June 17, 1982

Mr. BAILEY of Pennsylvania, Mr.
JONES of Oklahoma, Mrs. KENNEL-
LY, and Mr. LELAND changed their
votes from “aye” to “no.”

Messrs. BUTLER and FINDLEY
changed their votes from “no” to
“agye.”

So the amendment was rejected.

The result of the vote was an-
nounced as above recorded.

Mr. LAFALCE. Mr. Chairman, 1
move that the committee do now rise.

The motion was agreed to.
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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 gentleman.

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
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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 likelihood we might have to 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 ex-
tended unemployment benefits legisla-
tion.

Mr. WRIGHT. As I understand it,
there is no rule yet established on that
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Mr. BAILEY of Pennsylvania, Mr.
JONES of Oklahoma, Mrs. KENNEL-
LY, and Mr. LELAND cha.nged their
votes from “aye” to “no.”

Messrs. BUTLER and FINDLEY
changed their votes from ‘“no” to
“aye.”

So the amendment was rejected.

The result of the vote was an-
nounced as above recorded.

Mr. LAFALCE. Mr. Chairman, I
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. 4346) 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
agency needs and to contribute to the
growth and strength of the Nation’s
economy, had come to no resplutlon
thereon.

PERMISSION FOR COMMITTEE
ON AGRICULTURE TO HAVE
UNTIL MIDNIGHT  FRIDAY,
JUNE 18, 1982, TO FILE -A
REPORT ON H.R. 6590, NO-NET-
COST TOBACCO PROGRAM ACT
OF 1982

Mr. FOLEY. Mr. Speaker, I ask
unanimous consent that the Commit-
tee on Agriculture may have until mid-
night tomorrow night to file a report
on the bill, H.R. 6590. .

The SPEAKER. Is there objection
to the request of the gentleman from
Washington?

Mr. ROUSSELOT. Mr. Speaker, re-
serving the right to object, could the
gentleman tell us what this is all
about?

Mr. FOLEY. Mr. Speaker, if the gen-
tleman will yield, it is a normal re-
quest to ask permission to file by mid-
night tomorrow & bill ordered reported
by the Agriculture Committee. The
bill is H.R. 6590, which is the bill to
implement a no-cost tobacco program.

Mr. ROUSSELOT. A no-cost tobacco
program?

Mr. FOLEY. A no-cost tobacco pro-

gram, .

Mr. ROUSSELOT. Well, I certainly
would not want to object to that. -

Mr. Speaker, I withdraw my reserva-
tion of objection.

The SPEAKER. Is there objection
to the request of the gentleman from
Washington?

There was no objection.
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LEGISLATIVE PROGRAM
(Mr. MICHEL asked and was given
Permission to address the House for 1

minute and to revise and extend his
Temarks.)
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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 gentleman.

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-
ance Amendments of 1982. Assuming
that we can complete that general
debate that day, we will put it off until
the following day for a vote, as well as
any votes on the suspensions.

Votes will be postponed until Tues-
day.

Tuesday we will come in at noon and
we will have recorded votes on the sus-
pensions, try to complete the Refugee
Assistance Amendments Act and the
Small Business Innovation and Devel-
opment Act.

Wednesday and Thursday we meet
at 10 a.m.

Members should expect that the
conference report on House Concur-
rent Resolution 352, the first budget
resolution for fiscal year 1983, will be
brought to the floor as soon as possi-
‘ble, Tuesday if possible, and if not
Tuesday, then Wednesday or Thurs-
day.

It is also conceivable, I suppose, that
we might be put in the position of
having to do something else on the
urgent emergency supplemental ap-
propriations bill—-the urgent-urgent
supplemental appropriations bill.

Then H.R. 6337, the National
Energy Emergency Preparedness Act,
subject to the granting of a rule.

At the close of business on Thurs-
day, the House will adjourn for the
Independence Day recess and district
work period and will convene at noon
on Monday, July 12, assuming that
these matters have been completed in
this House and the other body.

Conference reports may be brought
up at any time, of course.

Mr. MICHEL. The gentleman made
no reference to the debt ceiling legisla-
tion. Would the gentleman volunteer
any information on the possibility of
having that to contend with next
week? .

Mr. WRIGHT. I think it would
depend entirely on passage by the
House of the conference report on the
budget resolution. Assuming that were
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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 likelilhood 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 ex-
tended unemployment benefits legisla-
tion.

Mr. WRIGHT. As I understand it,
there is no rule yet established on that
bill, 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. I thank the distmgulshed
minority leader for yielding.

I would like to put a question to the
distinguished majority leader, whe
said that the refugee assistance
amendments, the rule for whieh is
adopted today, will come up for gener-
al debate only on Monday?

Mr. WRIGHT. That is correct.

Mr. FISH. Do I understand, there-
fore, that the 5-minute rule considera-
tion would follow on Tuesday?

Mr. WRIGHT. That is exactly right.
Amendments would be postponed until
Tuesday.

Mr. FISH. Consideration of amend-
ments would occur on Tuesday. Would
that be the first order of business on
Tuesday?

Mr. WRIGHT. It probably will be.
However, we would precede that with
the votes on the suspensions from the
preceding day, and it is conceivable
that we might havé a conference
report.

‘The SPEAKER. The majority leader
is recalling the conference report. .

Mr. WRIGHT. If the conference
report were to come to us, we might
opt for considering it before we went
back into the consideration under the
5-minute rule of the Refugee Assist-
ance Act.

Mr. FISH. I thank the gentleman.

Mr. MICHEL. I am glad to have the
majority leader make that observa-
tion, that if we are fortunate enough
to have an agreement on the confer-
ence report on the budget resolution
that that would take precedence over
the other legislation so that we could
really dispose of that first.

Mr. WRIGHT. Very definitely. It
would take precedence over anything
else.

Mr. ROUSSELOT. Mr. Speaker, will
the gentleman yield?

Mr. MICHEL. I yield to the gentle-
man from California (Mr. ROUSSELOT).

Mr. ROUSSELOT. I appreciate my
colleague yielding to me.

Our majority leader has stated that
if we passed on the conference report
on the budget resolution that there
will be no need to deal with an in-
crease in the deficit ceiling. So what
the gentleman is saying—does he
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recall what the contemplated amount -

of the deficit increase is that is being
suggested in the conference report on
the budget? i

Mr. WRIGHT. If the gentleman will

yield, it is, I am advised, an amount

amply adequate to accommodate any
foreseeable needs, not just for a period
of 1 or 2 months, but through the en-
tirety of the fiscal year.
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recall what the contemplated amount -
of the deficit increase is that is being
suggested in the conference report on
the budget? i

Mr. WRIGHT. If the gentleman will
yield, it is, I am advised, an amount
amply adequate to accommodate any
foreseeable needs, not just for a period
of 1 or 2 months, but through the en-
tirety of the fiscal year.

Mr. ROUSSELOT. Up through 1983.

Mr. WRIGHT. Through fiscal year
1983.

Mr. ROUSSELOT. So tha.t would be
$195 billion add-on debt.

Mr. WRIGHT. It would be a sub-
stantial amount. I must say to the gen-
tleman that I am not privy to the
councils of the conference committee
and I would best not speak with preci-
sion because I could be mistaken.

Mr. ROUSSELOT. Well, roughly
$190 billion to $195 billion of add-on
debt would be included in the budget
resolution; is that correct?

Mr. WRIGHT. That seems correct to
me, yes. President Reagan’s—

Mr. ROUSSELOT. I do not think
that is President Reagan’s recommen-
dation. We spend the money here, as
the gentleman well knows.

Mr. OTTINGER. Mr. Speaker, will
the gentleman yield?

Mr. MICHEL. 1 yield to the gentle-
man from New York.

Mr. OTTINGER. I thank the gentle-
man for yielding.

I would like to inquire of the major-
ity leader what his plans are with re-
spect to the bill we have just been con-
sidering, the Small Business Innova-
tion Development Act?

Mr. WRIGHT. We probably will
take that up and deal with it again on
Tuesday, after dealing with the refu-
gee assistance bill. We would expect to
complete it on Tuesday.

Mr. OTTINGER. I thank the gentle-
man for yielding, and I thank the ma-
jority leader.

The.  SPEAKER. The Chair hopes
~ the gentleman from Texas will make

mention of the fact that there may be
some night sessions next week. The
leadership is intending, if things go
right, to be out of here by Thursday
night. If not, there is a great possibil-
ity the House would meet the follow-
ing week, although our plans are for 2
weeks off at the Fourth of July.

The budget must be completed, the
public debt limit must be out of the
way, which is included in the budget
at the present time. There are some
_things in the supplemental appropri-
ation bill that, as of July 1, some of
the departments. may be without
money.

*  There may also be a couple of au-
thorizations which must be passed
before we adjourn. -

The gentleman from Texas.

Mr. WRIGHT. The Speaker took
the words right out of my mouth,

- The SPEAKER. I am"“sorry that I
did that. I transgressed on your right
as the majority leader.
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Mr. WRIGHT. I am glad the Speak-
er did, because he said it so much
better than I could have said it.

ADJOURNMENT TO MONDAY,
JUNE 21, 1982

Mr. WRIGHT. Mr. Speaker, I ask
unanimous consent that when the
House adjourns today, it adjourn t,o
meet at , noon on N Monday next.
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Mr. WRIGHT. I am glad the Speak-
er did, because he said it so much
better than I could have said it.

ADJOURNMENT TO MONDAY,
JUNE 21, 1982

Mr. WRIGHT. Mr. Speaker, I ask
unanimous consent that when the
House adjourns today, it adjourn to
meet at noon on Monday next.

The SPEAKER. Is there objection
to the request of the gentleman from
Texas?

Mr. WALKER. Mr. Speaker, reserv-
ing the right to object, I do so only to
ask the majority leader, I think the
Speaker did make clear that there is
the potential for the week that was
designated as a recess week that we
could be back if we do not complete
the action.

Would that also pertain to next
Friday, as well, that the Members
would have to count on next Friday, as
well?

Mr. WRIGHT. Indeed it would.

Mr. WALKER. And possibly the
weekend as well? .

Mr. WRIGHT. I do not want to an-
ticipate that we are going to fail to do
our business.

The SPEAKER. The Chair would
point out that the Democrats are
having a miniconvention in Philadel-
phia and it opens at 4 o’clock on
Friday. It is the intention that this
body—we have been assured by the
Republican leadership that there will
be every cooperation on their part
that we would give to them if they

were in the same circumstances—but -

the present plan is no session for next
Friday. But there could very, very well
be a session on the following week.
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Mr. WALKER. Further reserving
the right to object, so in other words,
with the convention then we are as-
sured that probably there would be no
session on Friday even if we had not
completed business, no session on the
weekend, but a potential that we could
come back early next week.

Mr. WRIGHT. The gentleman is cor-
rect, and Members should be advised
that it would do well for the House to
complete its schedule in order that we
might enjoy fulfilling those many
commitments which we have made
with constituent groups back home.

Mr. WALKER. Mr. Speaker, I thank
the gentleman, and I withdraw my res-
ervation of objection.

The SPEAKER. Is there objection
to the request of the gentleman from
Texas?

There was no objection.

DISPENSING WITH CALENDAR
WEDNESDAY BUSINESS ON
WEDNESDAY NEXT

Mr. WRIGHT. Mr. Speaker, I ask
unanimous consent that the business
in order under the Calendar Wednes-
day rule be dispensed with on Wednes-
day next.

The SPEAKER. Is there objection
to the request of the gentleman from
Texas?

There was no objection.

MONETARY POLICY REFORM
ACT OF 1982

(Mr. PATTERSON asked and was
given permission to address the House
for 1 minute and to revise and extend
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The SPEAKER. Is there objection
to the request of the gentleman from
Texas?

There was no objection.

MONETARY POLICY REFORM
ACT OF 1982

(Mr. PATTERSON asked and was
given permission to address the House
for 1 minute and to revise and extend
his remarks and include extraneous
matter.)

Mr. PATTERSON. Mr. Speaker, our
Nation has undergone dramatic
changes throughout the past few dec-
ades. We have moved, out of necessity,
from a position of isolated prosperity
and a superior strategic status to a po-
sition of international interdepend-
ence and economic cooperation. As
those of us in Congress know, changes
in public policy are a natural and nec-
essary method of adaptation to these
changing circumstances.

An example of changing policy to
adapt to new realities is the  recent
effort in Congress to better control
Federal spending through the enact-
ment of the Congressional Budget Act
and other current efforts to reform
past fiscal policy. These efforts are a
step in the right direction in confront-
ing the economic malaise facing our
country. However, Mr. Speaker, I be-
lieve that we need to take our econom-
ic reforms one step further and reexa-
mine the role of our central bank, the

Federal Reserve, in the development .

of economic policy. The skepticism of
the marketplace, the confusion of
leading economic indicators, and the
continued degeneration of the domes-
tic economy attest to the concern over
mismatched monetary and fiscal
policy.

To correct the imbalance between
Federal monetary and fiscal policy
that is inherent in a system where the

- central bank is accountable to no one,

I am introducing today a bill to reform
the Federal Reserve Act of 1936. My
bill will provide greater coordination
between our Nation’s monetary and
fiscal policy and will allow the Con-
gress, the administration, and the
American people to participate more
fully in monetary policymaking.

Mr. Speaker, I do not advocate that
the Congress or the administration
should set monetary targets. Nor do I
contend that the bill which I am intro-
ducing is a panacea for lowering inter-
est rates.

But I do think that the time has
come to initiate a thorough examina-
tion of one of this country’s most pow-
erful institutions. It seems to me that
we should be concerned that a major
component of our national economic
policy is decided and implemented by
a handful .of unelected individuals.
The Board of Governors of the Feder-
al Reserve do not even have to account
for their actions to the President!
This, Mr. Speaker, is extraordinary.
Presidents are elected and defeated on

June 17, 1982 .
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Neff's retirement from the Illinois
General Assembly. After 22 years of
dedicated service to his many constitu-
ents in Wester, IL, Clarence has decid-
ed that its time to go into & working
retirement at home in Stronghurst, IL
with his lovely wife, Elaine; son,
Chuck; and daughter, Janice.

Clarence Neff is recognized as one of
the finest, most trusted and most re-
spected public servants that the State
of Illinois has ever produced. There is
nothing flashy about Clarence's politi-
cal style; he operates quietly and

behind the scenes. But, after 22 years

of maintaining this low political pro-
file, Clarence has accomplished more
in the way of providing excellent con-
stituent services and delivering neces-
sary transportation projects to the
people of his district than any other
public servant I know of.

For all of his public years, Clarence
has held true to one eloguent princi-
ple: helping people is the substance of
politics; the friends you make, its deco-
ration. And, there are few people in
our great State more deserving of
praise and recognition than Clarence
Neff. It is truly a political blessing in
Illinois politics to have Clarence Neif
counted as one of your friends and
allies. i
" Mr. President, it is my privilege and
distinct honor to join with friends
throughout the State of Illinois in
saying “thank you” to Clarence Neff
for 22 years of outstanding and dedi-
cated public service.e =

TRADEMARK CLARIFICATION
ACT OF 1984

e Mr. DOLE. Mr. President, I have
just been informed that the House has
concurred in the Senate amendments
to H.R. 6163, which passed the Senate
on October 3. I would take just a few
moments to express my appreciation
for the expeditious consideration of
the bill, as amended, in the House and
my support for the package of legisla-
tive items that it contains,

H.R. 6163 has become the vehicle for
an important collection of measures in
the areas of patent, trademark, and
copyright law and court improve-
ments. The items that make up that
package include the Trademark Clari-
fication Act of 1984, the Semiconduc-
tor Chip Protection Act, the Patent
Procurement Policy Act, State Justice
Institute, civil priorities clarification,
the District Courts Organization, Act,

‘and a group of technical amendments

to the Federal Court Improvements
Act of 1980. Each of these items had
been more than adequately considered
in both House and Senate in the
normal course of the legislative proc-
ess before inclusion in H.R. 6163.

I take particular interest in the pro-
visions of title V of the bill. This title
amends various sections of title 35,
U.S. Code that govern the ownership
and licensing of patent rights to inven-
tions developed by individuals working
for or with universities or other non-
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profit institutions that opernte Gov-
ernment laboratories on a contract
basis.

This Senator has been involved with
this issue for a number of years, begin-
ning in the late 1970's when the prob-
lem of inadequate commercialization
of inventions developed with Govern-
ment research and development dol-
lars first came to my attention. I
worked closely with our former col-
league, Senator Bayh of Indiana, in
shaping legislation that initiated a
change in the philosophy in favor of
Government ownership of inventions
that had prevailed in the agencies up
to that time. In studying the question
of why so few Government patents
have seen the light of day in the mar-
ketplace, where their benefits can be
returned to the public in the form of
new products and new jobs, it became
apparent that agency rules requiring
Government ownership were the crux
of the problem. Qur work led to the
passage, in 1980, of the Patent Law
Amendments Act-of that year, Public
Law 96-517. That legislation estab-
lished—for the first time—a rule in
favor of,contractor ownership of in-
ventions developed under Federal re-
search contracts. Due to some con-
cerns, however, over precisely how
well the new policy would work, the
1980 law was limited in its application
to universities and small businesses.

The 1980 amendments to the patent
laws spurred a quantum leap in the
number of new inventions patented by
universities and small business operat-
ing under such contracts. Prior te the
passage of Public Law 96-517, universi-
ty invention disclosures had shown a
steady decline. Now, such disclosures
are up by a substantial percentage,
university and industry collaboration
is at an all time high, and many new
technologies—such as recent advances
in gene engineering—are creating new
opportunities for economic advance-
ment while improving the quality of
life.

In spite of this success story, it has
become apparent during the past 4

years that the 1980 law can be im- -

proved. Moreover, there are important
areas of Government research that
were not covered by the 1980 legisla-
tion that will benefit from an applica-
tion of its principle of contractor own-
ership. The objectives of the new legis-
lation are to improve upon the 1580
law with regard to universities and

“expand its reach t{o the Government
contract laboratories managed by the
Department of Encergy, which have so
far been exempted from the reach of
the 1980 law by agency regulation.

Mr. President, I will not take the
time now to detail the changes in law
that are provided for in title V of H.R.
6163. I ask that a colloquy between
myself and Senator DeConciNi, one of
the cosponsors of the legislation, and a
sectional analysis of title V appear at
the conclusion of my remarks in the
Recorp. 1 want also to express my
thanks for the support of Senator
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LaxaLT on the bill, and the assistance
of Senators HaTcH, MATHIAS, HFrLIN,
and LEaHY and their staffs for their
work in helping to move this legisla-
tion off the Senate floor. I would also
note for the record the invaluable as-
sistance rendered by ‘- Congressmen
KASTENMEIER, FISH, and MOORHEAD in
securing approval the House floor.
The material follows:

SUMMARY OF MAJOR PROVISIONS CONTAINED
~INTirLe V or H.R. 6163

1. 8. 2171 allows agencies to limit patent
ownership by small business or nonprofit or-
ganizations that are not located or do have
a place of business in the United States.
This will clarify that agencies can control
the export of technology in cases where the
performer is not a domestic organization.

2. 8. 2171 repeals the P.L. 86-517 provision
excepting inventions made by nonprofit or-
ganizations when operating Government-
owned laboratory facilities. This provides
for uniform treatment of all domestic non-
profit organizations regardless of where
they perform their federally funded work
and is particularly important to organiza-
tions that manage Department of Energy
laboratories.

3. As part of the change affecting non-
profit contractors of Government-owned fa-
cilities, S. 2171 includes & limit on the
amount of royalties that the contract opera-
tors are entitled to retain after paying
patent administrative expenses and a share
of the royalties to inventors. The limit is
based on five percent of the annual budget
of the laboratory, but includes an incentive
provision rather than a simple cap to stimu-
late continued efforts to transfer technolo-
gy if royaltiés ever reach the five percent
figure. This provision ensures that Govern-
ment shares in the results of its research ex-
penditures in the event the contract opera-
tor of & Government laboratory makes a
major discovery. .

4. S. 2171 includes the favorable reporting
provisions that were developed in OMB Cir-
cular A-124. These provisions have been
proven to work. Small business and nonprof-
it organizations should be assured of their
continuance beyond February 1985 when A-
124 is scheduled for sunset expiration.

" 8. 8. 2171 repeals certain conditions placed

on licensing of inventions by nonprofit orga-
nizations. Among the conditions repealed is
the five year cap on the grant of an exclu-
sive license to an industrial concern (other
than a small business). This provision has
made the licensing and development of in-
vention that require Food and Drug Admin-
istration approval prior to marketing diffi-
cult to negotiate. Its repeal will remove a
substantial barrier to industry participation
in research projects at universities and

~other nonprofit organizations..

" 6. The authority to issue regulations
under P.L. 96-517 is consolidated by S. 2171
from the General Services Administration
and the Office of Management and Budget
into the Department of Commerce. This
consolidation is consistent with other Com-
merce responsibilities for creating an envi-
ronment favorable to the commercialization
of the results of federally-funded rescarch.

7. S. 2171 expands the definition of “in-
vention” in P.L. $6-517 to include—*any
novel variety of plant which is or may be
protectable under the Plant Varietv Protec-
tion Act (7 U.S.C. 2321 et. seq.).” This as-
sures nonprofit organization ownership of
some inventicns resulting from rescarch in
agriculture which were not previously cov-
ered by P.L. 96-517,

“and a group of technical amendments

to the Federal Court Improvements
Act of 1980. Each of these items had
been more than adequately considered
in both House and Senate in the
normal course of the legislative proc-
ess before inclusion in H.R. 6163.

I take particular interest in the pro-
visions of title V of the bill. This title
amends various sections of title 35,
U.S. Code that govern the ownership
and licensing of patent rights to inven-
tions developed by individuals working
for or with universities or other non-

contract laboratories managed by the
Department of Energy, which have so
far been exempted from the reach of
the 1980 law by agency regulation.

Mr. President, I will not take the
time now to detail the changes in law
that are provided for in title V of H.R.
6163. I ask that a colloquy between
myself and Senator DeConciNi, one of
the cosponsors of the legislation, and a
sectional analysis of title V appear at
the conclusion of my remarks in the
Recorp. 1 want also to express my
thanks for the support of Senator

1IUm uIe QENerzi Dervices Aaministrauon
and the Office of Management and Budget
into the Department of Commerce. This
consolidation is consistent with other Com-
merce responsibilities for creating an envi-
ronment favorable to the commercialization
of the results of federally-funded rescarch.

7. S. 2171 expands the definition of “in-
vention” in P.L. $6-517 to inchide-—*any
novel variety of plant which is or may be
protectable under the Plant Variety Protec-
tion Act (7 U.S.C. 2321 et. seq.).” This as-
sures nonprofit organization ownership of
some inventicns resulting from rescarch in
agriculture which were not previously cov-
ered by P.L. 96-517.
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SECTIONAL ANALYSIS
SCCTION 501

Subsections (1) and (2) expand the defini-
tion of “invention” in P.L. 96-517 to in-
clude—*“any novel variety of plant which is
or may be protectable under the Plant Vari-
ety Protection Act (7 U.S.C. 2321 et. seq.).”
This assures nonprofit organization owner-
ship of some inventions resulting from re-
search in agriculture which were not previ-
ously covered by P.L. 96-5117.

Subsection (3) allows agencies to limit
patent ownership by small business or non-
profit organizations that are not located or
do not have & place of business in the
United States. This will clarify that agencies
can control the export of technology in
cases where the performer is not & domestic
organization. The section also repeals the
P.L. 96-517 provision excepting inventions
made by nonprofit organizations when oper-

" ating Government-owned laboratory facili-

ties. This provides for uniform treatment of
all domestic nonprofit organizations regard-
less of where they perform their federally
funded work and is particularly important
to organizations that manage Department
of Energy laboratories. Finslly, the section
adds a new sub “(v)” to 35 U.S.C. 202(a)
that would exempt laboratories which focus
on nuclear propulsion work or nuclear
weapons development from contractor own-
ership requirements.

-Subsection (4) creates an oversight in the
Department of Commerce of agency use of
the exceptions to small business or nonprof-
it organization invention ownership.

Subsection 4A amends 35 U.S.C. 5. 202(b)
to bring‘agency determinations on questions
of contractor ownership within the provi-
sions of 35 U.S.C. s. 203(2).

Subsection (§) includes the favorable re-
porting provisions that were developed in
OMB Circular A-124. These provisions have
been proven to work. Small business and

nonprofit organizations should be assured -

of their continuance beyond February 1985
when A-124 is scheduled for sunset expira-
tion.

Subsection (6) provides assurance that
agencies can protect information provided
to the Government on their invention utili-
zation efforts.

Subsection (7) and (8) repeal certain con-
ditions placed on licensing of inventions by
nonprofit organizations. - Among the condi-
tions repealed is the five year cap on the
grant of an exclusive license to an industrial
concern (other than a small business). This
provision has made the licensing and devel-
opment of inventions that require Food and
Drug Administration approval prior to mar-
keting difficult to negotiate. Its repeal will
remove a substantial barrier to industry par-
ticipation in research projects at universi-
ties and other nonprofit organizations,

Subsection (8) also places a limit on the
amount of royalties that the contract opera-
tors of Government-owned laboratories are
entitled to retain after paying administra-
tive expenses and a share of the royalties to
inventors. The limit is based on five percent

of the 2nnual budget of the laboratory, but’

includes an incentive provision rather than
a simple cap to stimulate continued efforts
to transfer technology {f royalties ever
reach the five percent figure. This provision
ensures that the Government will share in
the results of its research expenditures in
the event the contract operator of a Gov-
ernment laboratory makes a really major
discovery.

Subsection (9) assures that & dispute
which arises under either a grant or a con-
tract will be handled in & similar manner by
the Federal agencies, and provides for Judi-
cial review of agency decisions.
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Subsection (10), (11), (12) consolidate the
authority to issue regulations under P.L. 96-
517 from the General Services Administra-
tion and the Office of Management and
Budget into the Department of Commerce,
This consolidation is consistent with other
Commerce responsibilities including creat-
ing an environment favorable to the com-
mercialization of the results of federally-
funded research. In addition, section (11)
provides to the Department of Commerce
certain information clearinghouse functions
that will enable the Department t3 better
serve the needs of the Federal agencies.

Subsection (13) assures that no agency
will be permitted to waive the normal li-
cense retained by the Government or the
capability to march-in in accordance with
P.L. 96-5117 in any situation where a Federal
contractor elects to retain ownership of an
invention made with Federal support.

Subsection (14) prohibits the agency re-
tention of patent rights in any invention de-
veloped under an educational grant. The
scope of the provision includes all types of
such grants and it is intended to be a com-
plete ban upon retention or rights by grant-
or agencies.

Subsection (15) makes appropriate caption
changes.

Cou.oquy CONCERNING THE PROVISIONS OF

TiTLE V or H.R. 6163

Senator DeConcin:t. I would like to ask
the Senior Senator from Kansas a few ques-
tions about the provisions of Title V of H.R.
6163, passed by the Senate on October 3rd
and by the House on October 9th,-1984. 1
know .that he was the principal sponsor of
this legislation as well as the principal spon-
sor of P.L. 96517, which Title V amends.
First, would you please explain how this bill
will affect Government owned laboratories
that are operated by university or other
nonprofit contractors?

Senator DoLe. The answer to this question
has three parts. Pirst, P.L. 96-517 gave non-
profit organizations the right to own inven-
tions made with government research and
development funding. That law included,
however, an exception allowing the Govern-
ment to retain title to inveniions made by
the nonprofit contractors of Government
owned laboratories. In the main, this bill re-
moves that exception and allows nonprofit
contractors to own their federally funded
inventions regardless of whether they are

" made at their own or at Government owned

facilities.

Second, most Federal agencies that have
nonprofit organizations operating their lab-
oratories have not been using the Govern-
ment owned, contractor-operated (GOCO)
exception and are allowing the contract op-
erators to own their inventions. The Depart-
ment of Energy, however, has made a blan-
ket use of the GOCO exception, so the bill
primarily affects the nonprofit DOE lab op-
erators. “For profit” contractors, such as
the operators of labs at Sandia and Oak
Ridge, are not directly affected by this bill.

Third, this bill includes a provision that
allows the Department of Energy to own
the inventions related to DOE's naval nucle-
ar propulsion or weapons related programs
that are made in the labs that are primarily

dedicated to these programs. This means’

that, for example, inventions in these cate-
gories made at Los Alamos or Lawrence
Livermore could be owned by DOE. Inven-
tions that do not fall into these categories
would be owned by the nonprofit contrac-
tors.

Senator DeConcini. In the case of Los
Alamos, which is operated by a contractor
based in another State, who specifically
would manage inventions that do not fit in
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the nuclear propulsion or weapons catego-
ries?

Senator Dore. This bill contains a provi-
sion that requires, to the extent it provides
for the most effective technology transfer,
that the licensing of subject inventions shall
be administered by contract employees on
locations at the facility. Acting under the
Stevenson-Wydler Act, Los Alamos has es-
tablished a particularly strong technology
transfer office and program that is adminis-
tered at the lab site.

In addition, it is our intent that title to in-
ventions being licensed should be held in
the name of & wholly owned subsidiary run-
ning the facility for the Government so that
in the event of a change of contractors, the
licensing rights may be transferred intact to
the successor organization as a continuing
operation of the contrac} laboratory.

Our intent is that the laboratory should
deal directly with State agencies or founda-
tions and the private sector on invention
ownership and technology transfer prob-
lems.

Senator DeConcinNi. Is it possible that
some inventions outside the specific catego-
ries just mentioned but produced in the
DOE contract labs should be kept secret for
national security reasons? If so, should not
the Department of Energy retam title to
them?

Senator DoLk. This is an important ques-
tion, and there is a great deal of misunder-
standing about it. It is likely that some in-
ventions outside of naval nuclear propulsion
and weapons related programs will be classi-
fied or placed under Patent Office Secrecy
Orders. But national security protection is
not compromised by who owns the inven-
tion. When & Secrecy Order is placed on a
patent applications, the application is
locked up in a vault in the Patent Office
and no patent is issued so long as the Order
is in effect. The Department of Energy can
call for a Secrecy Order and will have con-
trol over how long it is maintained. So even
if a contractor is entitled to own and inven-
tion, the contractor can not obtain a patent
until the Secrecy Order is lifted. If the in-
vention is also classified, the contractor is
bound by law to control access to it and in-
formation about it. Many agencies—includ-
ing the Department of Defense—have con-
tractors that perform classified research
and development. These agencies experi-
ence no particular difficulties in routinely
allowing contractor ownership of inventions .
affected by Secrecy Orders or which are
classified.

Contractor ownership can sactually im-
prove the chances of avoiding accidental dis-
closure of new technology. The financial in-
centives of patent ownership cause both re-
searchers and their employers to review
their work for possible inventions of com-
mercial value before writing articles for
publication. In cases where an application is
filed, there is another safety check. The
Patent Office has a unit that reviews appli-
cations for those might involve national se-
curity. Every year, this unit flags thousands
of applications, many of which have passed
security reviews, for the agencies to consider -
and determine if a Secrecy Order is needed.
This is an effective process that safeguards
hundreds of inventions a year.

In short, there is no reason why title to
such inventions should necessarily be re-
tained by the Department of Energy. )

Senator DEConNciInI. 1 also note that some
changes have been made in the procedures
regarding oversight of agency use of the ex-
ceptions to contractor retention of title in
35 U.S.C. 202(b). What is the purpose of
these changes?
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Senator Dore. Though changed, para-
graphs (b)(1) and (2) are substantially simi-
lar to the existing provisions, except that
the Department of Commerce, rather than
the General Accounting Office, will main-
tain regular oversight over the use of excep-
tions. However, the GAQ is still charged
with annually reviewing overall implemen-
tation of the Act. A new paragraph (4) has
also been added which gives the contractor
the right to access to the courts when he be-
lieves the agency has abused its discretion
fn exercising an exception.

Senator DeCoNCINE. Why have more de-
tailed reporting, election, and filing provi-
sions been substituted in 35 U.S.C. 202(c)?

Senator DoLe. The new provisions in 35
U.S.C. 202(c¢)X1)-(3) are based on the stand-
ard clause now in use under OMB Circular
A-124, which implemented P.L. 86-517. This
specificity is intended to eliminate any
future arguments concerning the intent of
the Congress. We had thought that the
Senate Report on the current provisions of
P.L. 96-517 was clear but this did not pres
vent resistance from some agencies.

Senator DECoNCINI. And what about the
revision of 35 U.S.C. 202(c)(4)?

Senator DorE. 35 U.S.C. 202(c)4) deals
with the license rights reserved to the Gov-
ernment. The process of implementing P.L.
96-517 revealed some ambiguities concern-
ing the rights the Government couid retain
in order to honor foreign commitments.
This change clarifies that the agency may
retain more than a mere license in foreign
rights if this is what is necessary to honor a
treaty. At the same time the amendment is
intended to clarify the types of foreign
agreements covered by section 35 U.S.C.
202(c)(4) and to require an agency to tie its
use of this right to a foreign treaty or agree-
ment that is in existence at the time the
contract is executed. The current language
includes *“future treaties,” which is too open
ended and can place a cloud over the foreign
rights retained by the contractor.

Senator DeCoxcini. I applaud the addl-
tion of the small business preference lan-
guage in section 202(cX7). How is it intend-
ed to work?

Senator DDoLE. Basically, it is intended to
place & duty on nonprofit organizations to

seek small business licensees. However, it

recognizes that in many cases this will not
be feasible either because no small busingss-
es are interested or because those that are
may lack the resources necessary to bring
the invention to the market. We expect the
universities to make good faith efforts to li-
cense small business firms but to retain the
discretion to choose large firms over small
businesses in cases when they have legiti-
mate concerns.over the capabilities and fi-
nancial resources of a small business firm.
The burden is on the nonprofit contractor,
of course, to make a reascnable injury as to
the suitability of small business licensing.

Senator DeECoNcINI. What is the purpose
of the new language that has been added to
the march-in rights section?

Senator DoLE. The language that has been
added to 35 U.S.C. 203 has two main pur-
poses. First, there is currently some confu-
sion as to whether march-in determinations
are subject to the Contracts Dispute Act
and therefore reviewable by Boards of Con-
tract Appeals. Current regulations imply
they are. This has created & dichotomy in
agency procedures between grant and con-
tract inventians.

The proposed language will take march-in
decisions out of the Contract Dispute Act so
that the same procedures can be used under
grants and contracts. It is also intended to
make clear that review of march-in decl-
sions should be done by policy officials at
the agencies, with a view toward the pur-
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postes of hix legislation. It Is strictly a
matter of lewal interpretation.

Finally, this language makes express the
unstated assumption in the current law that
march-in determinations are reviewable by
the courts.

Senator DeCoNCINI. A new section 212 has
been added covering {ellowship and other
awards having educational purposes. 1
would have thought that the agencies would
not clalin patent rights in non-research
projects, Why is this necessary?

Senator Dotre. You are correct in your as-
sumption: however, some agencies neverthe-
less claim patent rights In awards that are
made to help educate or train scientists.
This amendment is intended to stop this
practice. This will be true even if the fellow-
ship involves university research. ~

I should note that it is rare for inventions
to be made exclusively by educational grant
recipients, and government retenion of
rights in such cases has made established in-
ventors unwilling to train such individuals
for fear of government retention of rights if
the student is listed on the patient applica-
tion as a co-inventor with the professor or
employer.

Senator DeConciNL It Is my understand-
ing that many federally funded {nventions
are either being developed or currently mar-
ketered under licensing requirements far
more restrictive than those in this bill.
What is the effect of this legislation on the
licensing requirements applicable to these
inventions?

Senator Dore. While this bill encourages
the full development of new federally-
funded inventions by authorizing exclusive
licenses for the life of the patent, you are
correct that many inventions were discov-
ered and are being marketed under the
terms of Institutional Patent Agreements or
the provision of Public Law 96-517, before
the current amendments, which provided
for & maximum of five years of on-market
exclusivity. This restriction, if continued,
will place older inventions at a competitive
disadvantage with newer ones, for which
more lengthy exclusivity is permissible, and
may well result in the failure of these clder
inventions to be fully developed for the ben-
efit of the public.

It is our intent, in enacting this legisla-
tion, to create & uniform patent and licens-
ing policy applicable to all federally-funded
inventions. Although the bill is silent on the
question of retroactivity, it is certainly our
intent to strongly encourage agencies ad-
ministering university patents filed before
the current amendments to permit compa-
nies marketing products under these pat-
ents to extend their exclusive licenses for
the life of the patent, consistent with the
provisions of this bill, provided that the
companies that request such an extension
have complied with the requirements of the
IPA and have acted responsibly in commer-
cializing the invention.

Senator DrConcini. I thank the Senator
from Kansas for his clarifying remarks.

NATO: HONING THE GRAND
STRATEGY

e Mr. LUGAR. Mr. President, I would
like to share with all my colleagues an
article which was written by David Ab-
shire, U.S. Ambassador to NATO, and
published in the Wall Street Journal
on Wednesday, September 12, This ar-
ticle brings to light the NATO Alli-
ance's grand strategy and focuses in
particular on four key factors that mo-
tivate that strategy: Political dynam-
ics, military deterrence, resources, and
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public diplomacy. I ask that- this arti-
cle be printed in the RECORD.
The article follows: -

NATO: HONING THE GRAND STRATEGY
(By Davld M. Abshire) '

BausseLs.—A popular refrain of critics of
the North Atlantic Treaty Organization is it
does not have a comprehensive strategy.
After serving as U.S. Permanent Represent-
ative to the North Atlantic Council for more
than a year, I would reject this criticism.
The alliance does have a strategy—indeed, a
grand strategy—and has been actively ad-
justing it to realities of the 1980s.

This question Is especially timely in light
of the first official visit to the. U.S. by
NATO's new secretary general, Lord Car-
rington. A former foreign and defense secre-
tary of the United Kingdom, Lord Carring-
ton brings impressive skills and experience
to his new post. He has signaled a special
commitment to strengthening the overall
strategy of the alliance,

Grand strategy Is not just a military con-
cept. It also encompasses political, econom-
ic, and even public affairs elements—all the
force that can be brought to bear to achieve
the strategy’'s end. In the West's case, the
end is clearly stated in the preamble of the
1949 North Atlantic Treaty, which affirms
the allies’ determination to unite in a collecs
tive defense of “the freedom, common herit-
age and civilization of their peoples.” These
goals continue today, 35 years later, to be
the binding force of the alliance. They moti-
vate allied strategy, which centers on four
key factors: political dynramics, military de-
terrence, resources and public diplomacy.

Political Stralegy. Soviet strategy during
the drama over deployment of intermediate-
range missiles was not only to divide Europe
from America but also to divide Europe
within itself. Soviet intimidation was
equaled only by that displayed during the
Cuban missile and Berlin crises. Yet, to the
Kremlin's surprise, NATO remained united
in defense of peace in freedom.

After the high point of the missile drama,
the NATO Council agreed to a proposal by
Belgian Foreign Minister Leo Tindemans
calling for a detailed assessment of the last
17 years of East-West relations—a study
that led to the June NATO Foreign Minis-
ters’ “Washington Statement on East-West
Relations.” The allies agreed that in the
early years of detente substantial progress
was made in reducing tension, spurring
trade and expanding the East-West dia-
logue. However, they concurred that Mos-
cow’s relentless arms buildup, aggression in
Afghanistan and pressure on Poland have in
more recent years caused & serious deterio-
ration in East-West relations. Thus, they
saw a need to fine-tune political strategy by
paying closer attention to requirements of
restraint, reciprocity and accountability in a
“more realistic and constructive dialogue.”

The allies have been actively trying to
stimulate the dialogue with the East by ad-
vancing a host of new proposals this year—
at ongoing negotiations In Stockholm,
Vienna and Geneva. In contrast, the Soviets
continue to boycott negotiations on nuclear
weapons. Nevertheless, when the Soviets do
decide to return to the negotiating table,
they will find interlocutors prepared to talk.

Deterrence Strategy. NATO is the first
great salliance in history ever to have a
clear-cut deterrence strategy.

In the wake of sustained debate in the
early 1980s on both sides of the Atlantic, it
is generally agreed that NATO's strategy of
““flexible response’” and forward defense re-
mains the best available. That strategy is
meant to deter an aggressor from thinking
he might gain objectives militarily at an ac-
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So 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

itself into the Committee” of the
Whole House on the State of- the.

Union for the consideratiorr of the bill,

. H.R. 4326, with Mr. BRODHEAD in-the

chair.
The Clerk. read the title of tlre bill.
The CHAIRMAN. Pursuant te the

‘rule, the first reading of the bilt is dis-

pensed with, o
The gentleman-from New York, Mr.
LaFavLcE, will be recognized for 3¢ min-

"utes, and the gentleman from Permsyl-

vania, Mr. McDapg, will be recognized
for 30 minutes, and the following
Members for 15 mkmﬁes each:

The' gentleman from Georgia, Mr.
McDonaLsy

The gentleman from Alzbama, Mr.
DICKINSON;: ) )

The gentleman from Michigan, Mr.
DINGELE;

The gentleman from North Careti-
na, Mr. BROYHILL;

The gentleman from New York, Mr
BINGHAM;

The gentleman from Ca.hforma, M.
LAGOMARSINO;

The gentleman f_rom. Florida, Mr.
FuQua;

The gentleman frem Kansas, Mr.
WINN;

The gentleman from Mississippi, Mr.
MONTGOMERY;

The gentleman from Arkansas Mr.
HAMMERSCHMIDT,;

The gentleman from Massachusetts
Mr. BoLAND; and .

The gentleman from Virginia, Mr.
Rorrnsonw.

The Chair will attempt to reach the

committees engaging i general debate

in the order listed, but will at the same
time attempt to sceommodate Mem-
belrlsdwho eannot be present when
calle
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The Chair recognizes the gentleman
from New York (Mr. LAFALCE).

Mr. LAFALCE. Mr. Chalrma.n, I yield

myself 5 minutes.

(Mr. LAFALCE asked and was given
perxmssmn 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. Evenr the high-
technology sector, the one bright spet
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 technelogies that
lead to new products is faltering.

We cannot afford to lose our ability
to innovate. If we lose that, we lose
our ability to increase U.S. productiv-
ity; we lose our abiity to maintain
U.S. technological preeminence; we
lose our ahility to create mamy of the
20 millionr new jobs essential for a full
employment recovery; we lose oar abil-
ity to:- eomipete in world markets; and
we lose our ability to prevent perma-
nent damage to our economy and soci-
ety.

We do not have time to waste. The
Japanese reafize that the only way te
sustain their economic miracle is to
move from being 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 immovator. The action we must
take is before us today—the Small
Business Innovation Devefopment Act.
This bifl will tap the inmovatioh and
job creation abilities of the tens of
thousands of small-science and high-
technology firms in our nation.

"H 3591

Their record is impressive. The Na-
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
publiec 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 creators of new jobs in
our economy. 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 choice: but tap at this emtlcal
time.

This is easier said than done. For -

there are many ebstacles which make
it difficult to fully. utilize this re-
source. One obstacle is capital. Many
small-science and high-technology.
firms find it difficult to raise the
funds. net only to get started, .but to
develop their new ideas and then take
them to the marketpiace. 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 innovative
idea.

The second obstacle is gevemment.
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
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 TL.S.
companies conducting R. & D.' are
small 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 Science 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 researeh,

*

MONTGOMERY‘

The gentleman from Arkansas Mr.
HaMMERSCEMIDT,

The gentleman from Massachusetts
Mr. BoLAND; and .

The gentleman from Virginia, Mr.
Rorprnson.

The Chair will attempt fo reach the

committees engaging i general debate |

in the order listed, but will at the same
time attempt to sceommodate Mem-
belrlsdwho eannot be present when
calle
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cially in such industries as electronics.
We must act, and act now, if we are
to preserve our position as the world’s
leading immovator. The action we must
take is before us today—the Small
Business Innovation Devefopment Act.
This bifl' will 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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- .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 thé 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 technicaliy
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 wi

overnment agencies. e grants will

be awarded strictly on a competitive
basis and will go only to ideas of scien-
tific and technical merit. All of these

‘innovation
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requirements are spelled out in the

act. .
. The legislation 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
& 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 BUSINESS
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 meore 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-
1y 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-

0sals 1u-
a&%d according to “technical and eco-
no asibiity” to_Tequiring that
they be judged princip on their

3Cienilfic and Technical MErIL.” Phase
1 is often too early to accurately evalu-

ate economic feasibility in R. & D. ef-
forts. Phase 11, 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. _

e _most sc1ent1 i

search or R. & D. effort. 0Se proj-
&cts judged most promisifig in the first
phase could then qualify for a second

.bhase 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 mvention 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

<

g warded smal ts ($30, ooo-sso 000) % )
in ghasé"—i%d a Teasiblilty re-

Cuuiu Ll quallily I0r pnase 11 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.
1 programs, this one will rely on ideas
generated in _the private Sector rather
than on specific projects requested by
‘Government agencies. The grants wi

OVE ent agencies. e grants will

be awarded strictly on a competitive
basis and will go only to ideas of scien-
tific and technical merit. All of these

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-
ly 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

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




SO te e e e

i N

June 17, 1982

period would last for 5 years, starting
at 0.10 percent in the first year, fol-

jowed 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 ard the fund-
ing for each agency’s SBIR program:

1982 RESEARCH AND. DEVELOPMENT BUDGETS

[Dotlars in miffions]

Extra-

Total mural

Inhouse

e $21,523
8,017

$5,586
1,381
367

$15,937

4,169 894 3215
(650)
82
- 563
134
a2
113
2

Commerce.. .
Nuclear Regutatoly Commission...
Veterans’ Administration...
AD.....

TOM cimmsismicis 9812 - 30321 3773

* Exciuded from program as AID falls below $100 million threshold due to
compromise * * %,
mngmmm&_ \% S e L e szaguswﬁr
and ) an am approximal mil
House Small-Business Commngeogr sed compromise would include_these
6 and 4 more (Transportation, 4nterior, EPA and Nucleal Reguiatory Commis-
sion) with an SBIR program level of apomnma:ery §3713 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 refléects a 9-percent increase
in basic research obligations.
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.
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. €Xpects thay emgﬁa&s will be on de-
SCTIBIAE agency needs and any contro
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derstanding of the requirements for
improving the excellence of federally
.funded R. & D. and upon a sensitivity -
to ongoing efforts to insure yniformity
throughout  Federal cgﬁm
grants, and cooperative agreement
- procedures under the Office of Feder-
al Procurement Policy Act, Public Law
95-507, and the Federal Grants and

Agencies are given full discretion to. Cooperative Agreements Act (Public
decide the R. & D. topics they want to - Law 95-244).

include in their SBIR programs. _In [ sBA’s role in issuing the policy di-
outlining those topics, the committee rectives is essential to insure uniform-

ity in the operation of the SBIR pro-
§VRIS SO otz 5 Importart:
to facilitate pa.rtlcl ation by sma

rogram. Thn azency

2. FUNCTION OF THE AGENCIES
The bill includes several provisions
that give Federal agencies the flexibil-

a Government-wide format. The fo.
lowing are examples of how the co:
mittee expects that this flexibility wi
be applied:

ling ameters rather than any spe
CulC or £ 1o LMe DIOB "hysinesses I

ler o encourage innovative and moré y a5 heen given t his_coordinating an

Wgncy is allowed to set sUpeTvIsory Tunction as it has _had

the release dates of its own SBIR pro- g:ros mmﬂiﬁﬁf%nfﬂ‘wm‘m

gram solicitations, the committee ex- Mm_xs_ggﬂgm—

pects the agencies to coordinate the nm-mﬁmm

release of these solicitations with SBA ceTT and the procuring agency.

and other agencies conducting SBIR = *

programs so as to maximize small busi- _ B ROLEOFOSIT

ness opportunities to participate in The primary responsibility of the
Office of Science and Technology
Policy is to insure that the quality of

these programs. The committee rec-

ommends that the major procuring

agencies, such as the Departments of Federal R. & D. is protected. The com-

Defense, Energy, and Health and mittee does not intend that OSTP ac-
tually audit agencies conducting SBIR
programs but rather that it review-the

Human Services, and the National
Aeronautics and Space Administra-

reports on the SBIR programs submit-
ted by the agencies.

tion, conduct more than one solicita-
tions annually due to the size of their
C. AGENCY REPORTING
OSTP and SBA would report to Con-

budgets—such as quarterly for DOD

and semi-annually for the other three
gress not less than annually to allow
Congress to oversee the SBIR' pro-

major agencies.
grams and have the opportunity to

Agencies should also attempt to dis-
seminate these solicitations as broadly

make improvements when necessary. -
D. POLICY DIRECTIVES

as possible in order to promote maxi-
mum participation in the SBIR pro-

The policy directives are designed to .
facilitate participation by small busi-

grams.
Although the bill requires each qual- -
ifiying agency to administer its own
ness in SBIR programs-and to insure
that only the highest quality R. & D.
is conducted. Policy directives are to

SBIR funding agreements or to dele-
include, but are not limited to, the fol-

gate such administration to another
agency, the committee expects that
delegation will occur only where it

would facilitate the cost-effective ac- lowing:
complishment of the goals of the bill. A uniform solicitation format. The
Agencies are given the flexibility to committee expects agencies to make

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 Federal 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 Pederal 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

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 of phase I funding agreements
and the funding of phase II proposals.

Outside peer review. The committee
urges agencies to use outside er. -
1€View Tor both phase I and phase I
VETY least, agencies sﬂo)ﬁia adhere to ’
their existing 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.

111 waOIL ITOTAL UL UULIEALIOILS,
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."

MAVMUOWLS  Qalu UIC

grantlng 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

VieEw 1Or DO ase 1 and phase II

o ere appropriate. e
VETY least, agencies should adhere to

their existing 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.

————var s e

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

er. »
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Where these review standards include

outside peer review, utilize them for
phase [Taswell. =~

ion of proprietary informa-

on. .?'s%ere Xistng agency proce-

dures provﬁz such proteftion, .they

shi SBIR programs
ures do

as w % Where current proced

not’g;fro?{ae_i‘dequ'_aﬁ‘ protection, at
wom be
required to hold confidential, clearly

labeled rmation pro-

vﬁedip_e_d,ar_omég_mxlﬁmzsm for an

Selection of awa.rd‘ees 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 complement the efforts to
establish a single. simphfled procure
ment policy: -

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

is unmecessary 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-
qQuirements of maintaining and deliver-
" ing- technical 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
~ resuit 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 eondit.iamof a grant, in some cir-
cumstancesa-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 product through competitive
procuréient; 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 deéveloped the irmova-

. CONGRESSIONAL RECORD — HOUSE -

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.

—‘x"It is th i ’ ta.tlon
e requirement to subzmt tec

used Very sparing y
an appro: e reflec
‘&d I the directives. g
“—Ttansfer of title of property pro-
vided by an agency to a smail 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 basie 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-
grams should take into account the
importance 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 funec-
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 not
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 recogmzes that Public

.Law 95-507 requires Federal agencies

to establish annual goals for total dok
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 ina
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 information is
necessary for an agency to fulfill its
mission through the purchase of serv-
ices or a product through competitive
procurément; 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 procurement specifications which
would harm the small business which
discovered and déveloped the immova-
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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

Vuuuau Ltax revenues witnout 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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.45 million to small tech-

e awarded 85,12 firet SBIR solicita.
+o og’%hese firms have since generated
ml;é than eight times that amount—
?401 million in follow-on private fund-
ing to pursue commercial applications
}’r’gm 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 bee;n 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-

m 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:

Pirst, 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, prohibi{ 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, excluge 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.: - - ’
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Fifth, excluge 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 6 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 to 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.” 4 '

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 incréasing 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 model. 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.

7
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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

It 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
linkage. . . we call' innovation. ... The
public supports basic 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 curlosity 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-

ana proauctive.
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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-
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al 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. )

d 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-
Cicco, president of Technology Cata-
lysts, ‘a. 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
high techmology firms in the life sci-
ences field. They are divided into the
following categories: 144 in biomedical
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 melecular biology;
157 in nutrition; 295 in pharmacology;
109 in recombinant DNA; 195 in toxi-
cology;--55 in tumors; 198 in virology;

and 291 in other categories. All of
these are ecritical 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 . small business specialis|
stated in a memorandum to the Dir
tor of Contracts and Grants at NIH:

New. vigor can be added to the NIH rd-
search program by eliminating some of t]

. bartiérs which have tended to be an inhibif.

ing factor.and by taking some new initi
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tives to stimulate this sector of the econo- limiting their commentis te paranoiac fears
my. that their particular sector will be hurt.

; ong 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.

June 17, 1982

even though nonprofit institutions
could receive such payments. In an
August 2, 1978, memorandum to the
Director.of NIH, the contract special-

§. PERCENT REQUIRED
It is alleged that the funds ear-
marked for SBIR programs are really
much larger than the percentage in-

ist for the Contract' and Evaluation gjyded in the bill and will seriously
Branch, Division of Contracts and gqyeeze agency R. & D. budgets. For
also noted these obstacles and stated:  pepartment of the set-aside will not

It is not enough to say that there isnot & pe 1.25 percent, but more on the order

- 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-
nificant economic impact on a substan-

_tial number of small entities.”

4. SMALL BUSINESS UNSUITED TO DO BASIC

It is-alleged that the work funded by
NIH is not of interest to for-profit
firms or is not appropriate for com-
mericalization because it is-*basic” bio-
medical research.

The facts are that the percentage of
scientific and technical articles con-
cerning basic biomedical research writ-
ten by scientists and engineers rose
from 32 percent of the total articles in
1973 to 49 percent in 1979. These fig-
ures are taken from Science Indicators
1980, published by the National Sci-
ence Board. Basic research articles in
biology by industrial scientists and en-

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
Technology Committee, performed
the following mathematical wonders:

- Thousands
Fiscal year 1980 R. & D. and R.

& P.M. apDPropriation......eie $5.084,054

Institutional costs ....ccvvreerrsensans 996,000
Total R. & D. awards to private

sector 3,572,000

Less fiscal year 1980 funding of
preexisting programs.....uiewe.. 2,789,000
Private sector awards for new re-

quirements 783,000
Less fiscal year 1980 small busi- -

ness R. & D. and R. & P.M.

awards

Unappropriated funds- uncom--
mitted to preexisting programs
and current level of small busi-
ness 481,854

Maximum SBIR set-aside re-
quired in H.R. 4326 (31.7 per-
cent 152,522

A number of issues must be raised.

301,146

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-
legislation: . plied down extremely low,

the expense of everyone else’s . . . What is  ggeg not envision that this level will be

aIn objecting to the legislation, spokesmen ~ Second, NASA applies the maximum

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”
from. which practical applications are
drawn, both those which do basic research
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

reached until 1984 and probably not
until 1985. There is no discussion of
what level of 1984 or 1985 funds will
be committed to preexisting programs.

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 small
business?

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

PUROODAwern, et o, o
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. ... Small firms are also part of the “fund”
from which practical applications are
drawn, both those which do basic research
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

ence—and the U.S. economy—no. goed by

alternatives. But they do the image of sci-
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reached until 1984 and probably not
until 1985, There is no discussion of
what level of 1984 or 1985 funds will
be committed to preexisting programs.

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 small
business?

Finally, if NASA is going to subtract
out funding of preexisting programs in
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. ear 1980, and if we 'a.re‘ to
i‘csf?;l;t zheir contention that a 1}ke sum
{11 be committed to preexisting pro-
. upon enactmeént of this.legis‘la-
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
balance, or 1.25 percent of the “un-
committed™ balance..

The fact that such a large percent-
age of funds is “previously comxmttpd"
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
business 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.- .

We have no choice but adopt a 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. |

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
10 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

Tt 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. Yenture cap-
it?ists require - that development be
advance € point of a prototype
before they will ever consider invest-
ing M a sm irm. 10 suggest other-
WISE 1S a 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 out by the fact
that NSF's phase 11 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
inthem. :

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 o € Sm usiness and Uni-
versity Patent Reé ) 5
asingly what Iede R. &

th

istyInereasingly what Federat
D.Tinds are provid to versities.
a product or proc-
ess to a poj here they can obtain a
pa%%gmﬂm_mﬂmmme
tgg_f_gl_ggy_qmmm_m_mmmezmal
ventures. It is only at this stage of de-
stopment of an idea in a small busi-
ness that private venture capital can
be attracted. Tax. breaks do notf 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 front-end seed money.
° QVERSPENDING ON SMALL BUSINESS

It is alleged that the bill will force
agencies to spend a certain percentage
on top of 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. - P

I do not want to get involved 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 National Science
Foundation reported that despite the
fact that small R. & D. firms repré~
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 industiry. 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 cos_r
" 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 mode! 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
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Ly, mrnesey msiase, rormerity head of
the Office of Advanced Technology
Projects in the Department of Energy,
described in a lewter 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
o mandate the establishment of SBIR
programs and funding mechanisms if
we are te. overcome - entrenched bu-

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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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
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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-
nually 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
manyofAEAssma.uR.&.D members

- strongly. support the bill. In fact,

. AEA’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
—AEA: The association does not speak
.for research and development firms. It
“really is a trade association represent-

-ing ‘electronics manufacturers. Of the

appmxnnately 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 bill. 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-
oepment 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 Innovation . 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.

The facts are as. follnws.

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 accurately 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 alse be the result of the SBIR pro-
gram. ‘

It is noteworthy that not one com-
mitteé 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-
formance 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 irhpediment ’

which is solely a result of business
size. Small business resources are
spent more productively because they
cannot 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

w
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asides because of the competitive
threat from small business. They are
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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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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.

December 1981 did HHS and speciil-
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 hav

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
smalier firms received only 2.3 percent
of the private sector awards. At the
same time, firms with fewer than 1,000
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 disturbing is the broa.d
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 Initiatives,” GAO conclud-

This measure is biased toward labor-inten-
slve R. & D. activity and it covers only em-
ployees formaity ‘or exclusively employed to
conduct R, & D. activities. At best, this
measure is only. apavual mMruf poten-
tial to-innovate. -
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14. FREE MARKET

It is alleged that the Smaill Business
Innovation Development Act will
upset the operation of the free
market. The opponents say, “Allow
the free market to work.”

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-

tive
those W
2Dl i
scale de
tisp———e———""

The opposition to the bill comds
from the giants of industry and the
giants of academia, who feel threat-
ened by any program to encourage
competition in research and develop-
ment. 5

) 15. INADEQUATE OVERSIGHT

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

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

m

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 is
-doing and what the agency needs. .
16. MARGINAL RESEARCH
Itis alleged 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
a,gency-by -agency basis, you are talk-
ing about very small a.mou.nts 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 with
money in the early stages.

The experiences of the NSF SBIR.
program and the Defense Depart-
ment’s small business advanced tech-
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nology program . show the respones
that can be expected to agency SBIR:
programs. The NSF has had a surfeit
of applicants and has selected 1 out 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 ng them to participate in the SBIR

dividuals with innovative ideas to com-

pete for SBIR awards. This ineludes
scientists and engineers who work for
universities. corporations, or nenp 0

gov!
panim 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 conducted 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 ﬂrms perform research
for USDA.

The fact is that a.n SBIR programst,
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, twa-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 year:

$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 th&~
USDA R. & D. budget. -

The argument 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 simple
fact is that the agencies have not in
the past sought out and do not now
seek out qualified small R. & D. firms.
If they did, they would find many..

COMMITTEE AMENDMENTS -

The innovation bill was referred se-

quentially to-six eommzttees in addi-
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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;novatlon Imtxatives," GAO conclud-

This measure is btased t.oward labor-inten-
sive R. & D. activity and it covers only em-
ployees formaily 'or exclusively employed to
conduct R, & D. activities. At best, this
measurs is only &paztlal mdkx.bor of poten-
tial to innovate. -

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 with
money in the early stages.

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

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 simple
fact is that the agencies have not in
the past sought out and do not now
seek out qualified small R. & D. firms.
If they did, they would find many..
COMMITTEE AMENDMENTS -
The innovation biil was referred se-
quentially to-six committees -in addi-

ernment laboratories, com- N
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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 thh 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 imporfant 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-
inig 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
bad 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 workmg 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-
tiohal Institutes of Health. The
Senate version of the innovation bill
includes the same provision. These
changes make the Energy and Com-

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 stxmula.tmg
innovation.

6. SCIENCE AND TECHNOLOGY

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-
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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 Sc1ence and
Technology Committee substitute
would seriously weagken 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
Techneclogy 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 Administrati e lead

agency to _issue policy directives for
the SBIR programs and the reeguire-
ment that the Office of Science and

Tecﬁiology Policy report to the Com-
mittees on Small Business on the

SBIR program. We feel that SBA has
beegwwpe 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
Cemxmttees 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.
ove ntralized ogra.m- -Wé
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Thus, Mr. Chamna.n. 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. .

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-

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 intcrest 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 components of cur national
science system in the effort to rebuild
our economic and technological base
and create the new jobs we desperate-
1y need. Nature, the prestigious scien-
tific journal, has endorsed this bm for
Jjust 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-
TON) 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 a.nd
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 oppertunity 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. ated, and over half of the gross nation-
...... W WOLIUIT U UTLAUT WT LIaVe walllltd our counury
today H.R. 4326, now amended as gradually slide backwards in terms of
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produet. If we are going ¥ tr i ion,
t‘l;!e economic probIemS of om;,uslness.

we -
whers $16. eq:gg where the productiv-
To solve- oua’l'd ﬁonor&lc

ems we.need only to ess the
grtgl‘:;ems of small business, and here
in this bill, we have an excellent op-
portunity to kill two birds with one
storie—to increase our national tech-
nological and innovative know-how,
and oilir 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 there 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. L in
productiwty increase, we are now dead-
last.

The Comzmttee.. onn Small- Business
has been examining this issue since
1978, and over those years we have
heard more and more expressions of
concern that the leadership inr some
technologies had shifted to Japan and
West Germany and would stay there
permrtmtlsr I say it will unfess we
begin- to give smal businesses an op-
portunity to participate in researctr.

1. 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 biil.

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

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

Well, 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 same way over
and over again, and they just do: not

——— e Aaa e T WA AINIACLAUVTDULIDOUECU kY. OO
D. First, unquestioniably, there is a
bias in Government agencies inr favor
of large firms amd researcly labs.
Second, the ageneies are motivated by
an antirisk attitude. They are afrzaid to
get out there and dare te take a risk.

Well, 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 same way over
and over again, and they just do: not
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want to change. And, finally, most of
the agencies 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 small
business community.

Without Government relations -and
marketing staff, small firms are con-
sistently averlooked 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 smalf businesses
of this Nation, and 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 (979 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

on record supportmg the companion
bill in the Senate, which passed 90 to
0. In 1982 the President committed to
this concept in his State of Smail
Business Report. .

Here we are today, debating this bill
because no agency except DOD has
moved an inch to begin an: SBIR pro-
gram. What we are doing here today is
what should not be mecessary. But
asking;, requesting, promotintg—alt has
done o good.

We know we need a change. Look at

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

us from 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
SBYR program has provernr itself in
terms of returns to the economy and
by successfully stimufating innovatiorn.

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 Administration, by the
first Chief Counsel of Advocacy, and
by the present Chief Counsel of Advo-
cacy. As was pointed out, this was the
only legislation 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 coHleagues 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. ¥ would say that
when we' hear those arguments, we
should just bear in mind that we are
talking about 1% percent over & 4-or 5
year period.

Mr. Chairman, we have made many
compromises in this legislation. I urge
the Members to suppert it fully and
completeiy.

Mr. McDADE. Mr. Chairman, [ yxeld
myself 5 minutes.

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

Mr. McDADE. Mr. €Chairman, ¥ rise
to suppert this bill..

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

D., 95 percent goes ta. 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 Department of Commerce repout
cites: 36 firms deing 6% percent of all
U.S. industrial researchky, 20/ umiversi-
ties receive 48 percent of alk Pederal
funds to.such. institutiens. Patent fil-
ings by U.S. firms have dropped by 13
percent in the last decade. Now 40 pezr-
cent of all U.S. patents are from for-
eign. firms. In 1980 alone %1 percent of
all .S patents wenit to Japanese
firms and individuals—Business Week.
Productivity 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 am
opportunity for small business -teo
apply its innavative, creative entm
preneural foree.

Why do we need this bﬂl that the
President and every small business
group I know of clearly supports? We
must open up the doors of competi-
tion. Until January of this: year, no
for-profit business could even apply
for an. NIH grant—none. Bub in 1979
my commniitee received a letter from
the Director at NIH. stating that the
ageney would change its regulatioms.
But those reguiatery changes came
just this. year, only after the Senate
passed this bill and the House commit-
tee reported it cut unamimously. The
Secretary of Energy testified v 1980
that he wauld veolumtarity start an
SBIR program. None yet exists. Let us
give small business.a chance.
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Small pusinessmen and individual in-
ors have a great record of innova-
tion. A National Scienc_;e 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

vent

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. Ifts 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 tht 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.
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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. LaFarce) for his leadership on
this bill, and I also commend my good
friend, the gentleman from Pennsylva-
nia (Mr. McDADE).

T
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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 recommending an increased

- .role for small busmess in Federal R. &

D. Nothing came of if. Nine years later
another study made similar recomen-
dations. Again, nething happened. In
1978,.an OMB task force did it again,
tonoavail. -

Then Congress entered the picture.
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 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 Presment——mcluding
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, 1
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 gentleman from Ohlo
(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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past 10 years, and has been sur- people in my district, although cer-

by several European countries tainly all of us feel that kind of obliga-
gnd Japan. In 1980 alone, Japanese tion. I am here talking about this bill
firms and individuals received close to because I believe that this bill is truly
11 percent of all U.S. patents. issued. I in the best interests of this eountry.
pelieve that this decline is the most ) 0, th
critical long-range problem of this versities in my district and I have been
country. The answer lies not with pe- contacted by the university communi-
nalizing those foreign countries, but ty about this legislation. They are op-
rather to support domestic innovation. posed to it. We all know that.

The low rate of participation by O 1245

small business in Federal R. & D. . v
funds is clearly documented. Of Feder- Many of our colleagues will say
al R. & D. funds awarded in contracts about this measure that “the small

the

and grants in fiscal year 1981, small business community is pushing the bill -

pusiness received the following: but really the universi'ties need the
Only 1 percent of the grant funds; money, and we do not like the idea of
Only 6 percent of the contract funds a set-aside. Therefore, do not vote for

in contract actions of $10,000 and over; it.” .

and Well, oftentimes there are deeper
Only 5 percent of the total grant reasons behind the short little story

and contract funds awarded. that you hear on the way in to vote.
The other 95 percent goes to large And in this case, I hope my colleagues

firms, universities, Government labo- will listen carefully to the arguments

ratories, and other entities. Many of in favor of this bill. I believe in them

these firms are very large. Just 70 very deeply.

firms do 80 percent, 80 percent of this A subcommittee that I chair over in

" research. Roughly 60 percent of these the Science and Technology Commit-

funds are awarded non-competitively. tee had a series of hearings on the
Thus, for the most part, small busi- NSF program on which this legislation
ness could not increase its share of is based. I came to this issue as a skep-
these funds regardless of how hard it tic, and I came away from those hear-
collectively worked or competed or ings as a believer. .

proved itself. Adjusting upward the Let me tell you why. We are in the
small business share of Federal middle of an accelerating scientific
R. & D. funds is another critical pur- revolution that is unlike anything this
pose of this legislation. world has ever seen before. We are
* 1 wish to point out that H.R. 4326 is going through a period of change com-
not, as some Members contend, a small parable in magnitude to the Industrial
business welfare bill. Rather, it is a Revolution that is going to occur not
reasoned effort to respond to the na- over 200 years but between now and
tional problem of declining productiv- the end of this century. How is the
ity by harnessing the creative, produc- United States going to remain compet-
tive, and innovative capabilities of itive in that kind of business environ-

- small R. & D. firms to national needs. ment? If we are to succeed, the advan-

I urge my colleagues to suppert this "tages we have had in the past must
bill because technological innovation serve as well again.
creates jobs, increases productivity, What are our advantages? Our No. 1
stimulates competition, causes , advantage, our ‘“hole card,” is the ino-
economic growth, combats inflation, vative genius of our people. But there
and helps to reduce our balance of is something unique about innovative
payments deficit. genius in America. It does not always

Some people fail to recognize what thrive well inside a suffocating, large
an innovative 'and dynamic economic bureaucracy or institution, whether it
force small business can be. ) is a Government institution or a cor-

MF. LAFALCE. Mr. Chairman, I yield porate institution.

5 minutes to the gentleman from Ten- Look at the history of the laser. The
nessee (Mr. Gore) who was so helpful man who invented the laser was in
in the drafting and framing of the sub- A.T. & T., at Bell Laboratories. He
stitute that is before us today. went to his superiors, and he said, “I

(Mr. GORE asked and was given per- have got this great idea and I need a
mission to.revise and extend his re- commitment of resources and a little
marks.) . time to work on it.”

Mr. GORE. Mr. Chairman, to my “Sarry,” they said. “It does not fit
colleagues on the Small Business Com- with our corporate .priorities. We do
mittee, the gentleman from New York, not see how it fits in.”
the gentleman from Maryland, the So he said, “All right. I am going to
gentleman from Iowa, the other gen- do it on my own.”
tleman from New York, the gentleman And he'went off on his own. Luckily,
from Florida, and others who have in this case, he was able to attract the
.played such an important role in - support and the time that he needed,
bringing this. bill to the floor: I want and he brought forward this great new
to pay my compliments and tell them invention that has had such dramatic
how much their efforts are appreciat- implications for our country. .
ed by so many in this country. i Look also at this fellow in-Tennessee

I speak on this bill today in this who invented the brandnew socket
Chambeér not merely out of some feel- wrench. He was working for Sears and

of obligation to small business Roebuck. And he has been in the
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Let me say, too, that I have five uni--
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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 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.

1 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 permission 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. .

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 asg 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 wholehea.rtedly 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 Government’s
procurement process for R. & D. Our con-

viction ofthe 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 1mportant
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 Deiense 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
topics 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. McDADE. Mr. Chairman, I yield
such time as she may consume to the
gentlewoman from Maine (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 Innovatlon 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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agmount to $377 million of the $43 bil-

lion budget for research and develop-

ment. I might emphasize that we are

pot asking for increased outlays for
this program, but for a rechanneling
of a small segment of total funds to a
highly productive, efficient component
of the economy with a proven track
record.

Also, I think it important to note
that the method of awarding these re-
search and development funds under
the small business innovation program
will be carried out on a truly competi-
tive basis. Small businesses will be so-

‘licited to submit their research and de-

velopment proposals to appropriate
agencies. After analysis, those propos-
als which are deemed worthy will be
partially funded so the companies in-
volved will be able to further demon-
strate the economic and technological
feasibility of their concept. Review of
proposals at this point will determine
which are the most promising among
the applicants, but final development
and marketing of the projects will be
left to the private sector.

This same highly competitive review
process has been successfully used by
the National Science Foundation
where 400 awards were made from
3,800 proposals. That is true competi-
tion. Mr. Chairman, this bill will give
the United States a proven, systematic
approach to increase innovation and
aid the small business sector while not
requiring increased appropriations. It
will be the catalyst for increasing our
Nation’s productivity via innovation.
Mr. Chairman, I strongly endorse the
passage of H.R. 4326, the Small Busi-
ness Innovation Act.

Mr. LAFALCE. Mr. Chairman, I yield
such time as he may consume to the
gentleman from Florida (Mr. IRELAND).

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

Mr. IRELAND. Mr. Chairman, I rise
to speak in support of H.R. 6587. Why
are we here today? The answer is
simply that small business is the Na-
tion’s innovator- yet Federal policies
pay only lipservice to that fact. First,
some facts if you will indulge me. A
National Science Foundation study,
“Science Indicators,” NSF, 1979, dis-
closed that, for every R. &. D. dollar,
small companies produce 4 times more
innovations than medium-sized compa-
nies and 24 times more innovations
than large companies. :

A study by the Office of Manage-
ment and Budget has shown that more
than half of the major technological
advances this century originated from
individual inventors and small compa-
nies. Many of these inventions sparked
major new U.S. industries and growth
companies. .

If we have tended to disregard
American’s inventive talents, other na-

tions have not. One disturbing trend is -

that foreign - interests have been
buying control of several of eur small
high-technology companies. Moreover,
Federal R. & D. expenditures relative
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to GNP have slipped gradually while
the R. & D. ratios of such countries as
Japan and West Germany have been
rising. One reflection of this is that
foreign companies and inventors have
been claiming a rising proportion of
U.S. patents. In 1964, only 22 percent
of the patents issued by the U.S.
Patent and Trademark Office went to
foreign applicants. In 1979, that share
reached 38 percent.

Innovation has always been a hall-

mark of America’s strength. “Technol-
ogy transfer” to other countries has
been a bulwark of our international
trade. Yet the Nation risks losing its
leadership in innovation.
_ The most productive target for R. &
D. dollars is unquestionably small
businesses. Polaroid, Xerox, and
countless other growth companies of
the 1960’s and 1970’s were_after all,
once small entities themselves. A more
recent success story is small business’
development of the microelectronic in-
dustry. I think that says enough about
the need for the bill.

Now let us discuss who opposes the
bill. It is no secret that large universi-
ties and other large institutions have
fought this bill. They do not want to

give up a share of their pie. We know

that.

But let me talk about .another
group—That is, those in our Federal
agencies who are reluctant to change
their ways and direct their attention
to smal and medium-size businesses.
Whether by design or inertia they
have not responded to the many re-
quests, supported by serious studies, to
include the innovative small business-
es of America in their research and de-
velopment plans. With this legislation
we will be able to exercise the neces-
sary oversight to see that the public
requests of the past 15 years are hon-
ored. I urge support of this important
legislation.

The CHAIRMAN. The gentleman
from New York (Mr. LaFaice) has 9
minutes remaining, and the gentleman
from Pennsylvania (Mr. McDaDE) has
11 minutes remaining.

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

.Mr. McDADE. Mr. Chairman, I yield

1% minutes to my distinguished col-

league, the gentleman from New
Jersey (Mr. SmitH), who has done so
much on this bill and on so many
other matters in the committee.

Mr. SMITH of New Jersey. I thank
the gentleman from Pennsylvania for
yielding and for his kind comments.

Mr. Chairman, I rise in strong sup-
port of H.R. 4326, the Small Business
Innovation Research Act. As a sponsor
of this legislation, I believe this bill
present us with an opportunity to revi-
talize small business—the most innova-
tive and productive sector of our econ-
omy. 1

Support for this legislation has been
very strong—it was endorsed by the
Small Business Committee by 40-9,
and passed in the Senate by 90-0. I
alsa want to remind my colleagues
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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 percent 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. S

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

ment and Budget has shown that more
than half of the major technological
advances this century originated from
individual inventors and small compa-
nies. Many of these inventions sparked
major new U.S. industries and growth
companies. .
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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-
jzation 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

perniission to revise and extend hlS re--

marks.)

Mr. ROEMER. I 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 sét-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.

0 1300

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. LAFALCE) 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 Commxttee 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 research and R. &
D. budget of that department for the
purposes of the small business innova-
tion research program defined in HR.
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-smed busi-
nesses.

The bill considered would allow only
small businesses to bid on certain con-
tracts; thus, HR. 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 (GOCO) 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 GOCO’s. Small business is nat
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.
MCcCLOSKEY).

(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.
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ery report that the Government
ounting Office has ever given to us

about the effectiveness of the expendi-

:,‘;rograms has indicated grave concern

over 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 to 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 com-
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-
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-
CLoskEeY) has expired. )

Mr. McDONALD. Mr. Chairman, I
vield 3 additional minutes to the gen-
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tleman from California (Mr. McCros-
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
smadl 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-
CLoskKEY) 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. .

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-
CroskEeY) has expired. '

Mr. McDONALD. Mr. Chairman, I
¥ield 3 additional minutes to the gen-
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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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tists who do high technology research
are employed today by small business
and last year they got more than 5.5
percent 0f the awards. They got 6.8 -
percent. .

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.




