part in medical schools, univer-
gities, colleges, public and private research
centers, and hospitals. Only after the ex-
perimental approaches are initiated by the
researchers themselves, and are put

through the stringent competitive reviews,

for originality, capability, quality and inten-
sity of effort, are these projects approved
for funding.

Then after all of these tests have been
met, only about 36 percent of aproved grant
applications are actually funded because of

- the severe over-taxing of the NIH research

and development budgets.
Now hear these words:

The removal of even & small portion of
the clearly inadequate R. & D. budgets of
the Institutes could cripple the work of
many of our biomedical scientists who are
already hurt by the fact the NCI budget, for
instance, has not increased in terms of real
dollars since 1975. .

Now listen to this:

This program is going to divert $50 million
from NIH and from its research priorities.
NIH funds have been reduced, in real dol-
lars, by 15 percent since 1980. They will be
reduced another 30 percent at the end of
the next 3 budget years. NIH awards have
already declined by 20 percent, from 5,000
to 4,100, ) ;

Now, what is the $50 million amount "’

that this proposal would take from the
National Institutes of Health? First of
all, it is more than all, more than all
of the funds that are spent on arthri-
tis research; it is 10 times the amount
that is spent on interferon research; it
is five times the amount that is spent on
cataract research.

Under the proposal, funds for basic
research will be further reduced.
Small businesses do not generally do
basic research because there is no
commercial market for these kinds of
findings.

Funds would be diverted to drug and .

device work where there is no shortage
of capital.

Now, I do not speak about the rest of
the bill, I do-not talk about Defense, I
do not talk about State, I do not talk
about.any of the other agencies, the
Department of Agriculture. I talk
about the health programs of the
United States. It is fine to help small
business. )

I served for years on the Committee
on Small Business and I was the chair-
man of a subcommittee before any of
the members there, with perhaps one
or two exceptions, was even on that
committee.

The CHAIRMAN. The time of the
gentleman has expired.

(By unanimous consent, Mr. DINGELL
was allowed to proceed for 3 additional
minutes.)

Mr. DINGELL. Now listen to this,
again, ' to what this proposal would

~ attack, and then understand why the

distinguished gentleman from Califor-
nia has offered the amendment and I

why it is we.
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support th& amendment: This is not a

pork barrel proposal at NIH, it is basic
research into the health of the Ameri-

_can people. That is what is at stake in

the amendment. If you want to treat
small business as a pork barrel matter,
as my good friend says, give them
their share of the pie, give them their
share of the pie of that which is legiti-
mately pork. do not affect the health
research for the American people.
Listen to what the American Cancer
Society has said, listen to what the As-
sociation of Medical Colleges says in
endorsing this amendment. .

Do not attack research that affects
the health and well-being of the
American people,

Mr. DAUB. Mr. Chairman, will the-

gentleman yield?

Mr. DINGELL. I yield to my friend,
the gentleman from Nebraska (Mr.
Daus).

Mr. DAUB. I thank the gentleman
for yielding for a comment and theh a
question. .

First a comment that in some of the
testimony we listened to when the bill
was being heard, we had a number of
good examples, I thought, among
others, where small business had come
up with good ideas in the medical
field, including the biosynthetic insu-
lin, the CAT scanner, the heart valve,
the oral contraceptive, and soft con-
tact lenses.

Can the gentleman tell me: Does
this amendment exclude the 1.25 set-
aside on all research and development,
or just the National Institutes of
Health?

-Mr. DINGELL. It only excludes the
National Institutes of Health.

And now my good friend, the chair-
man of the committee, talks about the
National Academy . of Sciences. This
does not, I tell him, affect the Nation-
al Academy of Sciences. It would leave
them subject. ‘

Understand this: There is so little
money, and that money is shrinking,
that we cannot frivolously put it
where some small business would like
to have it put. :

This money must be put with the
best possible scientific research, that
affords the best opportunity for pay-
out in solving the major health crises
and the major health problems that
affect the United States,

. 0 1630

We must understand that this is not
the kind of research that we pass
around like a pork barrel. We are not
designing a tank or tinkering-around
with eyeglasses. We are dealing with
the most basic kind of research, on
cures for cancer, on methods to cure
or eliminate arthritis or cataracts,
blindness.

Mr. DAUB. Just a comment, that on
the first page the committee print, my
colleague, I am led to believe from a
reading of it that in fact the amend-
ment includes the broad brush of all
research, not just NIH,

Mr. DINGELL. Our amendment
deals with the National Institutes of
Health.

Mr. BROOKS. Mr. Chairman, will
the gentleman yield?

Mr. DINGELL. I yield to my good
friend from Texas.

Mr. BROOKS. Mr. Chairman, I just
want to associate myself with the gen-
tleman’s remarks, and say that as a
Congressman from a district which
has in it the University of Texas medi-
cal branch, an outstanding research
arm and branch of this country’s ef-
forts, I know that this amendment is
designed not to help them.

The CHAIRMAN. The time of the
gentleman from Michigan has again
expired.

(Bwtunanimous consent, Mr. DINGELL
was allowed to proceed for 3 additional
minutes.)

Mr. BROOKS. I certainly support
the amendment and think we ought to
do this. I am 100 percent for it. I think
the gentleman from Michigan and the
gentleman from California are to be
commended for bringing it t/o the com-

- mittee.

Mr. DINGELL. I thank the gentles

_man., ‘
Mr. LAFALCE. Mr. Chairman, will’
.the gentleman yield?

Mr. DINGELL. I yield to the gentle-
man from New York.,

Mr. LAFALCE. Mr. Chairman, one
may or may not favor the -amend-

ment—I oppose it—but we ought to at

least understand what it does,

Mr. DINGELL. I understand full
well what it does.

Mr. LAFALCE. Let me read the
amendment portion, though, which
would exclude any other health-relat-
ed research or research and develop-
ment conducted by or through the De-
partment of Health and Human Serv-
ices or any of its entities.

Now, if this is the amendment being
offered, that is the amendment the
gentleman has in his report, that is
much larger, much broader in scope
than simply NIH, and contradicts
what the gentleman just said.

Mr. DINGELL. I am going to re-
spond, but first I will yield to the gen-
tleman from California (Mr. WAXMAN).

Mr. WAXMAN. Mr. Chairman, I-

think that the proponents of this bill
who are trying to fight this amend-
ment are making a mountain out of a
molehill. I want to point out that the
research done by Health and Human
Services is 95-percent NIH. There is
some research being done in the
Health Care Financing Administration
as to how best to serve in the health
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delivery systems, but 95 percent. of

what we are talking about is NIH
funding which goes to universities, col-
leges and medical centers around the
country. -

I was interested to note in this
debate and in the report of the Small
Business Committee that they talk
about small business innovation that

_brought us the CAT scanner, insulin,
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streptomyocin, and penicillin. That is
just not accurate. The man who devel-
oped the CAT scanner and won a
Nobel Prize was a professor at Tufts
University. They did their work on
biomedical basic research - studies
there. This in not something that
small business wants to compete with
because it does not lead to a product
that they can sell.

I think that we ought to be aware
that the health area is unlike other re-
search programs. Because of the dis-
tinction, this ought not to be treated
the same.

Mr. O’BRIEN. Mr. Chaxrma.n, I
move to strike the requisite number of
words, and I rise to speak in support of
the amendment.

‘(Mr. O'BRIEN asked and was given
permisston to revise and exténd his re-
marks.)

Mr. O’'BRIEN. Mr. Chairman, the
comment was made by one of the ear-
lier speakers about giving a share of
the pie. I think what was really meant
by that was to say, to allow small busi-
ness. the right to compete for the
share in the pie, and particularly in
the area that this amendment address-
es. It should be known that the NIH,
for example, and that is the area of
my interest presently, earlier this year
has gone out of its way to make sure
that private enterprise in small busi-
ness gets a chance at the game.

For example, for-profit firms are
now eligible for grants. Scientists from
for-profit firms will be placed on the
peer review committees, and grantees
may not retain the patent rights re-
sulting from federally funded re-
search. These people are trying to do

it the way the planners of this legisla-

tion intended. I think of all areas that
I have observed since I have been in
this Congress, 1 think the National In-
stitutes of Health is' more concerned
_about the quality of research than it is
the magnitude of the grantee. I think
it is time we were a little bit diserimi-
nating here. I make my point in partic-
ular from the Nationak Institutes of
Health. I think they should be ex-

- cluded from this amendment.

[Mr. SMITH of Iowa addressed the
Committee. His remarks will appear
hereafter in the Extensions of Re-

- marks.]

Mr. McDADE. Mr. Chairman, I
move to strike the requisite number of
waords.

I just want to ask the gentleman a
couple of questions because he has fo-
cused the thing for us. We have $3 bil-
lion in researeh today, in today’s dol-
lars, is that not correct, for R. & D.?

Mr. SMITH of Iowa. Will the gentle-
man yield?

Mr. McDADE. I yield to the gentle-
man:’

Mr. SMITH of Iowa. It is over $3 bil-
lion. .

Mr. McDADE. Ahout $4 billion in
the account in NIH and it is important
to remember that what this amend-
ment does is te exclude all-of those re-

-
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search funds from the small business
community,

Mr. SMITH of Iowa. Intermural re-
search.

Mr. McDADE. Intermural research.
They cannot even compete; they are
excluded.

I think it is also important for us to
know under current regulations issued
by the Department of Health, Educa-
tion, and Welfare or HHS, about 65
percent of any grants to any of the
universities can be diverted to over-
head; is that not correct?

Mr. SMITH of Iowa. That is right.
They have various ways of figuring
overhead, including in some cases, in
some instances, money that came from
the Federal Government to support a
project could be used as a part of the
overhead.

Mr. McDADE. As my friend said,
and if my colleagues want to recognize
it, that 65 percent can go to pay the
president, can go to pay the board of
trustees, or they can use it to amortize
buildings.

What for profit organization could
afford 65 percent overhead? That is
what we are paying at NIH.

I am for it, too. As the gentleman
said, they have served us well. No one
here is condemning NTIH. All we want
to do is to say to them that it is time
they recognized the capacity that
exists and it is time they recognize
that we have people in the business
community, small business people who

- can perform.

The only way we can do it, reeapitu-
lating, they just adopted regulations

. because the other body acted and this

body acted for the first time to say
that a for profit organization may be
permitted to submit an application to
bid. They would not even accept an ap-
plication to bid; is that not correect?

Mr. SMITH of Iowa. That is right.

In addition to that, I understand the
officials at the NIH, although they
were reluctant to adopt any kind of a
program at all, are now not opposing
this bill. They are not supporting this
amendment. They know they can live
with this and, as a matter of fact, they
will be better off with this bill than
they will with this amendment.

Mr. McDADE. I yield back the bal-
ance of my time and hope we can vote
in a hurry.

Mr. MADIGAN. Mr. Chairman, I
move to strike the requxsxte number of
words, and I rise in support of the
amendment.

(Mr. MADIGAN asked and was given
permission to revise and extend his re-
marks.)

Mr. MADIGAN. I will not ta.ke the
fuil 5 minutes but 1 do want to re-
spond to some of the things that have
been said here in the debate.

The amendment from the Commit-
tee on Energy and Commerce does not
apply to all research. It applies to all
health-related research. '

We are not into what is going on in
the Department of Defense or any-
where else with the amendment that
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is pending before the Committee of
the Whole at this point. =

The gentleman from New York said B
that the National Institutes of Health §&
was. told 4 years ago to open this up to
small businesses. That was what he
said when he was in the well of the. g
House. Also that 4 years ago they did g
not do it, 3 years ago they did not do §
it, and then 2 years ago they did not
do it, but finally this year they did it. §-

The question that is begged by that §
comment is: Told by whom? Were they §
told by the appropriate committees of #
the Congress? Were they told by the
Congress itself?

No; the answer is no to both ques-
tions. :

They were told by the Director of
the Office of Management and Budget
that that is what they should do.

Who is in charge? Who sets policy in
this Government? Is it the Congress of &
the United States or the Director of &
the Office of Management and
Budget?

I would hope that they would ignore
instructions they got from the Direc- !
tor of OMB when the appropriate §
committees of Congress were telling
them to do just the reverse of what
the Director of OMB was telling them §
to do. They were responding and did
correctly respond to that branch of
Government that is charged with set-
ting policy for this Government in
which we live. d

The gentleman has said it is only 1% 1
percent. My colleagues heard the gen- &
tleman from Iowa-(Mr. SMITH) say
that he would really like to have 5 per-
cent or maybe 10 percent.

I submit that every time we come i
back to this issue we will come back 4
for more. I would just remind my col- &
leagues that in 1919 when this Con- ¢
gress passed the Federal income tax
the managers on both sides of the
aisle said it would be 1 percent and it @
would never be more than 1 percent.
That is what was said then. Now we
are being told that this will only be 1%
percent.

On the university campus in my dis-
trict there are five Nobel Prize win-
ners on the faculty, five people there
who have won Nobel Prizes for basic
research in health-related endeavors. :

Do my colleagues think for a
moment that they would be on that ' .
faculty at the salary paid to members
of the faculty of the State university
if these kinds of funds were not availa-
ble to them to do the kinds of research
that they are doing?
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Do you think that the talent of
those people would be available to the
students at that university? I assure
you it would not be.

If you want to pick away at that,
just so that you can say, “I have done. .
something for small business,” then !
let me tell you that you are making a
very serious mistake, & very serious
mistake, and I would urge you to think

€ouplie O QUEeSUONS DECAUSTC BT MNad Lu~
cused the thing for us. We have $3 bil-
lion in researeh today, in today’s dol-
lars, is that not correct, for R. & D.?

Mr. SMITH of Iowa. Will the gentle-
man yield?

Mr. McDADE. 1 yield to the gentle-
man.’

Mr. SMITH of Iowa, It is over $3 bil-
lion. .

Mr. McDADE. About $4 billion in
the account in NIH and it is important
to remember that what this amend-
ment does is to exclude all-of those re-

CVIY, MALJIUALIV dSKEU Alil Wad BIVeE
permission to revise and extend his re-
marks.)

Mr. MADIGAN. I will not take the
full 5 minutes but 1 do want to re-
spond to some of the things that have
been said here in the debate.

The amendment from the Commit-
tee on Energy and Commerce does not
apply to all research. It applies to all
health-related research. '

We are not into what is going on in
the Department of Defense or any-
where else with the amendment that
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that they are doing?
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Do you think that the talent of
those people would be available to the
students at that university? I assure
you it would net be.

If you want to pick away at that,
just so that you can say, “I have done. .
something for small business,” then !
let me tell you that you are making a
very serious mistake, & very serious
mistake, and I would urge you to think
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very carefully about this before you
reject the amendment.

Mr. WAXMAN. Mr. Chairman, will
the gentleman yield?

Mr. MADIGAN. I yield to the gen--
tleman from California. -

Mr. WAXMAN. I thank the gentle-
man for yielding.

Mr. Chairman, I want to underline
that point. If we divert in excess of $50
million over the next 3 years from sup-
port for the National Institutes of
Health, we will end support for over
350 highly rated research projects and
intensify the disruption in our Na-
tion’s finest research laboratories.

We -have a very difficult problem
now attracting young physicians after
medical school to go into research,
when those physicians know they can
make so much more money practicing
medicine. It takes dedicated profes-
sionals to go into research. They are
looking for-continued funding to allow
them to continue to work in research.
1f we are going to take that funding
away and give it to some small busi-
ness to produce a product that NIH
does not otherwise finance, we are
going to be doing «a tremendous
amount of harm from which we may
never recover.

I do want to use this time to point
out that NIH contracts and subcon-
tracts to small business firms now
exceed $100 million. But this amount
cannot even be counted in this set-
aside because the set-aside is so nar-
rowly drawn. that that existing funds
do not apply at all. So it will be an ad-
ditional sum of money taken from bio-
medical research. I think we will be
doing harm to the research to protect
people’s health. This is a unique situa--
tion that ought to be considered sepa-
rately from whether we think there
ought otherwise te be funds set aside
for small business.

Mr. LAFALCE. Mr. Chairman, will
the gentleman yield?

Mr. MADIGAN. I yield to the gen-
tleman from New York, even though
he did not yield to me earlier today.

Mr. LAFALCE. Mr. Chairman, the

gentleman was the individual who ob-
jeCted to my -unanimous-consent re-
quest before, and since he has now
had more than 5 minutes, I again
renew my unanimous-consent request
that all debate on this amendment and
all amendments thereto conclude by 5
p.m. .
Mr. MADIGAN. Mr. Chairman, I
would just say to the gentleman, in re-
sponse, that if he had yielded to me
when I _asked him to yield to me, I
would not have objected to his re-
quest, and I will not object now.

Mr. LAFALCE. Mr. Chairman, may I
comment on that, because that is a
personal comment?

The CHAIRMAN. The gentleman
from New York (Mr. LAFALCE) has re-
quested unanimous consent that all

" debate on this amendment and all

amendments thereto cease at 5 o’clock.-
Is there objection to the request of
the gentleman from New York?

7
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There was no objection. '

The CHAIRMAN. Members standing
at the time the unanimous-consent re-
quest was agreed to will be recognized
for 30 seconds each.

The Chair recognizes the gentleman
from California (Mr. LEWIS).

(By unanimous consent, Mr. PARRIS
yielded his time to Mr. LEWIS.)

Mr. LEWIS. Mr. Chairman, it is
bothersome to rise on the floor and
oppose the likes of my colleagues, the
gentleman from California and the
gentleman from Michigan, who have
great expertise in the field of health.
But, frankly, I think it requires not a
great amount of expertise to under-
stand what is going on here.

The fact is that the symptoms are
the same across the board. It is busi-
ness as usual, specifically it is the good
old boy’s game, The fact is that agri-
culture does not want you to cut into
any kind of piece of their business.
They want to control the system as
usual. )

In the NIH area alone, $50 million is
the dollar amount they are talking
about out of a budget of $4 billion a
year. Over a 3-year period, that is $12
billion.

The fact is that the pie is mighty,
mighty big. Each person who is used
to having access to the process wants
to keep the business the same. As a
practical fact of life, small business
has contributed the most to innovative
research in our history. They need to
have some access to the pie.

Remember, gentlemen, pigs
nothing. Share just a bit of the pie.

The CHAIRMAN. The Chair recog-
nizes the gentleman from Louisiana
(Mr. ROEMER).

(By unanimous consent, Mr. M1TcH-
ELL of Maryland and Mr. ECKART yield-
ed their time to Mr. ROEMER.)

Mr. ROEMER. Mr. Chairman, we
have heard a lot of arguments pro and
con, as we do on each of these amend-
ments. Often the agruments says, We
love this program, just do not touch
our portion of it. We love what small
business does for this country, just do
not let them into our bailiwick.”

I am a diabetic. I have been that way
for a long time. I take at least a shot
every day to stay alive. So I do not
speak about the problem from long
distance. I do not speak from a text-
book or committee hearing when I tell
you that research in that part of sci-
ence which is critical to me is fre-
quently done in the vanguard of high
technology by small business. And
what this bill does is not shut out but
bring in those innovative ideas, those
changes and chances for improvement
in the medical science field that we
need.

I urge the defeat of this amendment,
so that one bill will remain strong.

The CHAIRMAN. The Chair recog-
nizes the gentleman from California
(Mr. McCLOSKEY).

get

Mr. McCLOSKEY. Mr. Chairman,.

let me just respond to that question
on diabetes.‘ s :
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Let us assume that the SBIR pro-
gram puts out a request for bids on
diabetes research. $36.5 million out of
NIH’s budget next year will be subject
to the SBIR program. Let us say $1
million of this will be for diabetic re-
search. And let us say that the leading
expert in this country is a Nobel
Prize winner at Harvard or Stanford on
that very point, and yet under this bill
he cannot compete. So the man suffer-
ing from diabetes will not have availa-
ble the leading expert in the country
for that particular research program.
The research will have to go to some
small business, regardless of lesser
merit, and regardless of the fact that
the person most qualified to do the
best research will not be allowed to
even compete for the assignment.

The CHAIRMAN, The Chair recog-
nizes the gentleman from Michigan
(Mr. DINGELL).

Mr. DINGELL. Mr. Chairman, it is
plain that we must have some under-
standing of this amendment.

I support the amendment. So does
the American Medical Association.
The AMA, and I now quote:

The American Medical Association takes
this opportunity to express our concern re-
garding H.R. 4326, “The Small Business In-
novation Development Act” and S. 881,
“The Small Business Innovation Act.”

The AMA supports the intent of these
bills to encourage the federal government to
utilize the research resources and talents of
this nation’s small businesses. We believe
that this should be pursued wherever appro-
priate. Our concern, however, is with the in-
appropriateness of mandating application of
that concept to the National Institutes of
Health. The NIH and its component Insti-
tutes have a research budget greater than
$3 billion for the fiscal year 1982. There-
fore, in predeterming the allocation of a
fixed percentage of the NIH budget, the-
impact of this legislation on NIH and its
critical health research function, would be
substantial.

The very nature of the Institute’s man-
date, basic biomedical research, requires re-
search to be conducted in large part by Uni-
versities, major medical centers, medical
schools and other research laboratories. Ac-
cording to the National Science Foundation,
89 percent of the NIH budget is related to
primary basic reseach. We believe that it is
inappropriate to place NIH under the same
spending constraints as other agencies.
Strict enforcement of rigid set-asides could
lead to situations where such funds were
not being used to the best advantage, or
were being diverted from necessary basic
biomedical research. We believe that the
unique mission and function of the National
Institutes of Health mandate that special
provision be made in the legislation so that
the Institutes are not locked into a specified
funding formula. The American Medical As-
sociation supports an exemption for the Na-
tional Institutes of Health from the provi-
sions of H.R. 4326 and-S. 881. We would be
pleased to work with you and other interest-
ed parties in developing alternate language
that would encourage NIH, where appropri-
ate, to utilize the services of small business
firms. .

Sincerely, .
James H, SamMons, M.D.

AR B IR}

WIITIL L1 _4adSKATQ L1l W yicia w g, 1
would not have objected to his re-
quest, and I will not object now.

Mr. LAFALCE. Mr. Chairman, may I
comment on that, because that is a
personal comment? :

The CHAIRMAN. The gentleman
from New York (Mr. LAFaLcE) has re-

_ quested unanimous -consent that. all

debate on this amendment and -all
amendments thereto cease at 5 o’clock.-

Is there objection to the request of
the gentleman from New York?
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bring in those innovative ideas, those
changes and chances for improvement
in the medical science field that we
need.

I urge the defeat of this amendment,
so that one bill will remain strong.

The CHAIRMAN. The Chair recog-
nizes the gentleman from California
(Mr. McCLOSKEY).

Mr. McCLOSKEY. Mr. Chairman,.

let me just respond to that question
on diabetes. . .

Institutes of Health mandate that special
provision be made in the legislation so that
the Institutes are not locked into a specified
funding formula. The American Medical As-
sociation supports an exemption for the Na-
tional Institutes of Health from the provi-
sions of H.R. 4326 and-S. 881. We would be
pleased to work with you and other interest-
ed parties in developing alternate language
that would encourage NIH, where abpropri-
ate, to utilize the services of small business
firms. .
Sincerely, g
James H. SammMons, M.D.
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. The CHAIRMAN. The Chair recog-
nizes the gentlema.n from Ohxo (Mr.
WEBER). .

Mr. W'EBER of Ohio. Mr. Chairman,
there is no reduction in the budget of
any health care agency. There is no
cut. There is no diversion.

What this bill does is simply for the

sake of cost-effectiveness allocates 1.25 _

percent of research and development
to small business, saying to the NIH
and the other agencies, “You can do it
better if you use small business.”

This Waxman amendment strips out
all health-related R. & D. not just the
NIH. Read the amendment. It strips it
all out.

The CHAIRMAN. The Chair recog-
nizes the gentleman from Florida (Mr.
Fuqua).

Mr. FUQUA. Mr. Chairman, the
American people do not receive the
best medical research by accident.
Right now, at the NIH, everybody who
is engaged in medical research is treat-
ed on an equal footing, and the tax-
payers and the American people get
and should get the best research that
is poss1ble.

Also, in reference to colleges and

universities, where do we teach the’

people to be researchers? They are not
trained in laboratories . to become
teachers and researchers. They are
trained, and the training ground is in
the colleges and universities.

I urge support for the amendment.

The C . The Chair recog-
nizes the gentlewoman from Massa-
chusetts (Mrs. HECKLER).

Mrs. HECKLER. Mr. Chairman, I
rise in opposition to the amendment.

I think we should put the issue into

" perspective. We are talking about $36

million out of a $12 billion appropri-
ation for the next 3 years. At issue
here is the level of competence of
small firms involved in scientific and
technological endeavors, not pork-
barrel legislation for small business
firms. What is the competence of
mall business in terms of providing
answers to qur serious medical prob-
lems? :

In the Senate testimony before the
Smali Business Committee, Richard
Di€icco of Technology Catalysts said:

Our firm'’s experience with small business

_has shown that they have an equal techno-
logical capability with universxties on basic
" research projects.

If the private sector has found this
to be true, I would urge my colleagues
to consider the possibility as well, and

. vote against the amendment.

The CHAIRMAN. The Chair recog-
nizes the gentleman from Iowa (Mr.
BEDELL).

Mr. BEDELL. Mr. Chairman, I
would like to call the attention of the
committee to the statement that was
just made by my friend, the gentleman
from California, that if there was $1
million next year for research on dia-
betes, it would be severely cut by this

_ program. .

This program cuts two-tenths of 1

percent next year, which would cut

to consider the possibuUIty as wew, auu

. vote against the amendment.

The CHAIRMAN. The Chair recog-
nizes the gentleman from Iowa (Mr.
BEDELL).

" Mr. BEDELL. Mr. Chairman, I
would like to call the attention of the
committee to the statement that was
just made by my friend, the gentleman
from California, that if there was $1
million next year for research on dia-
betes, it would be severely cut by this

_ program.

This program cuts two-tenths of 1
percent next year, which would cut
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$2,000 to go to small business from
that $1 million.

The CHAIRMAN. The question is on
the amendment offered by the gentle-
man from California (Mr, WAXMAN).

The question was taken; and the
chairman announced that the noes
appear to have it.

RECORDED VOTE

Mr. WAXMAN. Mr. Chairman, I
demand a recorded vote.

A recorded vote was ordered.

The vote was taken by electronic
device, and there were—ayes 164, noes
193, answered “present” 1, not voting

Loeffler
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74, as follows:
[Roll No. 1581

AYES—184

Albosta Frost Nelson
Anderson Fuqua Nichols
Andrews Garcia O’Brien
Annunzio Gaydos Oakar
Applegate Gephardt Ottinger
Atkinson Gilman - Parris
Barnes Gradison Patterson
Beilenson Gramm Pease
Benedict Hall, Ralph Pepper
Bevill Hall, Sam Perkins
Bliley Hamilton Pickle
Boggs Hance , Porter
Bouquard Hartnett Price
Brodhead Heftel Pritchard
Brooks Hendon Quillen
Broomfield Hertel Rahall
Brown (CO) Hollenbeck Rhodes
Broyhill Holt Rinaldo
Butler Hopkins Rodino
Byron Horton Rogers
Chappell Hoyer Rose
Cheney Hutto Rostenkowski
Clinger Hyde Roybal
Coelho Jacobs Sabo
Coleman Kindness Scheuer .
Conable Lagomarsino Schneider
Conyers Lantos Schroeder
Corcoran Leach Schumer
Coughlin . Lehman Sensenbrenner
Coyne, William Lent Shannon
Daniel, Dan Levitas Sharp

- Daniel, R. W. Livingston Shumway
Davis Laong (LA) Simonr
Dickinson Long (MD) Smith (AL)
Dingell Lowry (WA) Snyder
Dougherty Madigan
Dwyer Martin (IL) St Germain
Dyson Martin (NC) Swift
Early Matsui Tauke
Edwards (AL) Mavroules Taylor
Edwards (CA) McClory Udall
Emery McCloskey Volkmer
Erdahl McEwen Walgren
Evans (DE) Michel ‘Wampler
Evans (GA) Mikulski Waxman
Evans (IA) Miller (OH) Weaver
Fazio Mineta Whitehurst
Ferraro Minish Whittaker
Findley Moore Wilson
Fish Moorhead Wright
Flippo Morrison Wyden
Foglietta Mottl Yates
Foley Murphy Yatron
Ford (MI) Myers Young (MO)
Fountain Neal

NOES—193

Akaka Campbell Derrick
Alexander Carman Derwinski
Anthony Chappie Dicks
Archer Clausen Donnelly
Aspin Coats Tgan
Bailey (PA) Collins (IL) Dornan -
Bedell Conte Downey
Benjamin Courter Dreier
Bennett - Coyne, James Duncan
Bereuter Crane, Daniel Dunn
Bethune Crane, Philip  Eckart
Bingham Crockett Emerson
Boland D’'Amodurs English
Boner Dannemeyer Fary
Bonior Daschle . Fascell
Bonker Daub Fenwick
Bowen Deckard Fiedler
Breaux Dellums Flelds

_

Campbell Derrick
Alexander Carman Derwinski
Anthony Chappie Dicks
Archer Clausen Donnelly
Aspin Coats Dorgan
Bailey (PA) Collins (IL) Dornan -
Bedell Conte Downey
Benjamin Courter Dreier
Bennett - Coyne, James Duncan
Bereuter Crane, Daniel Dunn
Bethune Crane, Philip  Eckart
Bingham Crockett Emerson
Boland D’Amdurs English
Boner Dannemeyer Fary
Bonior Daschle Fascell
Bonker Daub - Fenwick
Bowen Deckard Fiedler
Breaux . Dellums Flelds

——

~against.

" Mr. Biaggi for, with Mr. Dixon against.

sy

Fithian Savage
Ford (TN) Lott Sawyer
Forsythe Lowery (CA) Seiberling
Fowler Lujan aw
Frank Lundine Shuster
Gejdenson Lungren Siljander
Gingrich Markey Skeen
Glickman Marriott Smith (IA)
Gonzalez Martin (NY) Smith (NE)
Goodling Mattox Smith (NJ)
Gore Mazzoli Snowe
Gray McCollum Solarz
Green McCurdy Solomon
Guarini McDade Stangeland
Gunderson McDonald Stanton
Hagedorn McGrath Staton
Hall (OH) McHugh Stenholm
Hammerschmidt McKinney Stokes
Hansen (ID) . Mica Studds
Hansen (UT) Miller (CA) Stump,
Hawkins Mitchell (MD) Synar
Heckler Moakley Tauzin
Hefner Molinari Thomas
Hightower Montgomery Traxler
Hiler Napier Trible
Hillis Natcher Vander Jagt..
Howard Nelligan Vento
Hubbard Nowak Walker
Hughes Oberstar Washington
Ireland Oxley Watkins
Jeffries Pashayan Weber (OH)
Johnston - Patman Weiss
Jones (NC) Paul White
Jones (OK) Petri ‘Whitley
Jones (TN) Railsback Whitten
Kastenmeier Ratchford Williams (MT)
Kazen Regula - Williams (OH)
Kennelly Reuss Winn
Kildee Ritter Wirth
Kegovsek Roberts (KS) Wolf
Kramer Roberts (SD) Wolpe
LaFdlce Robinson Wortley )
Latta Roe Young (AK) =
LeBoutillier Roemer Young (FL)
Iee Roth . Zablocki
Lelaad Rousselot
Lewis -~ Russe
ANSWERED “PRESENT”—1
Dymally
NOT VOTING-—74
Addabbo Edgar . Moffett
AuCoin Edwards (OK) Mollohan
. Badham Erlenborn - Murtha
Bafalis Ertel Obey
Bajley (MO) Evans (IN) Panetta
Barnard Florio Peyser
Besrd Frenzel Pursell
Biaggi Gibbons Rangel
Blanchard Ginn Richmond
Bolling Goldwater Rosenthal
Brinkley Gregg Roukema
Brown (CA) Grisham Rudd
Brown (OH) Harkin Santini
Burgener Hatcher Schulze
Burton, John Holand - Shamansky
Burton, Phillip Huckaby Shelby
Carney Hunter Skelton
Chisholm Jeffords Smith (OR)
Clay Jenkins Smith (PA)
Collins (TX) Kemp Stark
Craig Leath Stratton
de 1a Garza Luken Weber (MN) :
DeNardis - Marks Wylie i
Dixon Marlenee Zeferetti 3
Dowdy Mitchell (NY) i
O 1710 |
The Clerk announced the following :
pairs: %
On this vote: , t
Mr. AuCoin for, with Mr. Addabbo }
against. i
Mr. Zeferetti for, with Mr. Skelton §
against. &
Mr. Mollohan for, with Mr. Rangel {

against.
 Mr. Biaggi for, with Mr. Dixon against. 3
Mrs. Roukema for, With Mr.:Weber of §
Minnesota against.
Mr. Carney for, with Mr. Schulze against. §
Mr. Rudd for, with Mr. Collins of Texas §-
against. 3
Mr. Beard for, with Mr. Frenzel against.

Yaiirg.
On this vote:

Mr. AuCoin for, with Mr. Addabbo
Mr. Zeferetti
against.
Mollohan for,
against.

for, with Mr. Skelton

Gl o LT,

with Mr. Rangel

Mrs. Roukema for, With Mr.: Weber of §
Minnesota against.

Mr. Carney for, with Mr. Schulze against. §

Mr. Rudd for, with Mr. Collins of Texas §
against.

Mr. Beard for, with Mr. Frenzel against.
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Mr. BAILEY of Pennsylvania, Mr.
JONES of Oklahoma, Mrs. KENNEL-
1Y, and Mr. LELAND changed their
votes from “gye” to “no.” -

Messrs. BUTLER and FINDLEY
changed their votes from “no” to
So the amendment was rejected.

The result of the vote was an-
nounced as above recorded.

Mr. ALCE. Mr. Chairman, 1
move that the committee do now rise.

The motion was agreed to.

. Accordingly the Committee rose€;
and the Speaker having resumed the
chair, Mr. BRODHEAD, Chairman of the
Committee of the Whole House on the
State of the Union, reported that that
Committee, having had under consid-
eration the bill (H.R. 4348) to amend
the Small Business Act to strengthen
the role of the small, innovative firms
in federally funded research and de-
velopment, and to utilize Federal re-
search and development as a base for

technological innovation to meet
@sency needs and to contribute to the

—
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Mr. MICHEL. Mr. Speaker, I take
this time to inquire of the distin-
guished majority leader the program
for the balance of this week and next
week, and I yield to the gentieman.

Mr. WRIGHT. Mr. Speaker, will the
gentleman yield?

Mr. MICHEL. I yield to the gentle-
man,

Mr. WRIGHT. Mr. Speaker, we have
completed the business scheduled for
this week and I expect soon to ask
unanimous consent that when we ad-
journ today, we adjourn until Monday.

We will come in at noon on Monday
and have the Consent Calendar and
such bills as may be ripe for considera-
tion under suspension of the rules.
There are two of them now that we
have:

H.R. 6590: No-net-cost Tobacco Pro-
gram Act of 1982; and

H.R. 6451: United States Code title
10 amendments for military construc-
tion and military family housing.

Also, we expect tO bring up for gen-

eral debate only the Refugee Assist
Ajcimeats of 1688 Assuming

|
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to be passed, there would be no neces-
sity for a resolution on the debt ceil-
ing, But if that were rejected, then in~
all likelitiood we might have fo take
action on the debt ceiling. -

Mr. MICHEL. One other item that 1

heard might have been under consid-
eration for next week was the eXx-
tended unemployment benefits legisla-
tion.
Mr. WRIGHT. As I understand it,
there is no rule yet established on that
pill, and any further program would
have to be announced later.

Mr. MICHEL. All right.

Mr. FISH. Mr. Speaker, will the gen-
tleman yield?

Mr. MICHEL. I will be happy to
yield to the gentleman from New

York.

Mr. FIsH. 1 thank the distinguished
minority leader for yielding.

1 would like to put a question to the
distinguished majority leader, whe
said that the refugee assistance
amendments, the rule for which is

adopted today, will come up for gener-
al debate only on Monday?
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