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SBIR/STTR: MEASURING THE EFFECTIVENESS
OF THE REAUTHORIZATION ACT
AND MAXIMIZING RESEARCH DOLLARS
TO AMERICA’S SMALL BUSINESSES

WEDNESDAY, DECEMBER 18, 2013

UNITED STATES SENATE,
COMMITTEE ON SMALL BUSINESS
AND ENTREPRENEURSHIP,
Washington, DC.

The committee met, pursuant to notice, 2:09 p.m., in Room 428-
A, Russell Senate Office Building, Hon. Mary L. Landrieu (Chair
of the Committee) presiding.

Present: Senators Landrieu, Shaheen, and Risch.

INTRODUCTORY REMARKS OF HON. MARY L. LANDRIEU,
CHAIR, AND A U.S. SENATOR FROM LOUISIANA

Chair LANDRIEU. Good afternoon to everyone. Thank you for join-
ing us for this important roundtable on the SBIR and STTR pro-
gram, one of the important programs coordinated by the Small
Business Administration that affects all the agencies and depart-
?ents of the Federal Government. I want to welcome everyone

ere.

I am going to give an opening statement just briefly, and then
I am going to ask each of you to introduce yourself and give a one-
minute name, title, and why you are excited to be here, what you
hope to contribute.

And then, as many of you know who have participated in our
roundtables, we have a very informal exchange of information that
is going to help us to understand how this important program is
working, where it is strong, where it is weak.

We have just been through a six-year authorization and there
will be a lot of back and forth. This is not like a regular hearing
Wherg people read off of a piece of paper and submit it for the
record.

There is going to be a lot of back-and-forth questioning, and we
are going to try to go to about 3:30. If we can exit a little bit early,
that would be good. If you need to go all the way to 4:00, we are
authorized to do so.

But let me again thank you for joining us today to examine the
comprehensive Small Business Innovation Research and Small
Business Technology Transfer Reauthorization Act that we passed
through this Committee and on the House floor two years ago this
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month. It is a good time to look back over the last two years and
to see how our new authorization is working.

As many of you know, this program was created back in the
1980s. I always like to go back to our roots in the beginning with
Warren Rudman and Congressman LaFalce. Some of you were
around when it was started, and all of you are familiar with its be-
ginnings.

The purposes of these programs were as important then as they
are today. They are, one, to stimulate technological innovation;
number two, to encourage greater utilization of small businesses to
meet federal research and development needs which are quite ex-
tensive; three, to foster and encourage participation by minority
and disadvantaged persons in innovation; and four, to increase pri-
vate sector commercialization of innovations derived from federal
research and development.

I think this last point is so important. The Federal Government
spends billions and billions of dollars on research. How can we take
that good research and commercialize it appropriately, giving small
businesses an opportunity to grow and expand and create jobs in
America. There is no sense in discovering innovations only to have
them lay on the shelf and not create jobs and not get into the mar-
ketplace.

So, this is a very important program of the Federal Government,
and I have taken a particular interest in it. So, as you all know,
when I took over as chair of this Committee in 2009, the SBIR pro-
gram had literally exhausted its authorization. It was sputtering.

It was reauthorized temporarily 14 times until, with all of your
help, compromise was reached between the House and the Senate,
and between all the stakeholders, so that we could lay down a
longer-term six-year authorization—and increase the allocations.

It is very important, in my view, to have the Federal Govern-
ment be sensitive that there are some very high-quality small busi-
nesses out there inside this Beltway and outside this Beltway that
are extraordinarily well positioned to bring value to the taxpayer,
to commercialize new products. This partnership I think is one that
should be encouraged.

I want to particularly give special credit to Jere Glover, who is
here as a strong supporter of this program, Dr. Chuck Wessner, Dr.
David Green, our program managers and state SBIR directors like
Dr. Jain, who are also here with us today.

Now, there were challenges to the reauthorization. I do not want
to review those now. You all know what they were. But the impor-
tant take away from today is, is that it seems, in the last two years
in particular, the overall SBIR program is exceeding its goal by
over $100 million in 2011 and over $200 million in 2012.

We also have some information about agencies that are not quite,
or departments, meeting their goal, but overall the numbers of the
last two years look particularly encouraging.

Ranking Member Risch has come. I just want to see if there is
anything else that I want to add.

Let me say during today’s discussion, I look forward to hearing
from many of you about the real-life impact of the changes that we
made to the SBIR and STTR program, how they are impacting
your sphere of influence, how many more research and develop-
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ment dollars are getting to small firms, and what some of the agen-
cies can do to increase that pipeline to small businesses.

We need to be perfectly clear, though, that the allocation that we
have in our law is a minimum, not a maximum. We want people
to understand that because the Federal Government believes, and
the members of Congress on both sides of the aisle, that small busi-
nesses have a great deal of expertise and value to bring to the Fed-
eral Government and it is not just large businesses that make all
of the discoveries. In fact, the record would show the opposite.

So, let me turn to Ranking Member Risch for opening remarks
and then I want to acknowledge additional SBIR program man-
agers who are here to listen, even though they are not on the
panel—John Williams from the Office of Naval Research, Mary
Clague from the National Institute of Standards and Technology,
Alan Rhodes from the National Oceanic and Atmospheric Adminis-
tration, Natalie Seiling from Defense Logistics Agency, Rachel Sack
from the Department of Transportation, and Ed Metz from the De-
partment of Education.

So, they are not on the panel but they are here listening. We
have many, many other people focusing in through the web and we
appreciate their participation as well.

Let me turn it over to my Ranking Member for any opening re-
marks that he might have.

OPENING STATEMENT OF HON. JAMES E. RISCH, A U.S.
SENATOR FROM IDAHO

Senator RiscH. Thank you, Madam Chairman.

First of all, I apologize. I cannot stay. I have other commitments
this afternoon but this is an important hearing for all of you who
are here to address these issues.

These goals are not a suggestion. If the board of directors of a
private entity gives the executing authorities direction as to what
to do, the board of directors expects that those directions will be
followed; and so, I kind of view this hearing as what is wrong here,
how come we are not getting to where we need to be.

So, for those of you who are not getting to where you are re-
quired to be, I will be really interested to hear why and I will be
interested to hear what the plans are to get there.

And particularly, I know how things work in the government.
Promises are wonderful but what I am looking for is some very spe-
cific statements and facts as to how everybody intends to get where
the board of directors has said that you need to be.

So, thank you very much.

Chair LANDRIEU. Thank you, Senator. We appreciate your par-
ticipation. Let us begin with Dr. Bobby Savoie, a very good friend
and a constituent from Louisiana.

Thank you, Bobby, for being here and please again one minute.
I know how you can be.

[Laughter.]

No. I am just teasing him. He is very efficient. Just one minute
and then we will go around the room.

Mr. SAVOIE. Thank you——

Chair LANDRIEU. You have to lean into your mic to pick up any
volume here. So, if you would just lean into it, that would be great.
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Mr. SAvVOIE. Will do. Thank you, Madam Chairman. My name is
Dr. Bobby Savoie. I am the CEO of a company called Geocent,
headquartered in New Orleans, Louisiana, with offices in Charles-
ton, South Carolina, Huntsville, the Stennis Space Center, Baton
Rouge, Tulsa, Dallas, and a few other places.

We are primarily an IT and engineering company. This is the
third technology company that I have started and built, all
headquartered in Louisiana, although usually doing a lot of work
elsewhere in the country.

We have done quite a number of SBIRs from Phase I through
Phase III which I am sure we will have a chance to talk about
later.

Chair LANDRIEU. Good. So, your company has actually benefitted
from an SBIR program. We will come back to that in a minute.

Dr. Wessner.

Mr. WESSNER. Thank you, Senator. My name is Chuck Wessner.
I am the Director of the Technology, Innovation, and Entrepreneur-
ship program, which I founded at the National Academy of
Sciences, but I wouls emphasize that I am speaking in a personal
capacity.

Thanks to the Congress and with the help of our friends in key
agencies, we have the assignment of assessing the SBIR program.
The good news is that we have brought some empirical rigor to
that assessment and the other good news is that what we found,
after a lengthy assessment led by Dr. Jacques Gansler, the former
Under Secretary of Defense, is that the program is sound in con-
cept and effective in operation.

We, of course, have suggestions on how the program can be im-
proved but I think one of the most compelling points is that the
rest of the world is copying the program for their own use.

I look forward to the discussion and thank you for the time.

Chair LANDRIEU. Thank you, Doctor, for your input.

Mr. Glover.

Mr. GLOVER. Our members have several concerns. One is the
capital access. It is still critically hard for small business venture
capitalists really have withdrawn from an early stage and seed
fundings.

Lending is still very tough, very hard. The patent legislation that
is pending in the House and coming over to the Senate is very anti-
small business and small businesses are very concerned about that
for the future of innovation. Things like the Transfer Act, which is
taking basically 22 percent of the STTR program away from small
business.

Again, those are all major concerns. But when we look at the
SBIR reauthorization where Congress took a great step forward,
we are going to do a much better job of transitioning SBIR tech-
nology into the commercial space and especially at DOD. The law
was very specific requiring goals, requiring incentives, requiring
plans, requiring accountability—all of those things would help fill
some of the gaps that venture capital pulling out of the market has
created and lending has been challenging.

Unfortunately, that has been slow in transitioning. It is just not
happening very quickly and our members are very concerned. They
think that compliance with the law should be happening much bet-
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ter, much faster, and we should see the agencies much more in-
volved in transitioning this technology.

Chair LANDRIEU. Thank you, Jere, I appreciate it.

Mr. Rusco.

Mr. Rusco. Thank you, Madam Chairman. I am Director of Nat-
ural Resources and Environment of the US GAO. As you know, in
the past number of years we have written a number of reports on
various aspects the SBIR and STTR programs, and most recently
we have, responding to mandates in the Reauthorization Act, re-
ported on fraud, waste, and abuse on data protections and also on
spending requirements and agencies’ adherence to those.

Chair LANDRIEU. Good. We will look forward to getting some of
that information today.

Dr. Jain.

Mr. JAIN. Thank you, Madam Chair. My name is Mahendra Jain
and I am Senior Vice President of the Kentucky Science and Tech-
nology Corporation. It is a nonprofit, 501(c)(3) organization that
works with all the faculty and all the small technology businesses
throughout the State.

Kentucky has been very fortunate to have had the Kentucky In-
novation Act passed in 2000 that created several programs, a cou-
ple of which fall into my portfolio—Kentucky Science and Engineer-
ing Foundation and Kentucky Commercialization Fund.

But on top of these is the SBIR/STTR program that I have been
leading since 2001 in the State. I have been the host of two na-
tional conferences. One of these was the National SBIR Conference
in 2006. That was when NSF used to underwrite the conference
and then last year in 2012 when I hosted in Kentucky the NIH Na-
tional SBIR Conference. And I have continued to work with that
program.

Chair LANDRIEU. Thank you very much.

Mr. Rinaldi.

Mr. RINALDI. Thank you, ma’am. My name is Chris Rinaldi. I am
the DOD SBIR/STTR program administrator.

As you may be aware, DOD represents over half of the SBIR pro-
gram in the Federal Government. We have 13 program managers,
some of whom you named when you listed the attendees.

In DOD, although we have 13 program managers, I am respon-
sible for implementation policy for the reauthorization, which we
have been working vigorously to achieve.

SBIR is a bright spot and I think that when we see the public
discussion of how Congress and the Federal Government is not
working, SBIR is one program that we can point to as working
well.

Chair LANDRIEU. Great. You have a big part in that, so we thank
you. We will come back to what you all are doing because your
numbers look very, very good.

Mr. RINALDI. Thank you.

Chair LANDRIEU. Mr. Gudger.

Mr. GUDGER. Yes, thank you, Madam Chairwoman, and thank
you, Ranking Member Risch. I am the Director of Small Business
and Senior Advisor to the Secretary of Defense on matters of small
business.
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I would like to thank you for your support. I think Chris was ex-
actly right about the quantum leap in the right direction over the
past few years that we have taken in infusing some of our more
innovative programs into programs of record and getting more
small business involvement.

We made tremendous strides with several big policy initiatives
over the past couple of years that aligns with the direction that
Congress set forth for us. I think that we have seen tremendous
positive results as a result of you getting feedback from all the
f(})llks that you named earlier as well as industry. So, thank you for
that.

Chair LANDRIEU. Okay. Thank you.

Mr. Oliver.

Mr. OLIVER. Thank you, Senator. I am Manny Oliver, the Direc-
tor of the SBIR and STTR programs at the Department of Energy.
I joined the department about three years ago and I come from the
private sector and was looking forward to bringing a new approach
to the way we run the programs at DOE. I got here before reau-
thorization and have been caught up in it and made a lot of
changes to be both responsive to small businesses as well as im-
prove the outcomes for the Department of Energy.

Chair LANDRIEU. Thanks.

Mr. Portnoy.

Mr. PorTNOY. Thank you, Madam Chairwoman. My name is
Matt Portnoy and I am the Director of the NIH, National Institutes
of Health, SBIR and STTR program in the Department of Health
and Human Services.

So, we have been working amongst ourselves, with our colleagues
at agencies and with the SBA vigorously over the past two years
to implement the provisions of the Reauthorization Act, and we
have made a good deal of progress, and we are happy to continue
to talk about that.

Thank you.

Chair LANDRIEU. Okay. I am not sure in my data, staff, do we
have the NIH broken out from HHS; and if not, if we could get that
data that would be good.

Overall the department is up, you know, over the required alloca-
tion.

Mr. PorTNOY. That is right. NIH is around 98 percent of the
HHS program and we are meeting and exceeding our set-aside.

Chair LANDRIEU. Right. Okay. If you would turn your placards
a little bit toward me so I can recognize you.

Ms. Raghavan.

Ms. RAGHAVAN. Thank you, Chair Landrieu and Ranking Mem-
ber Risch. My name is Pravina Raghavan. I am the Deputy Asso-
ciate Administrator for the Office of Investment and Innovation at
the SBA.

I extend my apologies of our Associate Administrator Javier
Saade. Unfortunately, he was not able to attend today, but he looks
forward to working with all of you.

As you correctly said, the SBIR and STTR programs are ex-
tremely important for small businesses in America. Over $38 bil-
lion has been provided in funding and it has funded companies like
QUALCOMM and Symantec but also funded research that would
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not normally be commercialized like GPS which is now an award-
winning and a tremendously competitive industry.

The reauthorization was extremely critical, and the SBA has
been supportive of it, and actually has made it one of its top prior-
ities, in fact, including moving me down from New York to sit here
and help with the transition.

We have been working diligently with all the agencies. We have
done a lot but we have a lot more to do, and we look forward to
working with them in a collaborative manner as they have been in
getting some of these issues tackled and making sure that we all
hit and exceed our goals.

Thank you.

Chair LANDRIEU. Thank you very much.

Ms. Sobolewski.

Ms. SOBOLEWSKI. You got it. Great.

I certainly appreciate the opportunity to be here. My name is
Lisa Sobolewski. I am the Director of the SBIR program within the
Department of Homeland Security. We have two programs within
DH

One is in my directorate, the Science & Technology Directorate.
The other one is in the Domestic Nuclear Detection Office, and we
coordinate very closely with the two. But I am really passionate
about helping small businesses meet their dreams, and especially
that dream of getting to Phase III. I think our directorate is pretty
successful in helping companies get there, including Geocent.

We utilize the SBIR program within DHS to actually meet the
needs of the DHS components, the FEMAs, the ICE, the Coast
Guard, the Secret Service, because we are an operational depart-
ment and so small business that provide those innovative solutions
are very important to us.

So, I work with my colleagues very closely to make sure that we
implement the program in such a way to get good technology solu-
tions for those components.

Thank you.

Chair LANDRIEU. Excellent. Very well said.

Ms. Houston.

Ms. HousTON. Thank you, Senator. I am Jenny Houston from
Warwick Mills in New Hampshire. I have been with the company
for 18 years and we have done several SBIR projects—two Phase
IIs, one with the Navy and one currently with NSF that we are on
the brink of commercializing.

Warwick Mills is a manufacturer and an engineering company of
high-performance, flexible materials that are used in body armor
for both military and law enforcement both in the U.S. and inter-
nationally.

We also do recreational and industrial protective garments and
we do quite a bit of aerospace including the successful crash bags
that were used for NASA’s missions.

So, we view the SBIR program as a very important leg up and
a partnership with the agencies that we are working with. Every
technological innovation has its roots somewhere, and we feel like
the advancements that we have made in our SBIR programs have
been very important in our commercial programs and feel like it is
a very good program.



Chair LANDRIEU. Thank you.

Dr. Green.

Mr. GREEN. I work for Physical Sciences, a science and engineer-
ing company that takes ideas from concept through to demonstra-
tion and sales.

We have performed SBIRs for a great many agencies. As the
technology matures, we most often partner with either venture or
large businesses to transition the technology effectively.

We thank you for your strong leadership in the reauthorization
of 2009. What I would like to talk to today is the definition of suc-
cess. What are those metrics? Is it revenue, is it patents, is it jobs,
is it of a societal benefit? I hope to have time to illustrate a number
of success stories that we would share with you.

Chair LANDRIEU. Excellent point. Let us begin. I am just going
to make a note that one of the key goals of the reauthorization, one
of my personal goals, was to get a longer reauthorization so that
we all had a chance to do our best work on behalf of the taxpayer
and the small businesses that we are trying to work for.

I would remind you all that if we had gotten the two-year au-
thorization which some people wanted, we would be finished right
now instead of really just getting started.

So, I think we were proven correct, those of us who held out for
a six-year authorization. The wisdom of that. I would have loved
to have had an eight-year authorization. We tried a 14-year author-
ization. Could not get that far. But we did get past two years which
is really, really important to this particular program.

I am going to continue to push hard for a longer reauthorization
because this is a long lead time and you have got to get through
the politics from one administration to the next and try to focus
like a laser on the technology, what the market is, how the market
is moving, et cetera, and what opportunities there are.

So, let me start with you Dr. Wessner. The way this works is,
I am going to throw out a question. If you want to comment or if
I do not call on you and you want to comment, just put your plaque
up like that and I will call on you in as fair an order as I possibly
can when I recognize that you want to speak. If you want to ask
a question or respond to someone, put up your plaque as well.

We are going to go for about an hour, maybe a little bit longer.

But Dr. Wessner, let me start with you because I think you have
one of the biggest overviews of this program. What can you tell us
about in the last two years, based on the tweaks that we did in the
reauthorization? What are some of the things that you are seeing
that are really paying off, either in a particular agency or a par-
ticular best practice or a particular method that is emerging that
is promising to you. And then I am going to ask you if there is any-
thing that you see that is concerning to us that we should focus on
now.

And again, you have to speak into your mic.

Mr. WESSNER. Well, thank you, Senator, and let me join Dave
Green in emphasizing that, while I am speaking in a personal ca-
pacity, it is unquestionable that the Nation owes you a great debt
in having this program reauthorized, and getting it reauthorized
with a timeframe that provides the necessary stability to let it ac-
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tually work. This stability, of course, is one of the attributes of the
program.

Thanks to this program, our war fighters in the field are better
served, as are those suffering from health challenges. Valuable
products are going into the market that would not otherwise be
going into the market.

Also the program is a great way of improving our nation’s pro-
curement. It increases competition both in quality and price and,
as you know, our procurement system is, to put it mildly, a little
bit sclerotic. So, having new companies come in with new initia-
tives is really important and we thank you for that.

There are a number of things that I think you will hear about.
One of the problems that you managed to eliminate was the ques-
tion on venture capital firms where an effective compromise was
reached.

But with your permission, I always take these invitations very
seriously and we have a number of quick points that we would like
to make.

Chair LANDRIEU. Go ahead.

Mr. WESSNER. If I may, I want to demonstrate some figures and
it is hard to do that.

Chair LANDRIEU. That would be terrific. If you want to do that.
I do not know if everybody can see this.

Mr. WESSNER. It is on both sides.

Chair LANDRIEU. Okay.

Mr. WESSNER. It is just a quick couple of points. In a sense, what
I am really interested in, Senator, is encouraging the Committee to
take a broader view of innovation and entrepreneurship other than
SBIR per se. The SBIR program is a key part but it is only one
part of our innovation system. These are a couple of quick points.

I am going to cut this presentation back. There is a good news,
bad news story here. The red is the good news. The other challenge
is China, but China was not there 10 years ago in any meaningful
way. And there has been this huge surge in their R&D spending.

Good News: The U.S. has a Large
Share of Global R&D

Russia, Canada,
India,3__ Uk, 28, 28 Australia,
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SOURCE: Battelle and R&D Magazine, 2013 Global R&D Funding Forecast (December 2012). |
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Chair LANDRIEU. Let us make sure we get that onto the audio
record. Go back and let me just put that into, go back, okay. The
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United States has 28.3 percent of the global share of R&D. China
has a 14.7 and they were not there 10 years ago.

Mr. WESSNER. You see Germany and Korea are spending huge
amounts of money and it is interesting. You have those challenges
from East Asia but you also have mature economies in Europe
which are really putting in the money.

What I want to emphasize is that sometimes you hear a debate
which is fundamentally silly is whether the public sector or the pri-
vate sector should do it and it is sort of the importance of mothers
versus fathers. There is no versus. They are both essential.

Federal research is a public good particularly basic research
which provides the foundation for future innovation. Some people
question whether it is a worthwhile investment.

Federal R&D Supports 60% of
Basic Research in the U.S.

e A Public Good: Private companies tend to
under-invest in very basic scientific
research, since it's hard for one firm to reap
the full benefits from those discoveries.

e A Complement to Private R&D: Government
R&D often spurs private companies to
conduct their own additional research.

- Key examples include the development of computing and
communications technologies

THE NATIOMNAL ACADEMIES & © Charles W. Wessner Ph.D.
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And that is, of course, it is a good investment. It drives growth.
It actually generates directly employment, and the innovations that
you have the list of there, I mean, one of the funniest things I re-
member hearing here up in the Senate was a young staffer once
asked me, why do you think semiconductors are so important. Well,
what do you think is in this box. [Cell phone]
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Federal R&D spending has a large
positive effect on the Economy.

* Drives Growth: Expenditures of $423.7 billion on R&D
ripples through to generate about $1.24 trillion across
the economy. (WSJ, 2012)

» Generates Employment: R&D spending directly
supports the employment of 2.5 million full- and part-
time workers, and, indirectly, a total of 8.3 million
workers.(Battelle, 2012)

« Creates Innovation: Long list of game-changing
innovations includes nuclear power, computers, wide-
bodied aircraft, digital recording technology,
communications satellites, the Internet, GPS, and now
shale-gas extraction: The foundations of the US economy

THE NATIONAL ACADEMIES s ® Charles W. Wessner Ph.D.
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But if I could go on, there is some troubling news here and the
most troubling is that recently there has been a relatively steady
decline in the U.S. R&D position. You hear a lot of people talk posi-
tively about the Reagan years. Well, during those years, the U.S.
was spending significantly more on public R&D as a proportion of
GDP. Perhaps we should return to that public level of investment
in R&D. I do not think the world is that much safer than it was
then.

Federal R&D Spending;:
A Declining Share of GDP and the Federal Budget
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If you go to the next one, this is the most disturbing. If you look
at this just briefly, Germany under Chancellor Merkel has been
pushing very hard. They have a goal of 3 percent of GDP for R&D
and 7 percent for higher education.

On the other hand, the UK is coasting and not in a good direc-
tion. But if you look at Finland, a small country, with major high-
tech industries, there has been a huge increase. Look at Japan.
Large country, large increase. Look at China and Korea, shooting
right up off the map. These are really major.
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U.S. Competitors are Investing More.

We are Investing Less

Gross domestic spending on R&D as a % of GDP

THE NATIOMAL ACADEMIES 8 @ Charles W. Wessner Ph.D.
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I do not like a position where we are flat in terms of our R&D
expenditures and other countries are moving up their investments
really fast. That is not a promising situation.

What is key about this is it is a question of what are we going
to give our children. In 20 years, if God forbid there is another war,
what kind of equipment are we going to have. Let me go on there
very quickly.

Chair LANDRIEU. Let me just ask you though to clarify, and if
someone has a question to Dr. Wessner because we do want to
move around and I will give you just a few more minutes.

But is this data from just government funding or is it a combina-
tion of government and private sector funding and university fund-
ing in those countries, what you just showed us?

Mr. WESSNER. What we are showing you is a combination of pri-
vate R&D expenditure and of public R&D expenditure

Chair LANDRIEU. And public R&D.

Mr. WESSNER [continuing]. On this last slide which is from the
OECD, an international organization.

Chair LANDRIEU. All right.

Mr. WESSNER. And a key point there is that you need both, and
often public expenditure in R&D drives private R&D.

One of the things I wanted to mention just very quickly is that
there is sometimes a discussion of SBIR versus universities, and I
would simply argue that that is again a mistake. The universities
are the sources of many innovations, but the private sector excels
in bringing those to market.
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How can we Grow
the SBIR-University Link?
¢ Universities can incentivize faculty to
innovate research ideas with SBIR
- Inform them about the program

- Encourage them to apply for SBIR awards

- Develop university prizes as a signal to
investors and to the university culture

- Reward them for SBIR participation with
prizes, credit towards tenure

¢ Current uptake of the program is insufficient

THE NATIONAL ACADEMIE: 13 © Charles W. Wessner, PhD
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One of the things that we have to work harder at is growing the
SBIR/university link. I have been out recently to some of the lead-
ing institutions like Carnegie Mellon University and Case Western
in Ohio, and it is just discouraging to see how few SBIR applica-
tions are coming from these top-notch universities. So, we need to
have a better outreach there and I would be eager to hear how we
can do better.

Manufacturing 1s tightly coupled
with Innovation.

* “"The loss of companies that can
make things will end up in the loss of
research that can invent them.”

- Suzanne Berger et al., Making in
America, MIT Press, 2013

THE N | 16 ©Charles W. Wessner
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One of the things I want to emphasize is that we need to pay
more attention to the manufacturing element in the SBIR program,
and there are two ways to do that.

One is, I just want to breakthrough the idea that we can put less
emphasis on manufacturing and rely on services.
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Declines in U.S. Trade Balance for
Advanced Technology Products

Lnderperformance - Manualacturing

us. for High-Tech vi. , 1988-2010
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Well, and the point is that in agriculture we feed ourselves and
we export to the world but we are not doing that in manufacturing.

If we could go to the next one please.

The point is simply that we are losing both in traditional manu-
facturing, we are also losing in high-tech manufacturing.

Chair LANDRIEU. This is the side that is up.

Mr. WESSNER. Yes. Exactly. I used to work in Treasury back here
when we were not worried about this; and everybody always told
us, oh, we could lose these. Do you know what low-tech manufac-
turing it is is that is where no one in my family works. That is the
usual definition of it.

But up here is where you start to find that where we are losing
at is at the very cutting-edge. So, this is alarming. If you are inter-
ested in national security—well, if we cannot make things, we can-
not defend ourselves. We have to make better things than anyone
else.

And if you want jobs, which we all do, then we have to do some-
thing about that.

Chair LANDRIEU. When did that red line start to go down, in
what year?

Mr. WESSNER. In 2000. But could I suggest that this is a very
nonpartisan process. There are a number of long-term trends, and
this is what I am going to get to next is what the rest of the world
is doing.

You know, people ask, how do the Germans do this? Well, be-
cause they have programs that are long-term, with a high level
focus on manufacturing. That is where this Committee has been a
great strength in focusing on small companies and how to help
them. They have substantial and sustained funding.

There is a huge training component. We talk about workforce.
This is what the rest of the world is doing. They are training at
the high end, they are training at the middle, and they are training
at the lower end.

They offer customized and flexible field services.
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How are our leading competitors
supporting their small manufacturers?

e Long-term, high-level focus on manufacturing

e Substantial and sustained funding

» Well equipped facilities and Highly trained staff

e Training of Graduate and Undergraduate
students in a hands-on environment; co-located
with universities

e Customized and flexible field services offered by

governments directly to firms.
Source: NRC, 215t Century Manufacturing, The Role of the MEP Program (2013).

THE NATIONAL Al IES 18 © Charles W. Wessner Ph.D.
Aelesers bo the Watoe s Scleecy, Ingineering, ond Madicine

German Exports to China Soar

Wbt of Germun eaports, by destinstion.
change 19992010

“Germany’'s economic
fortunes have become
linked to China's;
exports to the country
were worth €65 billion
last year, more than
double the 2007

level." --Financial Times, April
20,2012

|
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If you look at this overhead, Germany has a balanced trade ac-
count with China. Now, German workers make substantially more
than U.S. manufacturing workers make. They have heavy environ-
mental regulations.

Their unions have representatives on company boards. It is not
an unfettered capitalist environment, and yet they have a balanced
trade account with China. One reason for this is that they have the
Fraunhofer systems, which has over 60 research institutes and
22,000 employees and is funded at two and a half billion dollars
annually.
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The German Fraunhofer Institutes

¢ Broad Network: Stable and well-organized system
of over 60 research institutes covering major
areas of basic & applied research

+ Scale: Over 22,000 employees, many with
advanced degrees

e Partnership: Each institute paired with a university

e Competition: Institutes compete, but also network
effectively

e Budget: Sustained and substantial investment |
- $2.45 Billion budget, approximately 80% of which is

from public sources
Source: NRC, 21% Century Manufacturing, The Role of the MEP Program (2013).
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The Fraunhofer Advantage

| « Focus primarily on applied research,

f incremental improvements with market
orientation

e Training: Builds a skilled work force closely
engaged with industry, with academic and
practical skills

= Facilities: Well funded, up-to-date facilities

| - Training on newest equipment donated by companies

[ - Product benchmarking for new firms

e Brand: Outstanding brand backed by dense ]

networks of collaboration .
Source: NRC, 215t Century Manufacturing, The Role of the MEP Program (2013). |
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These programs are not confined to Germany. Canada, for exam-
ple, is one-tenth our size in population and in the size of economy.
Yet, they outspend our Manufacturing Extension Partnership pro-
gram two to one.
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Canada’s Industrial Research
Assistance Program (IRAP)

» Brand: Canada's premier innovation assistance
program for SMEs
¢ Reach: Supports over 8,500 SME’s across Canada
to develop and commercialize their technologies
e Network: More than 200 field staff located in over
130 offices across Canada
e Budget: Federal support for IRAP roughly doubled
in 2012 from $128 to $220 M.
* Services: Comprehensive suite of locally-delivered
advisory services.
_Source: NRC, 21% Century Manufacturing, The Role of the MEP Program (2013).
THE NATIONAL ACADEMIES 2 © Charles W. Wessner Ph.D.
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I would argue that there is a message here. Functionally speak-
ing, we are trying to compete with a good college team against the
pro-teams; and guess what, that does not work so well.

So, if you look here at the next slide, we have the problem that
we are home alone. A company with an awful lot of promise cannot
get the support it needs out of the industrial commons, and the
contribution of the industrial commons is something that has been
identified by Professors Pisano and Shih up at the Harvard Busi-
ness School.

So, one other thing I want to really bring to your attention look-
ing forward is how do we find a better way of supporting an indus-
trial commons. And a second point which is a real challenge for
some of the smaller forum that has been brought to my attention
by the Department of Defense is the cyber security element.

When a firm wins an SBIR award, that is a signal to some places
of the world to hack them immediately and persistently; and our
firms are entrepreneurial, focused on products and they are not
spending all of their time in cyber defense.

So, we need to have an industrial commons where you can have
a manufacturing institute that provides testing equipment, that
provides advice that you need and at the same time can provide
you advice on how to keep your intellectual properties.

Chair LANDRIEU. Excellent point.

Does anybody else want to comment? Okay. I see you go ahead,
Ms. Houston, because this has spurred a lot of thinking in my
head. I hope it does for yours.

Go ahead, Mr. Houston.

Ms. HousTON. I just want to say how much I appreciate——

Chair LANDRIEU. You have to speak into your mic. You have got
to lean into it please.

Ms. HousToN. I apologize.

Chair LANDRIEU. That is okay.

Ms. HOUSTON. Small businesses have two choices if they want to
do innovative research. They can do IRDD, internal research and
development dollars, or they can get a program like the SBIR or
other programs.
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If you get a Phase I and a Phase II and you have close to a mil-
lion dollars worth of research dollars that you are doing, to be able
to fund that as a small company means that you, say you get, you
put aside 10 percent of your profits.

You would have to be making $10 million and spend every nickel
of your profits to get the same amount of research. That is a very
tall order for a small business that only makes 10 million to come
up with all of the money toward research.

Without these programs, companies will not do the internal re-
search and development dollars.

Chair LANDRIEU. Dr. Oliver.

Mr. OLIVER. Thank you. I wanted to comment on the connection
between SBIR and universities. That is something we have given
a lot of thought at DOE, since the science agencies pump a lot of
money into the universities and federal labs.

Something we started last year was trying to reach out to the
tech transfer offices at universities and federal labs. We fund the
basic science but we do not track what happens when it goes over
to the tech transfer office.

Now we are working with the tech transfer offices, both at Fed-
eral labs and universities, and taking some of those tech transfer
opportunities and putting them directly in our solicitations to help
move them out from the universities and labs into the private sec-
tor. Last year we started with the DOE national labs. This year we
have included three research universities, a total of 12 tech trans-
fer opportunities from those universities, in our SBIR solicitations.

Chair LANDRIEU. Mr. Glover.

Mr. GLOVER. I just want to totally amplify what Dr. Wessner
said. One of the great frustrations for me is this reauthorization
bill did tremendous things to try to encourage and in some cases
require the agencies to do more commercialization.

My frustration is two years after that bill was passed, we still
do not see the results and things are getting worse internationally.
Exports, high technology exports in the world, 457 billion for
China, 221 billion for the United States, less than half. Germany,
186, almost as much as us and a much smaller country. Japan,
126, exporting high technology.

Exports are jobs. We are not creating the jobs in America. If we
doffr_lot create the jobs in America, the next generation is going to
suffer.

So, when some agencies see my frustration, it is because I had
great expectations. I had great hopes that we could make a huge
transition and prove some of these things can really work, and we
are going to have to do that for the next generation.

Chair LANDRIEU. Okay. And I am going to ask some of the agen-
cies present here to specifically respond to this about what you
have done in your agency or what you have not done but what you
plan to do.

But, Dr. Jain, let me respond to you and also, when you are an-
swering, could you tell me what other states besides Kentucky have
a statewide SBIR program; and if not, if you could submit that to
the Committee within two weeks.

Mr. JAIN. I can. There are several states that I talked with for
their input—before I came here including South Dakota, Wisconsin,



19

Minnesota, Michigan, Louisiana, and Virginia. And, I also talked
with a couple of the service providers as well.

Of course, Kentucky is doing well as you recognized. But Wis-
consin, for example, has an innovation center, the Center for Tech-
nology Commercialization, that works through the Wisconsin En-
trepreneurs Network throughout the State. They are working with
the University of Wisconsin—WARF—which is very well known for
holding and commercializing the IP by transferring the tech-
nologies.

And so, if you can transfer the technologies out of the university
and somehow create new startup businesses, and then you work
with those companies through programs like SBIR, you can develop
a good link between the university and small business because the
faculty is getting involved there.

In Kentucky, there are two major research universities, the Uni-
versity of Louisville and the University of Kentucky. I have been
working with those universities for 10 years now.

Now, they have developed and implemented at least for the last
five years, a policy called Entrepreneurial Leave. So, a faculty who
has a technology that can be transferred and commercialized can
go on entrepreneurial leave for six months, commit 51 percent of
their time to the company, and manage the SBIR/STTR grant. And,
during the gap period of Phase I and Phase II, they can come back
to the university.

So, it is a leave policy that is working very well at these univer-
sities and I think other universities can also learn from their expe-
rience and see how their faculty can benefit from such policies, be-
cause they are worried about their benefits. They are worried about
their tenure. If faculty can get credit for what they do and if they
can get benefits, more and more faculty would look at the SBIR/
STTR program.

Chair LANDRIEU. Interesting, and I really want the staff to make
a note of that. It is sort of a more flexible approach to kind of a
partnership with our professors and inventors on our university
campuses to allow them to do what they want to do which is to
teach but also so that they can promote a technology that creates
jobs and benefits.

And I want to get back to Dr. Green’s question to all of us is how
do we measure success in this program? Is it the number of jobs
created? Is it jobs plus wealth? Or is it the general public’s benefit,
a greater good or a quality of life? But Ms. Lisa, go ahead. Ms.
Sobolewski.

Ms. SOBOLEWSKI. So, I wanted to comment, go back to Jere’s
comment about the commercialization. As many of you know, and
I am not here to make excuses for sure; but we had what? Over
40 some provisions of the reauthorization to implement from an
agency perspective, and many of us had solicitations in the works.
So, it took a little bit of time. But what DHS has done and what
I wanted to go on record to say is what is very important to us is
the 10 percent civilian commercialization pilot program because
within DHS especially, we are a medium size agency.

My S&T directorate SBIR budget is about $14 million; DNDO is
roughly 2- to 4,000,000. So, we are not talking billions of dollars
here. And what myself and my colleague have seen is that we in-
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vest in the technology in Phase I and Phase II and then we just
do not have the funding to take it further with non-SBIR funds to
take it into operation. So, that 10 percent is really helping us get
some of these companies over the hump and do some further test-
ing and evaluation.

And in response to Jere’s question, because of some of the other
priorities that we were all working on with the implementation, we
responded to SBA’s request for our civilian commercialization busi-
ness pilot program in the July time frame of this year.

So, yes, Jere, it was a year and a half into it but we had all these
other things that we were implementing at the time. We did re-
ceive approval fairly quickly, and we will be implementing that
starting in 2014, and we already had initial discussions with sev-
eral of our technical divisions that will provide funding into that
program to help these companies.

So, I wanted to let you know that that civilian commercialization
readiness business pilot program is extremely important for DHS
especially to be able to use that 10 percent of our SBIR funds for
such purposes.

Chair LANDRIEU. Great. Dr. Green, and I am going to ask any-
body else who wants to follow up on that comment how this 10 per-
cent is working either at your agency or how you have observed it
at an agency or department that you are familiar with.

But, Dr. Green, go ahead.

Mr. GREEN. First, I wanted to return to the comment that Dr.
Wessner did about cyber security.

As part of the reauthorization, there is an increased amount of
training and education for new businesses; and I think that, in ad-
dition to transition philosophy and all, adding a cyber security com-
ponent to that to help “three guys in a garage” figure out what the
minimum they ought to do would be a very good course to add for
that community.

I wanted to touch again on successes, if I may. Some of them
where you create licenses to another company is a powerful path-
way. We had an NIH-funded SBIR which had to do with obtaining
better images of your retina.

We partnered with a large company. In the last six years, they
sold 12,000 units. There is no way we could have scaled up to that,
and those units perform tens of millions of eye exams.

I really do not know how to quantify that as a societal benefit
or a monetary value but it is something where the technology has
gotten inserted, and I am very proud of that.

Under an EPA SBIR, we have developed a natural gas leak de-
tector, partnered with another company. They have sold 2400
units. As a result of this, there are now 2000 quality jobs in 49
states surveying the gas lines and in a dozen other countries.

We won an R&D 100 award. We had a Phase II SBIR but the
revenue in return is rather modest; nonetheless, our partner is
benefitting and society is benefitting by having greater safety.

One more technology that is on the verge of being a success: last
week I was here in Washington and the EPA gave out its 2013
Presidential Green Chemistry Awards.
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One of our subsidiaries, Faraday Technology, won that award for
a technology that will replace toxic hexavalent chrome (chrome six)
with chrome three.

There is a long way to go but the EPA and the partners are all
advocating that we need to make this change to reduce carcinogens
in our world, and so I am very pleased with that.

Another path we take is to partner with the venture community
once the technology has been matured and developed and a certain
amount of risk removed.

We have spun out five companies partnering with the venture
community most often: A kidney stone lithotriper under NIH fund-
ing; an environmental emissions monitor that is still in place based
on NASA and NSF SBIR, that is in use today monitoring combus-
tion products; A telecom technology for dense wavelength division
multiplexing which had NASA and Air Force SBIR funding.

Again, often neither we nor the funding agency can see the path
that will ultimately be the successful commercial incarnation. We
are currently working in digital cinema, based on an Air Force
SBIR; and that is a small company currently operating in New
Hampshire.

It has received 35 million in venture funding, has 30 employees,
and is making progress toward reaching the marketplace.

Chair LANDRIEU. Okay.

Mr. GREEN. The third path we follow is whether it is such a
small market that no single-product company could exist. Every
material that has gone into space has been tested in an atomic oxy-
gen facility that we developed with a NASA SBIR—either at our
facility or in space facilities around the world in Europe and Japan
and in this country.

A company would not exist that could only build those four de-
vices. So, having a company that is able to do that and many other
things is our goal.

Chair LANDRIEU. I am going to have to ask you to wrap up.
Those are very good examples of successes; and if anybody wants
to comment about basically this technology transferring to a larger
company that just improves and makes more efficient and grows
and expands and how do we count those and is that the same as
launching technology that grows a whole new business out of the
garage and then may become 10,000.

But let me get the Director of Small Business for DOD. Go
ahead, Andre.

Mr. GUDGER. Thank you. There were some very good points. 1
mean Jere made some very good points and Dr. Wessner made
some great points as well.

In 2011 when I took over this job, one of my biggest rocks, I will
call it, was to modernize our industrial base. I knew the impor-
tance of our industrial commons in gaining affordability out of our
programs and gaining significant capability so that we can not only
win future or potential conflicts but we can deter them with that
capability.

And I looked at our industrial base and saw where we had areas
of vulnerability and where we could be weak, and I knew that we
had to make those, make a significant change.
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So, we started this process called the five-star transformational
process that focused on outreach, commercialization——

Chair LANDRIEU. Can you repeat that please? The what process?

Mr. GUDGER. The five-star transformational process.

Chair LANDRIEU. Five-star transformational process.

Mr. GUDGER. And Chris is going to talk a little bit more about
that later. I give him the hard stuff to do.

Mr. RINALDI. Thank you, sir.

Mr. GUDGER. But, you know, the importance of that was figuring
out how do we perform outreach, how do we increase commer-
cialization, how do we streamline the programs we have, move
them from the 20th century into the 21st, how do we have report-
ing and compliance.

And so, one of the first things we did was address capital. That
was a very significant thing since the DOD is not necessarily a
lending institution but we can pay our small businesses faster. And
that is when you saw the accelerated payments kick in because I
knew that small businesses, and we knew at DOD that small busi-
nesses would do more with more.

So getting money in their pockets they would make investments
in technologies, improve their products and hire the right people
because innovation is not just technology. Sometimes it is people.

And so we have to make investments in our critical thinking, se-
quential thinking, personnel so that we can make tremendous im-
provements.

Chair LANDRIEU. Good. I am looking forward, Chris, to you filling
in some of that on some specifics but thank you all. We will get
back to that in a minute.

Mr. Portnoy, you wanted to say something. Go ahead.

Mr. PORTNOY. Yes, thank you, Madam Chairwoman.

I would like to bring a couple of points together that were
brought up by both Dr. Green and Mr. Glover about commercializa-
tion in general and what we at the NIH have been doing and will
be doing with newer authorities.

And so, as Dr. Green said, commercialization is not necessarily
a linear path. It rarely is, and it takes many forms including direct
sales from the company that gets the award but frequently and es-
pecially in life science space, depending on the technology, it is long
in time and high in dollar investment to get technology into the
marketplace.

There are frequently partnerships, licensing deals, strategic part-
ners, FDA clearance, et cetera. All of this can take a very long time
to get technology to the market.

And so, we at the NIH have developed many programs over the
years to help this commercialization along and will be using newer
authority provided under the reauthorizations.

So, we have had what we call a Phase IIB. Many agencies have
Phase IIBs. Everybody’s is slightly different. Ours is a sequential
Phase II that we have been doing for nearly 10 years now to pro-
vide a second Phase II to companies that are really moving their
technology by and large towards FDA approval and that really has
helped companies move further along to get them to the inflection
point where they can attract the next level of investment, be it ven-
ture, angel, or strategic partner.
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We have had under the discretionary technical assistance author-
ity both in the former and the current reauthorization, we have
had a Phase I and a Phase II program. Our Phase II program,
called commercialization assistance program, really helps our
Phase II companies learn about to “B” in SBIR about business.

Frequently, many of our companies, especially our new compa-
nies to the program which are around one third of our companies
every year are new, they are great scientists and they do great re-
search, but they do not quite understand “B” in how to take their
research and get it into the commercial marketplace.

So, we provide lots of guidance, training, and principal advisers
to help them along the way, and we are going to be continuing that
program.

We have expanded it to STTR companies as we are allowed to
do and increase the amount per company per the reauthorization,
and we have been excited to do that.

And then just finally, along with the Department of Homeland
Security, we applied to SBA over this past summer to institute a
Civilian Commercial Readiness Pilot Program and received ap-
proval, and we are working on that and hope to roll it out either
later in fiscal year 2014 or early fiscal year 2015 depending on the
timing.

Chair LANDRIEU. And this would be a good time to call on the
SBA because they have got their plaque up, but also I want to, we
have been trying to help them to maintain some ability within
their budget to really promote entrepreneurship, development, and
training based around the country.

So, I am hoping that you all are making the connections here
with some of these companies emerging out of what we are talking
about here, getting them the opportunities for either a mentorship
through the SCORE program which are at 350 chapters that work
voluntarily to do exactly that, to help somebody that is wanting to
start a business, get it up and started or through some of our part-
nership programs with the likes of Goldman Sachs and American
Express or with some of our other programs that you all operate
internally.

So, go ahead and maybe you could comment about that.

Ms. RAGHAVAN. Thank you. So, first, I would like to say that the
Civilian Commercialization Pilot Program, we have four agencies
actually apply and all have been approved. So, we are looking for-
ward to working with them to ensure that we have more commer-
cialization.

In fact, it is NIST and NASA which are the other two agencies
as well; and it is really based on what DOD has done with their
commercialization so that we can increase more of these busi-
nesses, small businesses in particular, to get to the next phase.

And everyone is right. The next phase is very different for dif-
ferent companies. Some it is, some will become the next Googles of
the world, you know, three guys in a garage who then go and get
a billion dollar TPO, and the others will get bought.

We see quite a lot of that, and one of the things that we are
working with the SBA in conjunction with all the partner agencies
is to figure out ways to get people to understand to be in business,
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because it is great to have a wonderful idea, but then how do we
make you commercialize it.

And part of it is that we have monthly webinars where the ac-
tual program managers themselves come all on and talk. The last
one was NIH had over 600 people across the country.

We have been doing these webinars due to travel restrictions. It
is a great way, and people can listen at any time that they want.

Also, we are trying to kind of marry what is going on in the com-
mercialization process with other resource partners. So, involving
our SBDCs, our SCORE, Women’s Business Centers, for them to
understand what an SBIR company is and how can they help them
get through the business cycle.

And then on top of that, we are trying to do demo days where
we actually bring in SBIR recipient and have them mentor with ac-
celerators across the country because it is sometimes a local touch
that you need. It is not, okay, I am going to listen to a webinar.
I know how to do a website, and I can figure out how to do a busi-
ness plan but who is that person who is actually going to accelerate
my growth in the next six months.

And so, working with those accelerators who also have funding
mechanisms which is very important so that these businesses can
get additional funds.

Chair LANDRIEU. Well, the SBA has a very important role, co-
ordinating, cheerleading, facilitating, et cetera, in this. I want to
hear from the Department of Defense.

But, Jere, your plaque has been up for a while. So, do you want
to comment?

Mr. GLOVER. Just quickly. Dr. Green’s examples where all things
that would, under the DOD commercialization achievement index,
would be counted as follow-on funding. The law is very clear. Any-
thing that logically flows from or extends SBIR technology counts.
I have been told informally by SBA that they are going to use that
broader DOD definition.

So, I think all of that will be included hopefully. That is what
we have been told and that is the way the instructions will be read-
ing.

Pravina is nodding yes so I think some of your concerns have al-
ready been alleviated. So, thank you.

Chair LANDRIEU. I would love to hear from the Department of
Defense and then we will get back to you, Dr. Wessner. You started
all of this conversation with your excellent presentation.

But can Defense talk about some of the successes that you all
hﬁwe had, and Chris, we really thank you for your leadership on
that.

Mr. RINALDI. Well, let me see if I can put it in the context of the
reauthorization, which may be helpful.

I want to begin by saying you were corect in getting the longer-
term reauthorization. The longer term was most helpful because it
gave us time to steer this big ship. The DOD is a huge ship and
it takes time to change direction.

Let me walk you through quickly what happened since Congress
put the reauthorization in place. The reauthorization is quite volu-
minous and it added many new positive revisions to the program
but it increased the complexity by an order of magnitude.
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Then on top of that, the SBA put out a large SBA policy directive
which also put good things in place, but also increased the com-
plexity of the program.

Fortunately, the basic program is still intact, Phase I, Phase II,
Phase III, the way we have been doing it for years. But as we go
through the implementation, we may encounter unintended con-
sequences.

To responsibly implement this program across the department,
we separated out tactical imperatives from strategic imperatives,
which I would like to describe.

The tactical imperatives are upgrades that we needed to make in
the department to keep the ball rolling, and they were things such
as processes, IT systems, and websites.

We completely rewrote our solicitation so that it complied with
the legislation and the FAR and the DFAR requirements. We had
to keep the program going. We were flying the plane and building
it at the same time.

Since the reauthorization, we put out a year’s worth of solicita-
tions: five of them, and that amounts to about 700 topics, 11,000
proposals, and 3,000 awards. So, we successfully kept everything
moving.

And DOD SBIR implementation is a high priority notwith-
standing sequestration, furloughs, and budget challenges.

Now, we are talking about strategic imperatives that are in the
reauthorization legislation. This represented excellent strategic
foresight, which is why Andre mentioned the five-star program.

The five pillars are outreach, commercialization, streamlining,
reporting, and policy compliance; and to really understand how this
program works, we need to understand the interrelationships be-
tween all of them.

If we do outreach well, we are going to get new people into this
program, and we are going to get new ideas. DOD currently gets
roughly 30 percent of new businesses in every single solicitation.
So, we are creating businesses at the rate of about 30 percent.

Streamlining. When we talk about getting money out the door to
small businesses, streamlining is very important. We have to make
sure that we get awards and money out as quickly as possible.

Commercialization. I know Jere is big on commercialization.
Jere’s model is to sell Phase III back to DOD. I believe the broader
model is: have small businesses work on megatrends that sell to
the world. That is what I think the broad model is, and the gen-
tleman who spoke earlier, Mr. Green, pointed that out exactly.

Chair LANDRIEU. But this is an important subject to think about
why the model is, and maybe there is one best model or maybe
there are several equal models.

Let us talk a little bit about that. And I want to come back. I
do not mean to interrupt you, Chris.

Mr. RINALDI. Yes, ma’am.

Chair LANDRIEU. If there are portions of our law that are more
complicated than they need to be, please let us know. Just submit
that in writing. I mean, our goal, and I really want to welcome
Senator Shaheen, who has been an absolutely spectacular partner
and former governor, and former chief economic development offi-
cer of her State. She understands this very well.
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I mean, you do need to have some kind of organizational struc-
ture in an industrial commons. I love that term. An industrial com-
mons. There have got to be some rules as to how people operate
in that commons so that it works well but you want to have as few
rules and regulations as possible, as much freedom and flexibility
to reach the goals. So if there is something in our reauthorization
that you think is unnecessarily complicated, please let us know.

Dr. Wessner, let me get to you. His presentation was extraor-
dinary. He is going to give it to us. I may have you come speak
to the whole Senate about this. I think the whole Senate would be
interested, but go ahead, Doctor.

Mr. WESSNER. Well, thank you, ma’am. I am always very pleased
when a Senator is pleased.

Chair LANDRIEU. Yes, it is good to keep Senators happy because
when we are not, we get very grumpy.

[Laughter.]

Mr. WESSNER. Let me make this one very quick overview obser-
vation. I think that one key question that has arisen here is what
are we doing for the innovation ecosystem around the SBIR award
winners, how can we improve that industrial commons.

And there are three things that are worth mentioning. One is we
just completed a study which is outside the door in the Manufac-
turing Extension Program and the answer of that evaluation was
that that program works pretty well but it is 123 million in a 16
trillion economy; and our competitors, as I illustrated earlier, are
outspending us vastly.

Secondly, Senator Brown and Senator Blunt have introduced leg-
islation for a network for manufacturing innovations and that
would be a way of addressing this.

You know, in the 1960s we had the missile gap which was more
or less real. We certainly have a manufacturing support gap that
we need to address if we are going to compete.

Thirdly, you mentioned accelerators or several have mentioned
accelerators and incubators. We would like to do some work. We
just approved that on our board on Science Technology and Eco-
nomic Policy, to figure out what works.

You could put a lot of money in an incubator and not accomplish
much. So, we need to be very careful about what best practice is.
But my point is that there is a whole series of things with a net-
work that the Senators have proposed, with strengthening MAP,
getting a better grasp on best practice to support.

You raised a very good question. Is there one best practice model
or equal models? And I would submit that there are many appro-
priate models.

The diversity of the agencies is what it is. Just the—very quickly,
you asked the question of Dr. Green about metrics. You can look
at publications, patent applications, patent granting and licensing.
That is one group.

The second group that you can look at is commercialization.
About 60 percent in our last study of the SBIR firms actually reach
the market.

Now, in some cases that may mean they sold their mother one;
but in other cases, 3 to 5 percent of those, they are making serious
money and that is normal.
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You know, our joke that the venture capitalist with all their
money and all their expertise, they succeed 2 out of 20 times
whereas our poor colleagues here only succeed one out of 10. So,
you see the difference.

Chair LANDRIEU. Yes.

Mr. WESSNER. The other is that I think it is important to under-
stand that with the commercialization you get the cost-effective
procurement that you do not get otherwise.

You get the hard mission solved. I mean, I think, ma’am, I just
have enormous respect. You know, we would like to throw a small
car under the planet Mars and could you figure out some way of
cushioning that. I mean, that is the most amazing task. Yes. And
successfully being a key point.

Ms. HOUSTON. A very difficult public display of R&D that did not
go well. It would have been quite hard on the company of whose
fault it was that it went splat.

Mr. WESSNER. The way things usually go it would have been
hard on the president in many cases.

Ms. HousToN. That is true.

Mr. WESSNER. The other thing that I think Dr. Portnoy raised
which is really important to understand is the unexpected out-
comes. I mean, the LASIK eye surgery. You had a technology de-
signed to hold spacecraft together and in so naturally that was
going to end up in LASIK eye surgery. I mean no one had any idea.

And that is one of the great geniuses of the systems is that you
put these technologies out there and the private sector picks them
up and enables them.

So, let me stop there but I really want to emphasize the impor-
tance of the broader ecosystem. We cannot just drive SBIR compa-
nies and then have a foreign power come in and hack their stuff
and talke it away. I really like the idea that you suggested of oper-
ationa

Chair LANDRIEU. Absolutely. We need a security, we need a pa-
rameter, we need a perimeter around this. We have to think
through that and we need this ecosystem which our Committee
talks a lot about.

But, let me recognize Senator Shaheen for some comments and
she may have a question for some of you.

Senator SHAHEEN. Well, thank you very much, Senator Landrieu,
and thank you all very much for being here, and I want to recog-
nize Jenny Houston, who is the Executive Vice President at War-
wick Mills in New Ipswich, New Hampshire.

It is very nice and clearly you have already let the panel know
all of the great things you do at Warwick Mills. I could tell by the
response from Mr. Wessner so I do not need to say more about
what you are doing there.

But let me also recognize Dave Green from PSI as well because
you have a facility in New Hampshire also, Laser Light Engines.
So, we are delighted to have both of you here.

I am sure you all have spoken to the importance of SBIR and
STTR and innovation. I could hear it just since I came in and the
remarks that I had a chance to hear you talk about.

I am especially proud of this program from New Hampshire be-
cause Senator Warren Rudman was the author of the legislation
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originally from New Hampshire, and so we have been watching it
closely, and New Hampshire companies have benefitted greatly
from the legislation.

I think that speaks to the innovation that is going on there. And
one of the things that we have heard, Senator Ayotte, my other
Senate colleague from New Hampshire and I did a small business
hearing when we were working on reauthorization for SBIR.

One of the concerns that we heard was around the accounting
and regulatory compliance and you may have already addressed
this in your discussions but what we heard was concern that the
different federal agencies have different standards and was there
a way to make all of those standards compliant in a way that
would reduce the unnecessary paperwork and overhead.

I do not know if anybody has had an experience with that and
you want to speak to that but that is my question. Is there a way
for us to be able to reduce the paperwork to make the programs
easier for small businesses who, as you know, often do not have a
lot of people who do compliance but we want the people that they
have working on innovation as opposed to working on paperwork,
and so what can we do to streamline the programs in a way that
make them work better for small business?

Chair LANDRIEU. Anybody. Jere.

Mr. GLOVER. Well, Senators Landrieu and Shaheen, I want to
commend you folks for drawing attention to a concern. Your staff
and armed services staff met with DCAA. That agency in par-
ticular was having trouble being consistent with itself.

Things small businesses had done two or three years ago that
were perfectly acceptable now are not, and so your staff had a
meeting with them. SBTC has had five meetings with them now,
SBDC has, and I am pleased to report that DCAA is recognizing
that they should not be applying the same standard to a small
business that they do to Boeing.

They should not be doing the same kind of auditing, the same
kind of concerns on small business that they do with big compa-
nies. DCAA has 1,000 new auditors to train. This is a success
story.

Senators, you focused the attention on them. SBTC has met with
the head of DCAA five times, explaining the problems. They are
working with us. Hopefully, we are going to see some real positive
results coming out of that.

So, thank you Senators Landrieu and Shaheen for drawing the
attention. Thank you for having your staffs and Armed Services
staff meet with DCAA. I am pleased to say at this stage we have
had five meetings and they are very promising.

Chair LANDRIEU. Okay. Senator, another question?

Senator SHAHEEN. No.

Chair LANDRIEU. Do you want to comment?

Ms. RAGHAVAN. I was just actually going to say that simplifica-
tion is a very important part and all of us have been looking at it—
at reauthorization.

And one of the things from doing the Interagency Policy Com-
mittee reports and working together is that we have decided to
have working groups start off in the new year to look at some of
the other aspects, and one of them is looking at simplification and
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how do we actually get to more companies and make it easier for
them and is it using technology that we already have such as using
things that make it just easier to read a solicitation or just having
at one place and really looking at that and all the agencies have
been great on coming on board and working on these groups to
make sure that we do make it easier for small businesses to par-
ticipate and actually become successful.

Chair LANDRIEU. Okay. We have about 10 or 15 minutes left. We
are going to end our meeting a little bit shorter than 4:00. But let
me call your attention to the graph which you can see are in Mardi
Gras colors. We are in great anticipation of Mardi Gras celebra-
tions soon in Louisiana and other places, other lucky places.

You all can see that the green states are the states that receive
the most number of awards. That would be Washington State, Cali-
fornia on the West Coast, New York, Massachusetts, Virginia,
North Carolina on the East Coast, Texas, South.

Then, of course, the yellow are the middle 16 states, and then
the bottom 18 are in the purple which would be unfortunately Lou-
isiana, Mississippi, South Carolina, West Virginia, four of our poor-
est states in the union, and then up towards the north central part
of our country.

I want to ask each of you representing a department or agency
here. What are you doing to meet the new goals of our reauthoriza-
tion which were to reach out more aggressively to some of these
states? And whoever wants to start with what you have done or
what you are planning to do would be very helpful.

Go ahead, Manny.

Mr. OLIVER. Yes, I think that there are a couple of things we
have done and one thing that we are planning to do with regard
to outreach. In terms of what we have done, I think Pravina men-
tioned webinars before. Starting in 2012, we implemented webinar-
based outreach; and over the last two years, we have reached al-
most 3,000 potential applicants through that program. This is
much greater than the number of people we meet through National
SBIR Conferences.

Applicants from every state in addition to D.C. and Puerto Rico
have attended those webinars. So, we are getting to those under-
represented states. For how DOE defines underrepresented states,
about 30 percent of the webinar participants have come from those
states. So, webinars are a much more cost-effective way to do out-
reach, and we align them with our solicitations.

When you go out and do outreach, if you do not have a topic
ready for somebody to apply to, it just goes to the back of the mind
and then they forget about it. So, we time our webinars to occur
when we release topics. We get our program managers in front of
applicants to tell them what they are looking for in terms of tech-
nology and try to make it a much more personal process even
}h{)ugh it is still a webinar. We have found that to be very success-
ul.

For particular states, we have also reached out to the SBDCs,
the Small Business Development Centers, and also other organiza-
tions. For DOE, a lot of the clean tech organizations exist in some
of these states and we have gone out to those states to do personal
visits and talk to those communities. Now, we have not visited all
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t}ﬁe 1underrepresented states but we are working our way through
the list.

Finally, what we are planning to do for this year with the admin-
istrative funds is to implement a Phase Zero assistance program
similar to that in Kentucky. That program is focused on applicants
from Kentucky but we would like to include all of the underrep-
resented groups. These include the minority-owned businesses,
woman-owned small businesses, and especially first-time applicants
to government R&D.

Chair LANDRIEU. All right. That is at the Department of Energy.
Are there any other departments that want to speak up about what
they are doing or planning to do?

Go ahead, Mr. Portnoy.

Mr. PorTNOY. Thank you. So, at the NIH, we have been doing
many of the similar things; and in fact, I would say also we are
and will be coordinating with SBA on both webinars and on more
or less an outreach plan across all agencies.

But we have also been working with our IDeA program, the In-
stitutional Development Award program which represents within
NIH the 23 states plus D.C. and Puerto Rico which are underrep-
resented in NIH funding and coordinating with that program to
present at their regional meetings in the purple states across the
country.

In addition, we held our large annual conference this past year
a few months ago in Sioux Falls, South Dakota, a purposeful at-
tempt to hit both geographically regions of the country we do not
get to and also to a place where we do not have a lot of awards.

The conference was one week after the shutdown so we lost
attendees but we did manage to get all of us out there and we did
have over 370 plus attendees. Of course, quite a number from
South Dakota, over 100, and other various places.

Chair LANDRIEU. That is a very good strategy too, holding your
conferences in the purple states to just give them more exposure.
That is a good idea.

Mr. PORTNOY. Thank you.

Chair LANDRIEU. Homeland Security.

Ms. SOBOLEWSKI. Sure. Thank you, Senator.

Along with Manny from DOE and Matt, we are doing very simi-
lar things with webinars. We reach out to several women-owned
small business organizations and try to leverage some of that and
some of the socially and economically disadvantaged.

We go out and speak or do webinars or webcasts to any organiza-
tion that reaches out to us including states.

What is more puzzling to us in some of those purple states be-
cause I firmly believe you can send me to, I will not pick one but
any one that does not typically do Homeland Security-type of tech-
nologies and we would not get one proposal.

But what is puzzling to us are states like Ohio or Florida or
Idaho that we know have technologies that are as strong as in
some of these other agencies, and for some reason they are submit-
ting proposals to us but they are not being successful.

d so, we are trying to scratch our heads and figure out how
can we communicate our needs better so that they have higher suc-
cess rates along that way too.
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So, we reach out to underrepresented groups and in states as
well but also those states that we think should be having more suc-
cess with DHS but for whatever the reason are not.

Chair LANDRIEU. Okay. Dr. Jain.

Mr. JAIN. Madam, as I was indicating earlier, 2006 was the last
year when federal agencies really were underwriting the National
SBIR Conference. NSF used to underwrite the national conference.

After that year, holding the National SBIR Conference fell upon
states. States do not have resources to hold these conferences. They
require a big commitment: financial and personal. Very few states
can make these commitments. Certainly not those states that are
in purple and even in yellow on the map. They do not really have
enough manpower or resources.

Yes, agencies have been doing their own conferences. For exam-
ple, Kentucky hosted the annual NIH conference in 2012 but I
know did not get any financial support from NIH. It is hard to
come up with a program that can be supported financially.

You make commitments for hotels, you make commitments for
speakers and for other things. For the last two years or beginning
this year (2013), the national SBIR conference is being held here
in Washington, D.C., thanks to the leadership of John Williams,
who has been named the SBIR person of the year. He has taken
the lead to coordinate the national SBIR conference also in 2014.

But for a small business person to come to D.C. for four days,
Ls nearly impossible. There are a lot of travel costs for him or for

er.

I think we need to bring back the conferences in the fall and the
spring. These can be held at different geographical locations, and
I think you will see a lot more businesses will come.

Outreach has taken a hit. Yes, the SBIR funding level has gone
up. The SBIR/STTR program reauthorization is now there but I
think that outreach has been overlooked. That part has to be taken
up by all the agencies.

I agree that webinars are good and have a place, but they are
not the alternative for in person contact at national conferences. I
know what happens in Kentucky and how we have been successful.
We meet with people one on one, hold their hands, and tell them
their ideas can work.

If there is a high risk, Federal agencies will take that risk for
you but you need to develop your proposal. We teach them how to
do this. We bring them on board.

They do not listen to me anymore because I repeat things like
a broken record. But they will listen to the federal agencies be-
cause they know that they control the purse. That is where the
money is coming from.

Yes, we got support from the governor and the legislators in Ken-
tucky. We have a Kentucky Matching Funds Program that is sup-
porting our businesses but first they have to win the federal SBIR/
STTR program before they can apply for that. That is number one.
So, federal agency ownership is missing here for the national con-
ference.

The second one is the SWIFT tours that we used to have at one
time. There was a bus tour that program managers used to take
to go to specific geographical locations. A couple of program admin-
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istrators will board on the bus and they would be in one city today,
another the next morning. The tours brought managers together
but at the same time they used to cover the area that otherwise
would not be covered through the National SBIR Conferences. By
holding national conferences in a city with good airline connections
and with big hotels you miss other geographical areas.

Chair LANDRIEU. Those are excellent points because we really
have to make this a national program, all 50 states, all commu-
nities, urban, suburban, rural, minority, and women; and that is a
big focus on the leadership of this Committee.

Mr. JAIN. One more minor point if I can add it here.

Chair LANDRIEU. Yes, go ahead, one more and then we are going
to get Dr. Wessner.

Mr. JAIN. The FAST program that we were fortunate to get but
it is just a $2 million program covering only 20 states. As you are
showing there, there are many more states that need help, particu-
larly for businesses in rural areas, the women-owned businesses,
and other targeted businesses.

Every state needs money. My state may contribute some money
if we get federal money. We need to increase the FAST funding
level to cover more states, not just 20. This program is for every
state.

Thank you, ma’am.

Chair LANDRIEU. Thank you.

Dr. Wessner.

Mr. WESSNER. Thank you, Madam Chairman.

I would just like to elaborate quickly. It is not only a geo-
graphical challenge but we have a volume coming out from our
meeting last February on minorities and women outreach.

And we have a growing cohort of women engineers, particularly
in the biomedical space, and we do not seem to be able to capitalize
on that. I mean a part of the problem seems to be you may be fa-
miliar with that joke about, particularly these days, about the old
guy who keeps praying every night to win the lottery; and finally
there is a flash of light and a request for a little help, buy a ticket.

Women, if they are going to win the awards, have to apply; and
that seems to be where one of the problems is. So, we need to have
a targeted outreach both in geographically disadvantaged areas.
But even in some of the leading schools, we are simply not getting
the applicants we need. I think with modest sums, we could ad-
dress that.

Lastly, could I just invite both of you Senators and your staff and
my colleagues here, on February 5 we are organizing a meeting at
the National Academies on the SBIR/STTR and the commercializa-
tion of university research where we want to highlight the crucial
role this program plays in moving research from the university and
into the market.

Chair LANDRIEU. Thank you.

Mr. WESSNER. We would be deeply flattered if either of you could
join us.

Chair LANDRIEU. Thank you. I would love to. I will mark it on
my calendar now. So will Senator Shaheen, and we will see if we
can be there. We will try to get other members of our Committee.
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I think this is a really important subject for the whole country,
not just this program but the ramifications of research and devel-
opment and commercialization for the future economy of our Na-
tion and in keeping us competitive with the rest of the world.

Now, Mr. Rusco, you have not said anything.

Dr. Savoie, you have not added anything. I do not want to close
this meeting without giving you a chance. Did you want to add
anything from your perspective on any of the things that we have
mentioned?

Mr. Rusco. Thank you. As you know, GAO is performing over-
sight of this program and we are nibbling on the edges of it be-
cause the program essentially is achieving many of its goals. We
have reported on that over the years.

There are some areas that we think could be improved, and I
would like to just name a couple right now. There is some confu-
sion in some agencies as to how to calculate the required spending,
and only three of 11 agencies over a six-year period from 2006
through 2011 actually achieved the full spending of their require-
ments.

Some of the reasons we got when we asked the agencies this was
that they were saying, well, we average it over two years. Well,
that is not what the law says. It is a yearly thing.

Others say, well, you know, as a program manager I am told to
spend this amount and they think of it as what they are told to
spend, a maximum, not as a minimum.

It is a cultural issue. I can see their point. If you are a program
manager and you are told to spend $3 million or $30 million, you
are not going to go back to your boss and say I spent $35 million,
give me a raise.

So, there are some issues there that are not at the program level,
that are at the agency level and they need to be addressed.

Secondly, and I think this maybe ties in to the outreach and as
well as measuring the effects of the program and the benefits of the
program.

SBIR.com needs some work. There are still many, many areas
where you have data that are inconsistently input or missing data
about awards or types of recipients and/or commercialization.

These things have been problems for the program for many,
many years and I think it would help to have a better database
that would allow people to act on that.

Chair LANDRIEU. Who is responsible for that? Which agency? Is
that Small Business?

Ms. RAGHAVAN. [Indicating.]

[Laughter.]

Chair LANDRIEU. There she goes. All right. But thank you and
we will get your full report.

Bobby Savoie. Dr. Savoie.

Mr. SAvOIE. Well, I did not say much because most of the con-
versation was focused on Phase I or even Phase II SBIRs. I would
like to focus more on Phase III.

We did receive a Phase I SBIR from the Department of Home-
land Security to develop an open source common operating picture
because post-Katrina many of the agencies were not able to speak
to one another or exchange information.
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So, we developed a geospatial information system that allowed
information on a geospatial level to be exchanged between agen-
cies.

As you mentioned, the Department of Homeland Security is not
in a position to really fund a lot of Phase III grants. However, we
were able to obtain a Phase III SBIR grant from the Navy to tie
in their METOC, meteorological and oceanographic data, which we
developed for the Navy and tied that into our Opencop program
and then were able to provide that information to not just the Navy
but multiple other entities.

That is now led—we also, I should say, used that same program
to tie together a number of very different geospatial entities, or
asset lists would be the best way to describe it, during the BP oil
spill.

The reason I bring all of that up is that has now led to a joint
venture that we are working with a small company to tie in weath-
er data with a geospatial system to look at the impact of, say, a
hurricane, the damage from flood versus wind. It is now a require-
ment to determine that to a certain degree of certainty which is not
possible without some additional information.

So, we are currently working on that, and I bring that up be-
cause I am very familiar with the Fraunhofer system in Germany.
We do not have any such thing here unfortunately.

However, I have found that the Phase III SBIRs do provide small
businesses with the ability to take technology to the next level and
possibly even approximate some of what Fraunhofer system does in
Germany. It does not get us anywhere near as good as the
Fraunhofer system is but it is a good start.

The issue here is that numerous people in the different agencies
do not really know what a Phase III SBIR is all about. So when
we go forth and talk to different program managers and they love
the technology and they love the way we can pull data together,
but they do not realize that they can use the Phase III SBIR to
issue a contract for that work. They may have the money and the
need but then we get stuck.

Again, I am not trying to propose that as a replacement for a
Fraunhofer-type system but it is something that would be very
helpful to larger small businesses that know what the “B” stands
for and know how to take something to market but would need
that little extra push. It is also something that could be of great
value to other agencies where we are sharing information that we
developed for the Department of Homeland Security with the De-
partment of Defense, in this case the Navy, and the Army is very
interested in the same thing for its helicopter program.

Eighty percent of the crashes in Afghanistan are due to non-
enemy fire. They are due to lack of power via the changes in
weather, and that is something that the system we have would ad-
dress.

So, my only, and again I did not bring that up because we were
primarily focused on Phase I and Phase II, but if we focus more
on Phase III, I think we can generate more of a commercial output.

Chair LANDRIEU. Thanks. And Senator Shaheen wants to follow
up on that, and this may be our last word.
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Senator SHAHEEN. Well, thank you. Mr. Gudger, this is actually
a question for DOD and it has to do with the Phase III awards be-
cause Section 5122 of the Defense Authorization Act in 2012 re-
quires the Secretary of Defense to establish goals and incentives for
DOD and its large prime contractors to increase the number of
Phase IIT SBIR awards to small businesses.

It is my understanding that DOD to date has not put in place
the incentives and goals that are required by that legislation. Do
y}(l)u ?know if that is the case and what is being done to address
that?

Mr. GUDGER. First, that is a great question but that is not the
case. In 2012, the Secretary of Defense added in his defense plan-
ning guidance specific language that goes out. This is a classified
document but it goes out to the Chairman of the Joint Chiefs, the
directors of field agencies and activities and the military depart-
ments.

It specifically called out the development of our goals and incen-
Eves for SBIR and STTR, and we further implemented that

ere——

Senator SHAHEEN. For Phase III?

Mr. GUDGER. For all phases but Phase III in particular.

And we further implemented that guidance with our DOD 5002,
just released here recently, where we were very specific not only
to develop goals and incentives for industry but we also are work-
ing with our PEOs, our program executive offices, where program
managers sit that oversee these Phase IIls. It is very deliberate,
very clear language and it is going well.

Senator SHAHEEN. Good. Well, I am very pleased to hear that be-
cause, as you know, that could make a difference for thousands of
small businesses across the country.

Mr. GUDGER. It is a quantum leap in the right direction.

Senator SHAHEEN. Good. That is great.

Chair LANDRIEU. Okay. I just am going to conclude with, just to
stay on this Phase III, because in our legislation there was a re-
quirement for all of the agencies to provide some accountability on
this subject.

I sent a letter in March regarding the commercialization section
of the law to get an update from all of you on how you have estab-
lished your Phase III goals, are the acquisition agencies complying
with the SBIR/STTR preference and sole source, you know, require-
ments.

So, we will get some more information about that. I am going to
get a brief with the members of the Committee that want to from
our GAO specifics about weaknesses in the program that we have
to strengthen, and we will follow up very specifically on all of the
very good suggestions that you all made today on making sure that
we are really squeezing every benefit we can out of this federal pro-
gram but recognizing that universities—and let me just say this be-
fore we close—are funded primarily by the states.

You know, the United States government does not have a line
item for universities. There are line items in every state budget for
the University of New Hampshire, the University LSU, the univer-
sity here, and we are seeing some very tough budget cuts coming
down from the states to the universities.
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I want to say we have seen it unfortunately more than I would
like to in the State of Louisiana, which is really affecting the bot-
tom line here because the Federal Government is a partner. State
governments have to be a partner, and then local, you know, eco-
nomic development, Chamber of Commerce, local incubators, accel-
erators that are sometimes and very often at the local or county
level, not just at the state level, are a big part of creating this eco-
system.

While we may not be as organized as Germany is right now on
this and we may not even want to organize ourselves the way they
do, it is important that we recognize the trend lines that are worri-
some, Dr. Wessner in this regard for the future economic growth
of this country.

Our Committee has a certain role to play. We are, of course, not
the only Committee but I think we have a particularly important
role to play in this space.

So, I really thank Senator Shaheen. She has just been a terrific
partner and many of the other members have expressed a great in-
terest in this program.

So, keep them briefed as you all go about your business and we
will follow up with you all sometime in the months ahead to see
where we are headed.

All right. Thank you all so much and the meeting is adjourned.

[Whereupon, at 3:42 p.m., the Committee was adjourned.]



APPENDIX MATERIAL SUBMITTED

(37)



38

Statement of Senator Edward J. Markey
Senate Small Business and Entrepreneurship Committee
Roundtable on the SBIR Program
December 18, 2013

First, I would like to welcome David Green,
President and CEO of Physical Sciences in
Andover, Massachusetts, to this SBIR
roundtable. Physical Sciences has used the
SBIR program to develop advanced
technologies for aerospace, chemical, defense.,
energy, environmental, manufacturing and
medical applications. The company's core
technologies have been developed with more
than 30 SBIR awards worth more than $15

million.

America’s innovation, competitiveness and

job creation depend upon businesses,
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especially small businesses, developing new
ways to foster innovative and cutting edge
research and then commercializing their
technological innovations. To meet this
challenge, our nation’s small businesses turn
to the Small Business Innovative Research
Program, the most successful research and

development program in our nation’s history.

The SBIR program promotes technological
innovation and economic growth through the
investment of federal research funds in small
businesses. This funding allows small
businesses to explore their technological

potential and profit from its
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commercialization. It stimulates high-tech
innovation it meets its specific research and
development needs. Since 1982, the program
has played a critical role in the emergence of
thousands of companies like Qualcomm,

Symantec, and many others.

My state, which I call the Brain State — not
just the Bay State — is among the world’s
leading areas for in research and
innovation. The SBIR and STTR programs
have been the lifeblood for small business
research in Massachusetts. Since the SBIR
program began, Massachusetts companies

have received more than 20,000 research
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grants worth more than $5 billion. In 2011,
Massachusetts received twice as much
funding per capita than any other state and
companies have created thousands of jobs as

a result.

This roundtable will review the
implementation of the SBIR/STTR
Reauthorization Act of 2011 to see if the
changes are delivering the benefits to small
businesses and the taxpayers as

intended. Back in 2011, the future of the
SBIR program was in doubt. After fourteen
short-term extensions of the SBIR program

there was a growing uncertainty about the
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future of this program, especially by the
small businesses that depend upon these

programs to help create jobs.

Chairman Landrieu, I was so proud to work
with you and Congresswoman Niki Tsongas
when I was a member of the House of
Representatives to lead the effort enact a six-
year reauthorization of the SBIR and STTR
program. Together, we developed strong,
bipartisan support in to Congress preserve
and provide stability for these critical

programs
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As a result of our efforts, more money from
these programs will go directly to some of
America’s most promising small research
and development companies. This law is
helping to drive innovation, strengthen U.S.
competitiveness, and create jobs. It has
increased allocations and award levels,
shortened timelines for award decisions, and
increased the focus on commercializing
innovative products that will create
jobs. Today, the Small Business Innovation
Research and Small Business Technology
Transfer programs currently invest about $3
billion each year in small research and

development companies.
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I look forward to hearing from the witnesses
today about the progress that the SBIR and
STTR programs have made since the
enactment of the reauthorization bill. I hope
we can learn more about what the federal
government can do to help small businesses
get access to the research funding they need

to compete in the global economy.
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Dr. Robert A. “Bobby” Savoie currently serves as the Chief Executive Officer of Geocent, LLC, an
Information Technology (IT), Engineering and Science company headquartered in New Orleans,
Louisiana. Geocent was formed in August of 2008 to acquire and integrate several related firms
in the fields of IT, engineering services, and defense and aerospace manufacturing support.
Geocent is working with government and commercial clients throughout the United States.
Since its formation in 2008, Geocent has grown more than 400% and added over 200 IT and
engineering professionals. Some of Dr. Savoie's recent honors include:

» University of New Orleans Distinguish Alumnus of the Year, 2013/2014
s NASA's Distinguished Public Service Medal, 2011

e Laureate of the Junior Achievement Hall of Fame, 2011

e Eward Best Application of Technology, 2010

+ Eward Growth Company of the Year President, 2009

Dr. Savoie recently received an "honorable discharge" after serving three terms (nine years) as a
member of the National World War I Museum Board of Trustees. He currently serves on the
Boards of Loyola University, the UNO Foundation, Greater New Orleans, Inc,, New Orleans
Business Council and was recently appointed by Governor Bobby lJindal to represent the State of
Louisiana on the Aerospace Alliance Board.

In 1986, Dr. Savoie founded Integrated Resources Group (IRG) and served as CEOQ until 1997
when IRG merged with Science & Engineering Associates (SEA). Dr. Savoie became President
and then Chief Executive Officer of SEA and guided the company through an extraordinary
growth period during which the company transitioned from a boutique consulting firm into a
$124 million per year technology corporation with four subsidiaries and 14 offices in 10 states
nationwide. Under Dr. Savoie's leadership, SEA's revenue grew 700% in five years. In August
2004, after a 28 year career as an engineer and corporate executive, Dr. Savoie returned to
school to complete his Ph.D. and devote more time to civic and humanitarian activities. In the
spring of 2009, Dr. Savoie received his Ph.D. in Engineering and Applied Sciences with a
specialization in Engineering Management and Systems Engineering from the University of New
Orleans. He previously earned an MBA from Loyola University ('81) and a Bachelor of Science
degree in Industrial Engineering from Louisiana State University ('80).

While serving as CEQ of successively larger companies, Dr. Savoie continued his work as an
engineer and consultant, primarily in nuclear power and defense. Most recently this has
expanded to include NASA's next-generation Space Launch System and numerous economic
development activities. Dr. Savoie previously served as the general manager of a 25-company
management and integration contractor team for the Navy's Information Technology Center.
Dr. Savoie has served as a principal consuitant to the U.S. Department of Energy Office of
Nuclear Energy, the Office of Civilian Radioactive Waste Management, the DOE Hanford Facility,
the Waste Isolation Pilot Plant, the Idaho National Engineering Laboratory, Lawrence Livermore
National Laboratories, Sandia National Laboratories, Argonne National Laboratory, and Oak
Ridge National Laboratory. Dr. Savoie has facilitated the resolution of issues ranging from the
reengineering of military information systems and NASA space systems to medical isotope
production, nuclear regulation, and non-lethal lasers.
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CHARLES W, WESSNER
Dirvector, Technology, Innovation, and Entreprencurship
U.S, MNational Academies

Dr. Charles Wessner is a distinguished scholar and a powerful advocate of effective innovation policies. As the
founder and Director of the National Academy of Sciences Technology, Innovation, and Entrepreneurship Program,
he is recognized nationally and internationally for his expertise on innovation policy, including public-private
partnerships, entrepreneurship, early-stage financing for new firms, and the special needs and benefits of high-
technology industry. He works closely with the U.S. Congress, the White House, and major agencies and
departments of the U.S. government. As an outgrowth of his work with the U.S. government, he advises technology
agencies, government ministries, and the Prime Ministers of countries in Europe and Asia. In addition, he cooperates
closely with international organizations and lectures at major universities in the U.S. and abroad. Drawing on his
experience with national and international policymaking, Dr. Wessner provides pragmatic advice on guestions of
innovation policy, including support for basic science, applied research, the role of the 21st Century University, and
principles of cooperation between universities and industry. Reflecting his commitment to international cooperation,
he was recently pamed an Officer of the Order of Merit by the President of France.

Recent Policy Briefings

Reflecting the strong global interest in innovation and Dr. Wessner’s policy expertise, he is frequently asked to
address issues of shared policy interest with foreign governments, universities, and research institutes, often briefing
government ministers and senior officials. He frequently gives keynote addresses and presentations to international
organizations, such as UNCTAD, the UN. Economic Commissions for Europe and for Latin America, the World
Bank, the Inter-American Development Bank, the OECD, and the European Investment Bank, as well as the
European Commission. In Washington, he works closely with Congressional staff, the White House, and major
departments and agencies in the Executive Branch on the formulation of effective innovation policy.

Advisory Roles

Dr. Wessner has served as an advisor to the 30-nation OECD Committee on Science and Technology Policy, as a
member of the Canadian Council of’ Academies” Expert Committee on Science and Technology in Canada, as an
advisor to the National Technology agencies of Finland (TEKES) and of Sweden (VINNOVA), and as a member of
the Norwegian Technology Forum. He was nominated by the U.S. Government as an Innovation Expert for
UNCTAD and advises WIPO on its new innovation initiative. He was also recently named Deputy Chairman of the
Innovation Advisors to the UNECE. He has participated in the Prime Minister of Taiwan’s Science and Technology
Advisory Group and as a member of the Lithuanian Prime Minister’s International Innovation Advisory Committee,
a member of the Board of the National Association of Seed and Venture Funds, and the Board of the Vilnius Sunrise
Valiey S&T Park. He has served as an Innovation Advisor to the Prime Minister and to the Minister of Research and
Education of the Czech Republic. The National Academies’ Technology, Innovation, and Entrepreneurship program
has ongoing relationships with officials in countries as diverse as India, China, Taiwan, Vietnam, Mexico, France,
Sweden, Finland, the Czech Republic, Slovakia, Hungary, and Saudi Arabia.

The overarching goal of his work is to develop a better understanding of how we can bring new technologies forward
1o address global challenges in health, climate, energy, water, infrastructure, and security.
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JERE W. GLOVER
Executive Director
Small Business Technology Council

Jere is an attorney with the Brand Law Group in Washington, DC representing small
businesses on SBIR and False Claims Act related issues. Jere Glover also serves as the
Executive Director of the Small Business Technology Council (SBTC), a group of small
high tech companies most of who are involved in the Small Business Innovation
Research (SBIR) program. In 2006 Jere was selected as SBIR Man of the Year.

Jere’s experience with the SBIR is extensive, as he is one of the fathers of the program.
As counsel to the House Small Business Committee, he directed an extensive set of
hearings on small business and innovation that laid the ground work for the SBIR in
1978. He was also the lead-off witness before Congress in 1982 when the SBIR was first
proposed. Throughout the laws existence, he has been one of its most active supporters.
Jere was also on the board and the investment committee of the Telecommunications
Development Fund. Jere also was counsel to the Senate Small Business and
Entrepreneurship Committee in 2001 and work on STTR Reauthorization.

Jere has a unique blend of private and public sector experience. A former CEO and
attorney in private practice, Jere also spent many years in government service, most of it
focused on minimizing the regulatory burden on business. For more than six years, he
was the federal government’s lead defender of small businesses in the regulatory process.
In that capacity, he systematically analyzed hundreds of regulatory actions by federal
agencies, identifying flaws and shortcomings in many of those actions and helping the
affected businesses seek relief. Information developed by Jere’s team led to rollbacks of
dozens of regulations and formed the basis of a number of successful lawsuits. The work
that Jere directed saved the private sector more than $20 billion in annual regulatory
costs, and it cut a wide swath across many types of businesses — including mining,
fishing, telecommunications, transportation, financial services and agriculture. He has
testified before Congress over 30 times and appeared in over 100 agency proceedings,
including rulemakings, adjudications, enforcement proceedings and others.

In the private sector, Jere previously was the CEO or principal of a biotech company, a
medical technology company and a group of medical clinics. Since re-entering the
private sector last year, he has become the managing director of another medical
technology company and counsel to a variety of SBIR and technology companies.

Jere obtained his undergraduate and law degrees from the University of Memphis and an
L.L.M. in Administrative Law and Economic Regulation from George Washington
University.

Jere can be reached at 202-662-9700 or Jereglover@brandlawgroup.com. His address is
Brand Law Group, 923 Fifteenth St. NW, Washington, DC 20005
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BIO for Frank Rusco

Frank Rusco is a Director in GAO’s Natural Resources and
Environment team, leading work on a broad spectrum of energy and
science issues, including federal oil and gas management; DOE’'s
energy, science, and loan programs; intellectual property rights
issues; NRC oversight; and government-wide science programs and
activities. Mr. Rusco holds both a master’s degree and doctorate
in economics from the University of Washington in Seattle.
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Mahendra K. Jain, Ph.D.

Dr. Mahendra Jain is the Senior Vice President of the Kentucky Science and
Technology Corporation (KSTC) and the founding Executive Director of the
Kentucky Science and Engineering Foundation (KSEF) in Lexington, Kentucky. In his
present position, Dr. Jain is fostering partnerships between academic, industrial,
and state institutions in building and expanding Kentucky’s scientific and
engineering capacity to attract external research funds from all sources, to help
advance research ideas and to build a pipeline of technologies. He is involved in
making R&D investments in novel ideas for innovation and commercialization
through various state-funded programs. Dr. Jain has proactively pursued the
growth of the Federal SBIR and STTR Programs in the state through outreach and
state-funded assistance programs such as the Kentucky SBIR-STTR Matching Funds
Program. In addition, Dr. Jain was been the recipient of the Tibbetts Award in 2006.

Before joining KSTC, Dr. Jain worked at several universities in the USA, Europe and
India. He also worked at MBI International, a biotechnology R&D organization in
Lansing, Michigan where he was involved in the technology development and
transfer. Dr. Jain is a Fellow of the American Academy of Microbiology (AAM
Fellow), a Fellow of AMI (FAMI), a member of Royal Society of Chemistry, and has
served as a consultant to the United Nations Development Program, Food and
Agriculture Organization and the Organization of American States. After receiving
his Ph.D. in microbiology in 1972, Dr. Jain received and managed research grants
and contracts in several million dollars from federal, state, and industrial sources.
He is the author of 11 United States patents and one Canadian patent, as well as
over 120 research papers, articles, and book chapters.
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Christopher 8. Rinaldi, P.E.

Program Administrator
Small Business Innovation Research (SBIR) and
Small Business Technology Transfer (STTR) Program
U.S. Department of Defense

Mr. Rinaldi is the Program Administrator for the Department of
Defense (DoD) Small Business Innovation Research (SBIR) and
Small Business Technology Transfer (STTR) Program. He is
responsible for policy and execution of an annual $1.4B research
program designed to provide small high-tech businesses the
opportunity to propose innovative research and development
solutions to critical war-fighter needs.

Before joining DoD, Mr. Rinaldi served as the Program Manager
for the Army SBIR program. There he directed and managed an
approximately $300M annual program and a unique Venture
Capital (VC) arrangement for the Army SBIR Commercialization
Pilot Program (CPP).

Mr Rinaldi has held many critical positions in the Army throughout his career. His
experience spans all phases of product development to include technology, acquisition
and logistics. He was a key leader in the creation of the US Army Research,
Development and Engineering Command (RDECOM) and the Army’s Life Cycle
Management Centers (LCMCs).

Mr Rinaldi has broad experience in a variety of warfare products to include armament,
vehicles, communications, electronics, sensors, rotorcraft, missiles, soldier, biological
and chemical systems, training and simulation. He has in-depth technical knowledge in
weapons, munitions, fire control, heat transfer and advanced composites. He holds
multiple patents and authored numerous publications in product development of weapon
systems.

Mr. Rinaldi has received numerous honors and awards for his professional
accomplishments including the Secretary of Defense Team Excellence Award, the US
Army Research, Development and Engineering Award, and the US Army Acquisition
Streamlining Excellence Award.

Mr. Rinaldi has a Bachelor of Science in Mechanical Engineering from Manhattan
College and a Master of Science in Engineering Management from Rensslaer Polytechnic
Institute. He is also a licensed Professional Engineer (PE).
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Mr. André Gudger
Department of Defense
Director, Qffice of Small Business Programs

André J. Gudger currently serves in the Obama administration as the
Director of the Department of Defense {DoD) Office of Small Business
Programs (OSBP} and is the principle advisor to the Secretary of Defense on
all small business matters. As Director, Mr. Gudger oversees more than
$120 billion of annual awards to small business. In addition, he assists the
Joint Chiefs of Staff, Secretaries of Military Departments, Under Secretaries
of Defense, Directors of Defense Agencies and Major Commands in including
small business planning into the readiness of the Department. These efforts aim to medernize and
restore the nation’s industrial commons through focusing on advanced manufacturing, applied research,
and innovative programs that afign small business capabilities with the DoD’s current and future needs.

in addition to his role as OSBP Director, Mr. Gudger also serves as the DoD iead for the White House
Business Council, Business USA, the National Export Initiative, the American Supply Chain Working
Group, Reinvest in America, the SBA Regional Clusters Initiative, the i6 Challenge and the Manufacturing
Extension Partnership. He also serves as a co-lead of the interagency Task Force on Veteran's
Employment, the Interagency Task Force on Veterans Smali Business Development, the White House
Asian American and Pacific islander Initiative, the GSA Task Force on Procurement Sustainability and an
advisor to DoD’s Strategic Sourcing Board. Of these initiatives Mr. Gudger is most proud of his support
for our Veterans. As a co-lead for the DoD-VA Taskforce on Veteran's Employment Mr. Gudger
developed the first entrepreneurship curriculum for separating service members who are interested in
starting their own business, which is now integrated into the Transition Assistance Program. He also
developed the first ever Veterans Entrepreneurship Portal on BusinessUSA.gov, which provides a single
portal to government resources for veteran entrepreneurs. Additionally, under Mr. Gudger’s leadership
DoD increased small business prime contracting awards to service disabled veteran owned small
businesses by $1.1 billion since 2010. This led him to be recognized by the Veteran Community as a
leader in government contracting reform and honored by the Vietnam Veterans of America for
Leadership in service disable veterans and wounded warriors support.

Prior to his appointment, Mr. Gudger had a distinguished career serving the defense, national
intelligence, and investment banking industries. He worked on key technical and financial initiatives
with the Federal Deposit insurance Corporation, Union Bank of Switzerland, and AT&T. As the first
Director of Small Business from industry Mr. Gudger served as Chairman and Chief Executive Officer of
Solvern innovations, a corporate entity that provided acquisition support and cyber solutions through
training, unique research and sponsored product innovation. Solvern innovations was acquired by
TeleCommunication Systems Inc.’s in 2009 where Mr. Gudger served as the Senior Vice President of
TeleCommunication Systems Cyber Security Group.

Mr. Gudger received his Bachelor’s of Science degree from the University of Maryland Baltimore County
and performed his Master’s in Business Administration studies at the University of North Carolina
Chapel Hill, Chinese University of Hong Kong, Erasmus University in Rotterdam, Tec de Monterrey in
Mexico, FundacaoVargus University in Brazil, and Gdansk University in Poland.
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Biography of Manny Oliver

Manny Oliver has been serving as the Director of the SBIR/STTR Programs Office within the Department
of Energy since 2010. Prior to joining DOE, Manny spent 16 years leading applied R&D and technology
commercialization efforts at Motorola. He performed R&D in Li ion polymer batteries, biochips, haptics,
wearable user interfaces and mobile surveillance and holds 16 patents. He previously held positions as
an Assistant Professor in the Department of Materials Science and Engineering at MiT and as a Member
of Technical Staff at AT&T Belf Laboratories. He received both his B.S. and Ph.D. degrees in Materials
Science from MIT.
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Biography

Dr. Matthew Portnoy is the NIH SBIR/STTR Program Coordinator and Director, Division of Special
Programs, Office of Extramural Programs, Office of Extramural Research, Office of the Director, NIH. in
this role, he manages the SBIR/STTR programs at NIH and coordinates the 24 NIH Institutes/Centers that
receive funding for the programs. Additionally, as the Director, Division of Special Programs, Dr. Portnoy
and his staff provide scientific program management and oversight of the Academic Research
Enhancement Award {(AREA) Program, and support for conferences and scientific meetings {R13/U13},
ensures that NiH extramural staff are trained to meet the ever-changing demands of their job, and
communicates funding opportunities and critical information concerning NiH's programs, policies, and
procedures to the biomedical research and training community through the NIH Guide for Grants and
Contracts.

Dr. Portnoy received his B.S. in molecular and cell biology from Penn State University. He received his
Ph.D. in biochemistry and molecular biology from Johns Hopkins University School of Public Health.
Matt then joined the Intramural Program of NiH National Human Genome Research institute as a post-
doctoral fellow. Dr. Portnoy made the ieap to the extramurai side of NIH in 2005 and joined the NiH’s
National Institute of General Medical Sciences (NIGMS) as a program director. Over his time at NIGMS,
he managed RD1 grant portfolios in DNA repair, recombination and replication, SBIR/STTR grants, F32
post-doctoral fellowships, cooperative agreements, and R25 education grants. Dr. Portnoy aiso served
as SBIR/STTR program lead for NIGMS for 6 years prior to his current post.
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Statement of

Pravina Raghavan
U.S. Small Business Administration

Before the

U. S. Senate Committee on Small Business
and Entrepreneurship

December 18, 2013

Chair Landrieu, Ranking Member Risch, and distinguished members of the Committee,
thank you for the opportunity to participate in today’s roundtable on the Small Business
Innovation Research (SBIR) and the Small Business Technology Transfer (STTR)
programs.

Thanks to the hard work of many on this Committee, a long-term, comprehensive
reauthorization for SBIR and STTR was signed into law on January 1, 2012. As you
know, this reauthorization provided essential stability to the programs and also made a
number of improvements that will allow them to grow and prosper over the coming
years. At SBA, we have been working diligently with our sister agencies to implement
the law, which has already benefited countless small businesses.

As the agency in charge of policy and oversight guidance for the SBIR and STTR
programs, SBA understood from the beginning that a timely and collaborative process to
implement the bill would be essential to its overall success.

SBA made it a point of reaching out to SBIR/STTR Program Managers (PMs) for insight
and feedback throughout the process. Early on, SBA determined that the best mode of
attack in implementing the substantial changes to the programs would be for SBA and
PMs to meet bimonthly to (1) update the SBIR and STTR Policy Directives and (2)
establish new Size Standard Rules to address the new provisions expanding participation
by venture capital‘/hedge fund, and private equity firms.

As part of the process, and to maintain complete transparency, SBA hosted webinars,
participated in a Congressional Roundtable discussion, and published proposed changes
to both the Policy Directives and the Size Standard Rules in the Federal Register for
public comment.
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SBA reviewed the comments and is proud to say that it published the SBIR and STTR
Policy Directives in the Federal Register in a timely manner on August 6, 2012. The Size
Standard Rules were published on January 28, 2013.

Specific guidelines for operationalizing the Reauthorization were incorporated in the
Policy Directives and Size Rules outlined above, including:

award size increases for both SBIR/STTR

new standards for agency waiver requests above the award guidelines

standards for new pilot allowing for the use of funds for Administrative costs

new transitional and commercialization benchmark framework

standards for the new Civilian Commercialization Readiness Pilot Program

rules for eligibility of firms with substantial investment from multiple venture
capital, hedge funds, or private equity firms

A few of the provisions (e.g. actual listing of benchmarks, new benchmark language)
have been included in a more recent update to the SBIR/STTR Policy Directives which is
currently pending.

Another major emphasis for SBA has been improving our data collection across agencies
for the programs and having better systems for accessing and utilizing that data. SBA has
taken a number of steps to make this a reality and continues to work with agencies.

Other key provisions that SBA has worked with other agencies to implement include:

o Allocation increases for both the SBIR and STTR programs, gradually increasing
the amount of funds that go to both of these programs,

e 3% administrative funding: the reauthorization provided for a pilot program to
allow agencies to use up to 3% of their SBIR funding to help move agency
performance forward in several areas (e.g. Outreach, Commercialization,
Streamlining, fraud reduction, etc.). To participate in the pilot, agencies were
required to submit plans to SBA for approval (most agencies are participating).

o Increased outreach: Working to achieve this through a number of means,
including the 3% administrative funding, FAST grants, and an outreach working
group.

® Venture capital participating: Two agencies have “opted in” to allow firms with
substantial investment from multiple VC/hedge fund/private equity firms: NIH
(HHS) and ARPA-E (DOE).

» Commercialization database: SBA is currently building a database to capture
information such as sales, patents and employees for SBIR and STTR awardees
which is scheduled to go live in April.

Since the passage of SBIR and STTR reauthorization, SBA has made implementing the
bill a top priority. The work is not yet done, and we will continue to with all of the
participating agencies to make these programs a continued success.
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SBA Office of Investment and Innovation
Deputy Associate Administrator
Pravina Raghavan

Pravina has over 15 years of experience in providing advisory services to businesses in the start-up, growth,
expansion and maturity phases of development. In that time, she completed over 100 Mergers and
Acquisitions (Md&A) transactions and has advised companies on strategy, marketing, sales development,
capital raising, mergers and acquisitions, divestures, outsourcing, joint ventures and partnerships, and
international development. Pravina is the Deputy Associate Administrator for Office Investment and

Innovation.

Pravina was previously the Director, Technology & Innovation for the Small Business Administration (SBA)
which was responsible for the Small Business Inpovation Research Program (SBIR) and High Growth
Entrepreneur initiatives and she was also the District Director for SBA New York District Office which
supported over $800 M in small business lending and assisted over 3M small businesses in NYC.

Prior to joining the SBA, Pravina was a Vice President with MTV and BET Networks in Content Distribution
and Marketing where she was responsible for contract negotiations and marketing for 23 channels. Previously,
she was a small business owner of a strategic advisory firm that assisted companies in their quest for growth.
Prior to owning her own business, Pravina was the Business Development Director for Misys PLC, one of the
largest banking software companies in the world. She was also an associate at an investment bank, Broadview
International, in London. Prior to Broadview, Pravina worked for seven years at AT&T in several finance and
management roles, including her last five years as M&A Director for Europe.

Pravina has an MBA in Finance from Seton Hall University and a BS in Finance from The Pennsylvania State

University. She has worked in over 15 countries around the world and is familiar with five languages.

Pravina is advisory board member of Seton Hall University - Center of Entreprencurship and also a member
of the International Executive Resource Group (IERG), the Women’s Bond Club of New York (WBC), The
Penn State Alumni Association, Venture Association of New Jersey (VANJ), Women in Telecommunications
and Cable (WICT), and National Association of Minorities in Communications (NAMIC).
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Bio for Jenny Houston, Warwick Milis for SBIR Round Table

Jenny Houston is Executive Vice President of Warwick Mills based in New Ipswich, NH, and
has worked for the company for 18 years. Warwick Mills engineers and manufactures high-
performance materials, with end products including body armor for the police and military,
recreational and industrial protective garments, and acrospace materials including the tough
material used in the crash landing bags for NASA’s successful missions to Mars of Pathfinder,
Spirit and Opportunity.

Warwick Mills’ facility is the site of the oldest textile facility in New Hampshire, started in the
early 1800s. As a small business with over 130 people, it is only through continuous innovation
that Warwick remains competitive. The Small Business Innovative Research grants have helped
Warwick to gain technological advantage and provide valuable products. Warwick has
participated in several SBIR awards with the Navy, Missile Defense, SOCOM and NSF. All of
these SBIR grants resulted in progress toward the objectives, and advanced Warwick’s
competitive technological edge in protective materials. Every technology innovation has its
roots in prior advancements, and the SBIR programs Warwick has worked on are building block:
to developing new commercial and military products, and meeting federal research and
development needs. Warwick views the SBIR program as a crucial benefit to us as a small
business.
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Biography of B. David Green Physical Sciences inc. Andover MA

Dave was educated in the public school system in Philadeiphia; graduated Magna cum Laude with a
Bachelors of Science degree in Chemistry from the University of Pennsyivania; and then received a Ph.D
in Physica!l Chemistry from MIT. His research involved the spectroscopic detection of trace gases in the
environment. The appeal of applied research and excitement and energy of a small business culture led
him to join Physical Sciences directly from MIT in 1976. He has held positions of increasing responsibility
as he has heiped PSI grow over three decades. Dr. Green became President and CEO in 2008. He has
published nearly 100 journal articies, over 80 technical reports in several technical fields, and is an author
on 5 issued patents.
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QUESTIONS FROM CHAIR LANDRIEU

Length of Reauthorization: The most important change of the Reauthorization Act was
reauthorizing the program. The Senate wanted permanency originally, and its final version
passed with 8 years. The House wanted 2 years. The compromise was 6 years. If the
House version had been enacted, the programs would be expiring on expiring Sept. 30,
2014.

Question for All participants — As a business owner, SBIR expert or advocate, or
SBIR program manager, would a two-year reauthorization period, with an
expiration approaching in September, be good or bad? Please explain why. This is
important for informing the next reauthorization.

As the CEO of a technology company I think a two year extension would be better
than nothing but not by much. If you break down the process of issuing a SBIR into
its major elements it is easy to see that a two year extension will do little good. It
takes time for a Federal Agency to determine what type of technology it would like to
have tied to the SBIR program. That often involves discussions with industry, both
small and large businesses. It may also involve a small business that has developed a
“laboratory scale” technology presenting it to an Agency as a potential SBIR topic.
This first part of the process can take anywhere from a few months to a year. Once
the topics are chosen and approved, the SBIR notice must be published, proposals
received and evaluated, and winners chosen. This step can also take anywhere from a
few months to a year. Then the research itself must be performed, which is normally
a six to nine month endeavor. All totaled the time to complete a Phase I effort and
prepare for a Phase II response alone could consume two years from proposing to
completion. If those results are positive and of value to the Government, Phase II
could easily surpass the two-year window before it could get started, this will become
progressively worse as the SBIR topics are released beyond the initial start date of
the authorization. As such, a two-year extension would definitely present a challenge
for SBIR Phase I actions while crippling or eliminating Phase II activities. Obviously,
Phase ITT would not come into play at all, thereby eliminating on of the key value
drivers for the SBIR program. If that is the case, Government entities would have
little incentive to put much effort into Phase I SBIRs since they would have no
guarantee that even the most positive results could provide any value in the future.

I would strongly urge the Committee to seek at least a six year extension if they wish
to continue to gain value from the SBIR program.
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QUESTIONS FROM CHAIR LANDRIEU
Answers from Mr. Jere Glover

Length of Reauthorization: The most important change of the Reauthorization Act was
reauthorizing the program. The Senate wanted permanency originally, and its final version
passed with 8 years. The House wanted 2 years. The compromise was 6 years. If the
House version had been enacted, the programs would be expiring on expiring Sept. 30,
2014.

Question for All participants — As a business owner, SBIR expert or advocate, or
SBIR program manager, would a two-year reauthorization period, with an
expiration approaching in September, be good or bad? Please explain why. This is
important for informing the next reauthorization.

A two-year reauthorization period would have been horrible for small business owners.
Remember that it took 4 years and over ten continuing resolutions after the last long-term
reauthorization expired before the current reauthorization was passed. Additionaily, an SBIR Ph
1/Ph 1I cycle in most cases takes longer than 2 years to complete, so we wouldn’t be able to
properly determine whether or not the changes to the program included in the latest
reauthorization have had a positive or negative impact on small businesses.

One of the biggest concetns for small businesses during the 4 years it took to pass a
reauthorization bill was the uncertainty it created. Businesses that rely on the SBIR program
didn’t know whether or not the program would be continued, and even if it was, whether or not it
would be drastically changed. Businesses like predictability. They want to know that this
program that has worked well for over 30 years will continue to be around so they can have one
less variable to worry about. Reducing the reauthorization period to 2 years creates more
uncertainty that the program will be continued, which makes it more difficult for business owners
to justify and hiring new employees investing in their companies for the future.

Another reason the two year reauthorization wouldn’t have worked is that two years after
reauthorization, many agencies still haven’t implemented a lot of the changes to the SBIR
program. DOD only recently announced that they are going to implement goals & incentives to
encourage commercialization, as they are required by law to do. Agencies are also required to
collect commercialization data from prime contractors, but as far as we can tell, little to nothing
has been done.

SBTC has always wholeheartedly agreed with the Senate’s original plan to permanently
reauthorize the SBIR. As a program with a 30-year track record of success that has garnered near
universal praise, we feel the SBIR has moved beyond the need to prove its worth as a program
every 6, 8, or even 14 years.
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Commercialization Provisions: The law included several provisions designed to increase
the transition of technologies developed by small business firms in the SBIR and STTR
programs. For example, the law created an SBIR/STTR acquisition preference to try and
ensure that Federal agencies and prime contractors give Phase i} awards to the small
firms that developed the technology through the SBIR and STTR programs. And to
provide some accountability if they are doing it, and planning to do it, the law required
the agencies and departments to establish goals and reporting requirements on Phase i
awards.

Question for Jere Glover -- The commercialization goals are a priority for the small
business community, and you and your members have focused on the
commercialization improvements of reauthorization. Explain briefly why this is so
important to SBIR and STTR firms and the country’s investments in research and
development.

The SBIR has an outstanding track record in heiping small business develop their ideas into
innovative new technologies, but companies who have proven their technologies work still have
to raise funds to bring their technologies to the marketplace. While there are avenues for
private investment, companies often have to prove they are profitable before venture capital
gets involved, creating the missing step in the product development ladder, the so-called “valley
of death” of seed-stage funding. Venture capital investment in startup and seed-stage
companies accounts for less than 1% of all venture capital investments (according to PWC Money
Tree), a relatively microscopic amount.

Setting commercialization goals & incentives helps promising seed-stage companies cross this
“valley of death” and puts them in a position where they can start generating revenue in the
marketplace, which in turn will make them more attractive to private investment. Without these
goals, agencies have shown very little interest in follow-on funding for commercialization.
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m U.S. GOVERNMENT ACCOUNTABILITY OFFICE

441 G St. N.W.
Washington, DC 20548

January 31, 2014

The Honorable Mary L. Landrieu

Chair

Committee on Smalf Business and Entrepreneurship
United States Senate

Dear Madam Chair:

We appreciate having had the opportunity to appear before your committee on December 18,
2013, for the roundtable discussion on the Small Business Innovation Research and Small
Business Technology Transfer programs. Enclosed are GAO's responses to your questions for

the record related to our current work and reports issued since the programs’ reauthorization. if
you or your staff have any questions, please contact me at (202) 512-3841 or ruscof@gao.gov.

Sincerely yours,

Dot Ybrir—

Frank Rusco
Director, Natural Resources and Environment

Enclosure
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GAO Response to Questions for the Record
Senate Committee on Small Business and Entrepreneurship

Roundtable on SBIR/STTR: Measuring the Effectiveness of the Reauthorization Act and
Maximizing Research Dollars to America's Small Businesses

December 18, 2013

Response to Questions Submitted by Senator Mary Landrieu

1. As a business owner, SBIR expert or advocate, or SBIR program manager, would
a two-year reauthorization period, with an expiration approaching in September,
be good or bad? Please explain why. This is important for informing the next
reauthorization.

We have not conducted the work necessary to answer this question.

2, The reauthorization Act required the GAO to review the SBIR and STTR budgets of
the relevant agencies to see if they were complying with the allocation percents
and how they caiculated the percents, starting with FYs 2006-FY2011, and then
each year after that. Please tell us the findings - which agencies have been
complying?

We found in our first annual report on these issues that, using data agencies had
submitted to the Small Business Administration (SBA), 3 of the 11 agencies participating
in the Small Business Innovation Research (SBIR) program and 1 of the 5§ agencies
participating in the Small Business Technology Transfer (STTR) program consistently
complied with spending requirements each year for fiscal years 2006 to 2011." Figure 1
shows the number of years that each of the participating agencies complied with
spending requirements for fiscal years 2006 through 2011; this time period includes 6
years in total. For fiscal year 2011, 10 of the 11 agencies complied with spending
requirements for the SBIR program and 3 of the 5 agencies complied with spending
requirements for the STTR program.

1GAO, Small Business Research Programs: Actions Needed to Improve Compliance with Spending and Reporting
Regquirements, GAO-13-421 (Washington, D.C.: Sept. 9, 2013)
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Figure 1: Number of Years Agencies Met Spending Requirements for the Small Business Innovation
Research {SBIR) and Small Business Technology Transfer (STTR) Programs for Fiscal Years 2008 to
2011

‘Number of years met
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Note: Data are from agency annual reports to SBA, except for those of DHS, DOE, and EPA; those
agencies submitted revised data to us, which we incorporated into our analysis. Agencies for which STTR
data are not shown did not have STTR programs.

Additionally, in our first annuat report we found that the participating agencies and SBA
did not consistently comply with certain reporting requirements for fiscal years 2006 to
2011 that are relevant to calculating or overseeing the spending requirements.
Specifically, we found that the participating agencies—with the exception of the National
Aeronautics and Space Administration (NASA) in certain years—were late in submitting
their reports describing the methodology used to calculate the agency’s extramural
research and development (R&D) budget. Agencies are required to submit their reports
within 4 months of the enactment of appropriations. Additionally, we found that six of the
participating agencies either did not fully itemize exclusions to their extramural R&D
budgets or did not inciude an explanation of the exclusions, as directed by SBA
guidance. Moreover, SBA is required to report annually to Congress on the SBIR and
STTR programs. We found that SBA had not submitted an annual repart for fiscal years
2009 to 2011 and the reports that were submitted contained limited or inaccurate
analyses.
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What are the recommendations to increase compliance?

in our first annual report on agencies’ compliance with spending and reporting
requirements, we made four recommendations to the SBA Administrator that were
designed to ensure that participating agencies and SBA comply with spending and
reporting requirements for the SBIR and STTR programs. Specifically, we recommended
that the SBA Administrator:

» Provide additional guidance on how agencies should caiculate spending
requirements when agency appropriations are received late in the fiscal year and
the format agencies are to inciude in their methodology reports.

s Provide timely annual feedback to each agency following submission of its
methodology report on whether its method for calculating the extramural R&D
budget used as the basis for the SBIR and STTR spending requirements
complies with program requirements including an itemization of and an
explanation for all exclusions from the basis for the calculations.

« Direct participating agencies to include in their annual reports the caiculation of
the final extramural R&D budget used as the basis for their SBIR and STTR
spending requirements and, if they did not meet the spending requirements, the
reasons why not and how they plan to meet the spending requirements in the
future.

» Provide Congress with a timely annual report that includes a comprehensive
analysis of the methodology each agency used for calculating the SBIR and
STTR spending requirements, providing a clear basis for SBA’s conclusions
about whether these calculations meet program requirements.

In a letter dated November 25, 2013, an SBA Deputy Associate Administrator said the
agency will take actions to implement the recommendations.

What are the preliminary findings for FY20127

We are currently finalizing our analysis of the data that agencies submitted to SBA for
fiscal year 2012 to determine their compliance with spending and reporting
requirements. Based on our preliminary analyses, our findings for compliance with
spending levels in fiscal year 2012 are fairly similar to compliance levels in fiscal years
2010 and 2011. Also, our preliminary analysis shows that agencies generally reported to
SBA on fiscal year 2012 expenditures later than required. We plan to finalize our
analysis and issue a report to you and the other committees, as mandated in the Small
Business Act, in April 2014. You will also receive a copy of the draft report when it goes
to the agencies for comment, expected in March 2014.
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QUESTIONS FROM CHAIR LANDRIEU

Response provided by: Mahendra K. Jain, Kentucky Science and Technology Corporation,
Lexington, KY.

Length of Reauthorization: The most important change of the Reautherization Act was
reauthorizing the program. The Senate wanted permanency originally, and its final version
passed with 8 years. The House wanted 2 years. The compromise was 6 years. [f the
House version had been enacted, the programs would be expiring on expiring Sept. 30,
2014.

Question for All participants - As a business owner, SBIR expert or advocate, or SBIR
program manager, would a two-year reauthorization period, with an expiration
approaching in September, be good or bad? Please explain why. This is important
for informing the next reauthorization.

A two-year reauthorization would not be a good idea since it generally takes 3.5 to 4
years to complete both Phase | and Phase Il awards for a project. Potentially, each
new reauthorization of the Program may introduce some uncertainty and bring new
changes to the program. This uncertainty may de-motivate new as well as already
participating small businesses in the SBIR and STTR programs. Congress rarely
passes bills in a timely manner. Even if the reauthorization bill is passed, additional
time will be required to implement the changes, if any. Thus, in a two-year cycle of
reauthorization, a company cannot apply, be awarded grants and complete both
Phase [ and Phase 11 SBIR or STTR project work. Very likely, there will be a pause
either after Phase I or in the middle of Phase II grant period. Innovations and
technology-based economic development are only realized over long-term. Thus,
no one (federal agencies, companies, or state support system) benefits by short-
term reauthorizations. By having program reauthorizations for longer term (for
example, 10-year period) and eliminating any confusion caused by frequent
changes, companies can focus on the development of high-risk technologies, plan
and execute business strategies for manufacturing and commercialization, and
attract private capital for growth and job creation. Likewise, participating federal
agencies can develop their agency-specific program and administer the program
stably through knowledgeable and experienced program staff. Further, just
knowing that the Programs are authorized for longer-term, states can develop
appropriate strategic approach and tools necessary for out-reach and training of all
businesses in the state irrespective of their geographic locations.

In summary, a longer term program reauthorization will bring stability to the
administration of the programs; allow businesses to deal with technical, business
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and market risks; help create high-paying jobs for college graduates; enable
America to compete well in a global market; and, more importantly, it will result
into local, regional and national economic development.

Diversity and Geographic Distribution of Awards: Most of the awards are won by firms
competing on the west coasts, but we know we have good science and innovation in all our
states. Also, we know the programs aren’t meeting the Congressional objectives of
participation of women and minorities, as demonstrated by the map I presented at the

roundtable.

Question for SBA, SBIR Agencies and Dr. Jain -- We need a coordinated,
targeted and sustained plan with benchmarks to improve geographic
distribution of awards. What coordinated plans does the Administration have
in the works or in place to improve geographic distribution of awards?

Other than the national SBIR Conferences and efforts to reach out through webinars,
ne other coordinated plan is in place or apparent. The Department of Energy (DOE)
is in the process of developing a Phase 0 program for outreach and education
assistance. With agencies having a 3% of the SBIR funds at their disposal, any
targeted, coordinated and sustainable plan from the agencies will go a long way to
improve the geographic distribution of awards. The program needs to retain its
competitive nature and high integrity to select the best innovative technologies for
award through a peer review process. No quotas (funds or number of awards)
should be put in place to increase the share of awards to the underrepresented
groups. Instead, enhanced efforts should be made to reach out to minority-owned
businesses, woman-owned businesses and businesses in underrepresented
geographical areas to make them more competitive so that the credibility or quality
of the programs is not compromised.

The assistance made available by state and local agencies for training, networking,
mentoring, and enabling university-business interactions should be improved in
“have not” states by encouraging travel by the federal agencies program staff to
these states and by holding multiple regional conferences each year to cover
broader geographical area.

Question for Dr. Jain -- As the representative of the state SBIR directors,and a
representative of Kentucky, which has funding from the Federal and State
Technology Outreach (FAST) program, where does the FAST program fit into
the Agencies’ plans to improve geographic distribution of awards?

The Federal and State Technology (FAST) Partnership program is central to the
Agency's plan for outreach by states to improve geographic distribution of awards.
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It has helped in making a difference in raising the level of awareness among
targeted businesses, developing tools for training, providing small financial
assistance in the form of Phase Zero and Double Zero grants, and enhancing the
quality of proposals that were submitted. But the FAST grant is too small to be
effective and it only funds about 20 states. The amount of funding barely supports a
qualified, knowledgeable, and experienced person for a year to achieve the goals.
With FAST awards being made annually on a competitive basis, it is difficult te
retain the person on a regular basis since there is an uncertainty before an award
can be received for the following year. With the inherent uncertainty, itis a
challenging task to get non-federal matching funds. Some of the tools developed
under the FAST have been adopted and sustained through state programs, but the
amount of FAST funding which is critical for cutreach needs to be increased and be
provided to many more states at least for a three year period at a time to maintain
the continuity. The annual FAST budget should be increased to $10 Million. For any
other targeted focus areas, agencies can use part of their 3% administrative funds
with or without the help of state rescurces. Currently, no agency is supplementing
FAST grants but they have participated in national and regional/state SBIR
conferences when the program staff travel has been permitted.
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Dol} response to:
Post-Hearing Questions for the Record
From Senator Mary Landrieu
Chair

Length of Reauthorization: The most important change of the Reauthorization Act was
reauthorizing the program. The Senate wanted permanency originally, and its final version
passed with 8 years. The House wanted 2 years. The compromise was 6 years. If the
House version had been enacted, the programs would be expiring on expiring Sept. 30,
2014.

Q1. Question for All participants — As a business owner, SBIR expert or advocate, or
SBIR program manager, would a two-year reauthorization period, with an expiration
approaching in September, be good or bad? Please explain why. This is important for
informing the next requthorization.

Al. Two year reauthorization would be detrimental to maintaining the long-term viability
of the SBIR and STTR Programs. DoD recornmends that the programs be made
permanent; the increased stability would facilitate long term program planning and create
certainty for small business. Frequent reauthorizations are especially disruptive to DoD
SBIR/STTR Programs, because the Department is so large; it requires time to promulgate
implementation throughout the Department.
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Diversity and Geographic Distribution of Awards: Most of the awards are won by firms
competing on the west coasts, but we know we have good science and innovation in all our
states. Also, we know the programs aren’t meeting the Congressional objectives of
participation of women and minorities, as demonstrated by the map I presented at the
roundtable.

(2. Question jor SBA, SBIR Agencies and Dr. Jain -- We need a coordinated, targeted
and sustained plan with benchmarks to improve geographic distribution of awards. What
coordinated plans does the Administration have in the works or in place to improve
geographic distribution of awards?

A2, Participation in DoD’s SBIR program by small businesses identifying themselves as
women-owned or as minority-owned is higher than the small business procurement goals
set by SBA for all Federal procurement. For FY 2011 and FY 2012 the Department made
approximately 15 percent of SBIR/STTR awards to women-owned companies and
approximately 6 percent to minority-owned companies. By comparison, the Federal
Government goal for participation of women-owned small businesses in all Government
contracting was S percent in FY 2011 and FY 2012; the goal was not achieved either year
(achieving 3.9 in 2011 and 4.0 in 2012). Similarly, the goal for small disadvantaged
businesses was also 5 percent each of those years; the achievement in FY 2011 was 7.7
and was 8.0 in FY 2012.

DoD Outreach includes numerous activities designed to provide equal opportunity to all
offerors, with particular emphasis on the SBA’s list of underrepresented states. DoD
coordinates outreach activities externally with the SBA and other Federal agency SBIR
programs through the SBA Outreach Working Group. Internally, the DoD Component
SBIR programs work together to make optimum use of their resources. Outreach is being
conducted through national, state, and regional conferences, development of web-based
tools such as social media, websites, listservs, webinars, and one-on-one assistance. Many
activities are aimed at informing new applicants how to prepare and submit proper
applications.
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3. 3% Funding for Administrative, Qutreach & Oversight Purposes: For the first time in
the history of the SBIR and STTR programs, Congress allowed the agencies to use a
portion {(up to 3%) of their SBIR funds {not STTR funds) for new initiatives to help the
program managers do their jobs and make the programs better and mote diverse. Ona
three-year pilot basis, agencies are allowed the money, and a big emphasis for the Senate
is outreach. P.L. 112-81 named a national conference as an allowable expense, and the
Senate would like to see the Administration build on the work that John Williams of the
Navy SBIR program did last year to restart a national conference. The Senate emphasized
that the funds should be used to make conferences affordable for students and start-ups.
The law also required agencies to have a plan approved by the SBA before they could use
the money. The Congress wanted plans to have metrics to be able to measure and assess in
three years, at the end of the pilot, whether the pilot should be continued or return the
money to the general SBIR funding for awards to small businesses.

(3. Question for the SBA and agencies -~ Provide a chart to the Committee that breaks
down the plans for each agency’s use for the money

Question for the SBA and the SBIR Agencies -- Please provide in the chart above the
dollar amount of the 3% for each participating agency, and also provide how much of the
3% funding is going to outreach for diversity and geographic distribution (dollars and
percent of the 3%)7

A3. The SBA approved DoD work plan for FY 2013 SBIR administrative funds follows.

Administrative Funding Category FY 2013 plan approved by SBA
Outreach 12-17%

Commercialization 40-50%

Streamlining 8-13%

Reporting 5-10%

Policy Compliance 18-33%

Thus far, DoD has obligated 16 percent, or $4,877,932 of the authorized FY 2013 SBIR
administrative funds available (3 percent equates to $30.1M) under this plan. For outreach
activities, DoD has obligated $1,090,670 or 22 percent of the FY2013 authorization. The
remaining funds will be obligated in accordance with the SBA approved plan; any non-

3
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expended funds under this authority will be used to award small business SBIR contracts.
The diversity and distribution issues were addressed in question 2. With regard to the
obligation rate, note that DOD has 2-year money. Please see question 1: “How is the DOD
planning on complying with the mandated language that SBIR/STTR spending be reported
every fiscal year, rather than over the course of two fiscal years?” from Senator Risch for a
fuller explanation on how the Department expends appropriated funds in the SBIR and
STTR Programs.
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4. Commercialization Provisions:  The law included several provisions designed to
increase the transition of technologies developed by small business firms in the SBIR and
STTR programs. For example, the law created an SBIR/STTR acquisition preference to
try and ensure that Federal agencies and prime contractors give Phase III awards to the
small firms that developed the technology through the SBIR and STTR programs. And to
provide some accountability if they are doing it, and planning to do it, the law required the
agencies and departments to establish goals and reporting requirements on Phase III
awards.

Q4a. Question for the SBA and Agencies — [ sent a letter to the agencies on March 5,
2013, regarding the commercialization sections of the law to get an update on
implementation. Have the agencies established Phase IIT goals? Please be specific of
what the goals are.

Ada. Yes, DoD has Phase {I1 goals. The recently released DaD 5000,02 acquisition
instruction requires acquisition program managers to “establish goals for applying SBIR
and STTR technologies in programs of record. For contracts with a value at or above $100
million, program managers will establish a goal for the transition of Phase III technologies
in subcontracting plans, and report the number and dollar amount of contracts entered into
for Phase 111 SBIR or STTR projects. At each milestone indicated, the Program Manager
will provide a detailed plan for the use of SBIR and STTR technologies and associated
planned funding profile (Phase I, II, and I1).”

(4b. Are the acquisition agencies complying with the SBIR/STTR preference and sole
source?

A4b. Anecdotal feedback from contracting officers and program managers indicates that
the acquisition agencies are in compliance with USD AT&L guidance, established several
years ago, on SBIR/STTR preference and sole source. The policy letter "Small Business
Innovation Research (SBIR) Program Phase I Guidance," Dec § 2008, states the
following: "For Phase III, Congress intends that agencies or Government prime contractors
that pursue R&D or production for agencies utilizing technology developed under the
SBIR Program, give preference, including sole-sources awards, to the awardee that
developed the technology. Consistent with DoD policy, program managers should include
SBIR as part of ongoing program planning and give favorable consideration, in technology
and acquisition planning processes, for funding successful SBIR technologies."
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Q5. Question for DoD/Mr. Gudger: The Committee got complaints that DoD was
reluctant to establish goals, but [ understand they are now moving forward. Does DoD
agree with that characterization, and is the Agency supporting the program managers and
contracting officers to make progress on Phase Il awards? Please give specifics.

AS5. See response to question 4
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QUESTIONS FOR DOE (OLIVER) FROM CHAIR LANDRIEU
Length of Reauthorization: The most important change of the Reauthorization Act was reauthorizing the
program. The Senate wanted permanency originally, and its final version passed with 8 years. The House

wanted 2 years. The compromise was 6 years. If the House version had been enacted, the programs
would be expiring on expiring Sept. 30, 2014.

Q1.  Question for All participants—As a business owner, SBIR expert or advocate, or SBIR program
manager, would a two-year reauthorization period, with an expiration approaching in September,
be good or bad? Please explain why. This is important for informing the next reauthorization.

Al.  From the perspective of an SBIR program manager, longer reauthorizations are important for
implementing new initiatives to improve these programs. Under a two-year reauthorization, an
administrative funding pilot would be impractical, since only one year of administrative funds
could be authorized and there would still be insufficient time to report on the pilot prior to the
next reauthorization. Engaging with external organizations on new initiatives would also be more
challenging if these organizations perceive the initiatives may only exist for two years. For
example, DOE recently engaged with technology transfer offices at universities to facilitate the
use of the SBIR/STTR funding to commercialize DOE-funded research at these universities. This
initiative required the university and DOE to first reach agreement on a memorandum of
understanding. Universities are less likely to make this investment in time if the initiative would

have been in place for FY 2014 only.

Longer reauthorizations are also important to agency efforts to expand the applicant pool to
include new small businesses so that we can obtain the highest quality applications. If these
businesses perceive the programs to be of only short duration, they may not invest the effort to

learn about these programs and submit applications.



76

Y C Majority-Owned Small Businesses: The law changed the eligibility of these small business
programs to allow, for the first time, firms majority owned by entities——venture capital firms, private
equity firms and hedge funds—instead of individuals, to compete for a portion of SBIR funds. It was not
a mandate on each agency; it gave flexibility to agencies to determine if it was needed for their
technology problems and then opt in. This was very controversial, and we need to make sure it is
working and controls are in place to make sure the firms are American-owned and are small businesses,
not puppets of corporations and foreign firms.

Q2.  Question for NIH/Dr. Portnoy and Department of Energy/Dr. Oliver—When did or when will
your agency start making VC SBIR awards? And how much and what percent of the VC portion
has been used so far?

A2.  Within the Department of Energy, the Advanced Research Projects Agency - Energy (ARPA-E)
has exercised the authority to make awards to small businesses that are majority-owned by
multiple venture capital operating companies, hedge funds, or private equity firms (section 5107
authority). ARPA-E provided notice to the Small Business Administration and Congress in
August 2013 of its intent to utilize section 5107 authority and started utilizing the authority for
its FY 2013 SBIR awards. While award negotiations for the FY 2013 SBIR awards remain
ongoing, approximately $1.7 million—and no more than 25%—of ARPA-E’s FY 2013 SBIR set
aside is expected to be awarded to small businesses that are majority-owned by multiple venture
capital operating companies, hedge funds, or private equity firms. For the remainder of the
Department’s SBIR/STTR programs, administered within the Office of Science (which handled
approximately 96% of the Department’s FY 2013 SBIR funding), there was no use of section

5107 authority.
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Diversity and Geographic Distribution of Awards: Most of the awards are won by firms competing on
the west coasts, but we know we have good science and innovation in all our states. Also, we know the
programs aren’t meeting the Congressional objectives of participation of women and minorities, as
demonstrated by the map I presented at the roundtable.

Q3.

A3.

Question for SBA, SBIR Agencies and Dr. Jain—We need a coordinated, targeted and sustained
plan with benchmarks to improve geographic distribution of awards. What coordinated plans
does the Administration have in the works or in place to improve geographic distribution of
awards?

An Qutreach & Communications working group, chaired by John Williams (Navy SBIR/STTR
program manager) and Ed Metz (Department of Education SBIR program manager), will address
opportunities to improve outreach, particularly to under-represented groups, starting in January,
2014. This working group includes a representative from SBA and SBIR/STTR program staff
from DHS, DOD, DOE, NIH, and NSF. This group plans to collect information on outreach
efforts at the agencies, including existing and planned outreach targeted at improving geographic
distribution. The goals for the working group have not been established but it is anticipated that
one of those goals will be the implementation of a coordinated outreach strategy that will include

improving geographic distribution of awards.

The Department of Energy has implemented two practices that have improved outreach to under-
represented states: webinars and state outreach meetings. These are examples of individual
agency efforts that the Outreach and Communications working group will evaluate as part of a
coordinate federal outreach strategy. Our webinars, which discuss both our technical topics and
the application and award process, have reached 3,000 potential applicants over the past two
years, a number far higher than we can reach through in-person meetings. Attendees from all 50

states, the District of Columbia, and Puerto Rico have attended our webinars.

We have also contacted Small Business Development Centers from under-represented states to
identify opportunities to do conduct outreach meetings with small businesses. One example was

a February 2013 meeting, hosted by the South Carolina Clean Energy Business Alliance. I
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provided an introduction to the DOE SBIR and STTR programs, while Earl Wagener, CEO,
Tetramer Technologies and Michael Lake, Co-founder, Liquid Lignin, two South Carolina small
businesses that have received DOE SBIR Phase 1 and Phase I1 awards, discussed their
experiences with these programs and how they were able to leverage these programs to bring

new innovations to market.

3% Funding for Administrative, OQutreach & Oversight Purposes: For the first time in the history of the
SBIR and STTR programs, Congress allowed the agencies to use a portion (up to 3%) of their SBIR
funds (not STTR funds) for new initiatives to help the program managers do their jobs and make the
programs better and more diverse. On a three-year pilot basis, agencies are allowed the money, and a big
empbhasis for the Senate is outreach. P.L. 112-81 named a national conference as an allowable expense,
and the Senate would like to see the Administration build on the work that John Williams of the Navy
SBIR program did last year to restart a national conference. The Senate emphasized that the funds
should be used to make conferences affordable for students and start-ups. The law also required agencies
to have a plan approved by the SBA before they could use the money. The Congress wanted plans to
have metrics to be able to measure and assess in three years, at the end of the pilot, whether the pilot
should be continued or retumn the money to the general SBIR funding for awards to small businesses.

Q4. Question for the SBA and agencies—Provide a chart to the Committee that breaks down the
plans for each agency’s use for the money.

A4.  The chart below provides the FY 2013 (actual) and FY 2014 (estimated) use of administrative
funding by DOE. Within DOE, ARPA-E administers an independent SBIR program, and used its
SBIR funding for awards only, with no SBIR funding used for administrative, outreach, or

oversight purposes; so ARPA-E funding is not included within the chart.
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Question for the SBA and the SBIR Agencies—Please provide in the chart abave the dollar
amount of the 3% for each participating agency, and also provide how much of the 3% funding is
going to outreach for diversity and geographic distribution (dollars and percent of the 3%)?

In FY 2013, DOE made $1,445,000 available for administrative and oversight, and did not have
any funding for outreach. The maximum amount DOE could have made available for these

purposes was $4,849,743 (three percent of the SBIR total of $161,658,110, which includes

$6,121,110 of ARPA-E funding).

For FY 2014, DOE is planning to implement a Phase 0 Assistance program that is targeted at
three under-represented groups: small businesses that are majority-owned by socially and
economically disadvantaged individuals, small businesses that are majority-owned by women,
and small businesses from under-represented states. This assistance program will be executed by
a contractor at an initial annual estimated cost of $1,475,000. Because we don’t yet have our

FY 2014 SBIR budget, we cannot provide the exact percentage of the maximum allowable
administrative funds that this figure represents. We estimate it to be approximately 25-30% of

the maximum allowable administrative funds.
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Commercialization Provisions: The law included several provisions designed to increase the transition
of technologies developed by small business firms in the SBIR and STTR programs. For example, the
law created an SBIR/STTR acquisition preference to try and ensure that Federal agencies and prime
contractors give Phase III awards to the small firms that developed the technology through the SBIR and
STTR programs. And to provide some accountability if they are doing it, and planning to do it, the law
required the agencies and departments to establish goals and reporting requirements on Phase III awards.

Question for the SBA and Agencies—I sent a letter to the agencies on March 5, 2013, regarding the
commercialization sections of the law to get an update on implementation.

Q6.  Have the agencies established Phase III goals? Please be specific of what the goals are.
A6.  Phase IlI goals, as stated in 15 USC § 638 (y)(4)(A), are applicable only to the Department of

Defense.

Q7.  Are the acquisition agencies complying with the SBIR/STTR preference and sole source?

A7.  The Department of Energy is not an acquisition agency.
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Dr. Matthew Portnoy
National Institutes of Health
United States Senate Committee on Small Business
Roundtable on SBIR/STTR
December 18, 2013

QUESTIONS FROM CHAIR LANDRIEU

Length of Reauthorization: The most important change of the Reauthorization Act was
reauthorizing the program. The Senate wanted permanency originally, and its final version passed
with 8 years. The House wanted 2 years. The compromise was 6 years. If the House version had
been enacted, the programs would be expiring on expiring Sept. 30, 2014.

Question for All participants — As a business owner, SBIR expert or advocate, or SBIR program
manager, would a two-year reauthorization period, with an expiration approaching in September,
be good or bad? Please explain why. This is important for informing the next reauthorization.

NIH/HHS response: There are many benefits associated with a longer reauthorization period. A two-
year reauthorization creates challenges as Federal SBIR agencies need time to implement the
reauthorization and evaluate the program. Examples include time for:

1. SBA to issue revised Policy Directives, which provides agencies the frame work of how to
implement any reauthorization provisions (typically 3-6 months with required public comment
period/s, pethaps longer if eligibility rules change which is a Size Rule change).

2. After SBA issues revised Policy Directives and/or Eligibility Rules (can take 3-6 months)
reflecting any statutory changes, depending on the nature of the change, agencies may take months
or more to implement agency-specific systems, regulations, timelines, and resources. Then
agencies would need to issue new or revised solicitations (funding opportunity announcements)
and guidance to the small business community.

3. Once changes are implemented, then applicants can take advantage of them at their next
application submission and then go through a review and funding cycle until awards are made.

For the current reauthorization, given all of the above, it has taken NIH/HHS these past two years to
implement the majority of the provisions in the Reauthorization Act 0f 2011, with the remainder of
implementation on track to occur in 2014. To give a reasonable amount of time for the SBIR community
to utilize the new provisions and flexibility afforded by the current reauthorization, it will be a few vears
before the Agencies may reasonably assess the impact and outcomes of these new provisions and
flexibility.

VC Maijority-Owned Small Businesses: The law changed the eligibility of these small business
programs to allow, for the first time, firms majority owned by entities — venture capital firms,
private equity firms and hedge funds — instead of individuals, to compete for a portion of SBIR
funds. It was not a mandate on each agency; it gave flexibility to agencies to determine if it was
needed for their technology problems and then opt in. This was very controversial, and we need to
make sure it is working and controls are in place to make sure the firms are American-owned and
are small businesses, not puppets of corporations and foreign firms.

1
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Question for NIH/Dr. Portnoy and Department of Energy/Dr. Oliver — When did or when
will your agency start making VC SBIR awards/ And how much and what percent of the
VC portion has been used so far?

NIH/HHS response: NIH implemented the ability for VC-backed Small Business Concemns (SBCs) to
apply to the SBIR program with the re-issuance of its 2013 SBIR Omnibus solicitation in May 2013 and
for all NIH SBIR solicitations issued since SBA issued the revised Size Rule on January 28, 2013. On
May 30, 2013, NIH issued a notice to the Guide for Grants and Contracts to inform the community about
this change.’ Prior to this, as required by the Reauthorization Act, NIH submitted its written
determination that it will exercise the VC-SBIR authority to SBA and the Congress in March 2013.

From NIH’s August 5, 2013, due date and beyond, all NIH SBIR solicitations have been opened up to
VC-backed SBCs, At this time, no VC SBIR awards have been made, as the earliest funding date for
applications submitted in August 2013 will be March 2014.

Diversity and Geographic Distribution of Awards: Most of the awards are won by firms

competing on the west coasts, but we know we have good science and innovation in all our states.
Also, we know the programs aren’t meeting the Congressional objectives of participation of women
and minorities, as demonstrated by the map I presented at the roundtable.

Question for SBA, SBIR Agencies and Dr. Jain -- We need a coordinated, targeted and
sustained plan with benchmarks to improve geographic distribution of awards. What
coordinated plans does the Administration have in the works or in place to improve
geographic distribution of awards?

NIH/HHS Response: NIH is actively engaged with SBA and the other SBIR agencies in developing a
coordinated outreach plan. NIH has increased its own outreach, within the context of current travel
guidelines for Federal Agencies.

NIH’s SBIR/STTR outreach activities during Fiscal Years (FY) 2012 and 2013 were directed at
identifying new SBIR/STTR applicants, with a special emphasis on women-owned businesses, socially
and economically disadvantaged businesses, and under-represented states,

NIH conducted targeted outreach to these under-represented groups through collaboration with SBA and
partnering SBIR and STTR Governmental Agencies, including NSF, DOD, DOE, and NASA. NIH
participated in webinars, conferences, and in-person events throughout the country as part of our outreach
effort.

Below is a high-level summary of NIH outcomes for FYs 2012-2013 (overall attendance, IDeA state,
WOSB and SDB tracking began in mid-FY 2013):

* http://grants.nih.gov/erants/guide/notice-filesNOT-0D-13-07 Lhtm}

2 [DeA states include Alaska, Arkansas, Delaware, Hawait, Idaho, Kansas, Kentucky, Louisiana, Maine, Mississippi, Montana,
North Dakota, Nebraska, New Hampshire, New Mexico, Nevada, Oklahoma, Puerto Rico, Rhode Island, South Carolina, South
Dakota, Vermont, West Virginia, and Wyoming.

2
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45 events fotal (webinars and in-person conferences) hosted in 21 states (including 6 IDeA
states).

o 35 in-person conferences/events hosted in 15 states (including 4 IDeA states*).

o 10 webinars with hosts from 8 states (including 3 IDeA states).
15% Annﬂal’!\ﬁl—’[ SBIR/STTR conference, hosted in South Dakota in October 2013, reached
366 people in 37 states plus Puerto Rico and DC (13 of the states including Puerto Rico were
IDeA states; and 144 attendees (39 percent) were from IDeA states including Puerto Rico).
* Over 3,200 attendees reached through 19 events
* 254 WOSB reached through 6 events
* 149 SDB reached through 5 events
16 IDeA States and PR reached through events and conference, including: Alaska, Arkansas,
Delaware, Hawaii, Idaho, Kansas, Kentucky, Maine, Montana, North Dakota, Nebraska, New
Hampshire, Oklahoma, Puerto Rico, South Dakota, Vermont, and Wyoming.
42 states plus DC and PR reached, include: Alaska, Arkansas, Arizona, California, Colorado,
Connecticut, Delaware, District of Columbia, Florida, Georgia, Hawaii, Iowa, Idaho, Iilinois,
Indiana, Kansas, Kentucky, Maine, Maryland, Maryland, Massachusetts, Michigan, Missouri,
Minnesota, Montana, New Jersey, Nebraska, New Hampshire, New York, North Carolina,
North Dakota, Ohio, Oklahoma, Oregon, Pennsylvania, Puerto Rico, South Dakota, Texas,
Utah, Vermont, Virginia, Washington, Wisconsin, and Wyoming.

NIH outreach activities included:

Holding webinars, including SBA webinar on July 15, 2013: http://sbir.gov/content/sbir-
webinars-posted-online;

Organizing and attending conferences;

Developing promotional materials for distribution at outreach events;

Revising NIH SBIR/STTR website content;

Utilizing social media to connect with the SBIR/STTR community — created and managed
@NIHsbir Twitter account, and several new NIH Institute SBIR twitter accounts;

Hiring an outreach specialist; and

Collaborating with SBA and other SBIR and STTR govemnmental agencies, including NSF,
DOD, DOE, and NASA.

3% Funding for Administrative, Qutreach & Oversight Purposes: For the first time in the history

of the SBIR and STTR programs, Congress allowed the agencies to use a portion (up to 3%) of
their SBIR funds (not STTR funds) for new initiatives to help the program managers do their jobs
and make the programs better and more diverse. On a three-year pilot basis, agencies are allowed
the money, and a big emphasis for the Senate is outreach. P.L. 112-81named a national conference
as an allowable expense, and the Senate would like to see the Administration build on the work that
John Williams of the Navy SBIR program did last year to restart a national conference. The Senate
emphasized that the funds should be used to make conferences affordahle for students and start-
ups. The law also required agencies to have a plan approved by the SBA before they could use the
money. The Congress wanted plans to have metrics to be able to measure and assess in three years,



at the end of the pilot, whether the pilot should be continued or return the money to the general
SBIR funding for awards to small businesses.

Question for the SBA and agencies -- Provide a chart to the Committee that breaks down the
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plans for each agency’s use for the money.

Question for the SBA and the SBIR Agencies -- Please provide in the chart above the dollar
amount of the 3% for each participating agency, and also provide how much of the 3%
funding is going to outreach for diversity and geographic distribution (dollars and percent of

the 3%)?

NIH/HHS Response: The SBA-approved HHS work-plan for FY 2013 SBIR administrative funds is

below.

Administrative fund category

FY13 plan for 3%, approved by

InFY 2013, NIH spent 0.51 percent, or $3,185,000, in SBIR administrative funds of the available

3 percent, or $18,822,697, under the authority. NIH started spending SBIR administrative funds in
April 2013 after SBA approved Agency SBIR administrative fund plans and the Agency had final
numbers for FY 2013 and associated reductions from the Budget Control Act. NIH also set up the
appropriate tracking and controls for these funds and adhered to travel limitations under the Efficient

SBA
Outreach 40%
Commercialization 15%
Streamlining and Simplification 10%
Reporting — Administrative, 10%
Congressional, and inter-Agency
Administration and 25%
Implementation of
Reauthorization

100%

Spending Policy. The remainder of the funds was spent on SBIR awards.

For the Outreach activities described above (some of which occurred in FY 2013) and additional activities
by NIH Institutes, a total of $401,161, or 12.6 percent of the 0.51 percent NIH spent (not the full

3 percent).

Commercialization Provisions: The law included several provisions designed to increase the
transition of technologies developed by small business firms in the SBIR and STTR programs. For
example, the law created an SBIR/STTR acquisition preference to try and ensure that Federal
agencies and prime contractors give Phase III awards to the small firms that developed the

4
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technology through the SBIR and STTR programs. And to provide some accountability if they are
doing it, and planning to do it, the law required the agencies and departments to establish goals and
reporting requirements on Phase III awards.

Question for the SBA and Agencies ~ I sent a letter to the agencies on March 5, 2013,
regarding the commercialization sections of the law to get an update on implementation.

Have the agencies established Phase III goals? Please be specific of what the goals
are,

Are the acquisition agencies complying with the SBIR/STTR preference and sole
source?

NIH/HHS Response: As NIH stated in its April 23, 2013, reply to Sen. Landrieu’s’ letter:

NIH does not fund or issue many Phase III awards in the SBIR/STTR programs. Beyond Phase I and 1T
awards, NIH's intention is that these projects are supported in the private sector by venture capitalists,
pharmaceutical, and biotechnology companies because of the significant amount of capital and
development times necessary for clinical trials and federal regulatory approval. The overall goal of NIH's
SBIR/STTR program is to commercialize the biomedical technology in the open market as a means for
improving health and saving lives.

Approximately 95 percent of the SBIR awards and 100 percent of the STTR awards are made in the form
of grants-in-aid to small business concerns. The remaining approximately five percent of the SBIR awards
are in the form of contracts. The technology funded by those contracts is rarely directly acquired by NIH.
Several agencies outside of HHS award a substantial amount of their SBIR/STTR funds through Phase I
and IT contracts and eventually award Phase [II contracts with the goal of purchasing the technology for
the Agency's use in the future. Thesc agencies carefully oversee the development of the technologies in
the contracts and will directly benefit from the Phase III special acquisitions preference in section 5108 of
the 2012 NDA. However, NIH awards almost all grants for Phases I and II. Unlike a contract, NIH does
not direct the development of any specific technology with the goal of purchasing it in the future. NIH
funds grants that will further support the overall NIH mission and will be commercialized in the open
market. As a result, and according to the statutory language in section 5108 "to the greatest extent
possible,” the Phase III special acquisition preference is not as applicable to NIH, since few products,
services, or further research are intended to be purchased and used by NIH.

NIH and HHS are not acquisition agencies.
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QUESTIONS FROM CHAIR LANDRIEU

Question 1:

Length of Reauthorization: The most important change of the Reauthorization Act was
reauthorizing the program. The Senate wanted permanency originally, and its final version
passed with 8 years. The House wanted 2 years. The compromise was 6 years. If the
House version had been enacted, the programs would be expiring on expiring Sept. 30,
2014.

Question for All participants — As a business owner, SBIR expert or advocate, or
SBIR program manager, would a two-year reauthorization period, with an
expiration approaching in September, be good or bad? Please explain why. This is
important for informing the next reauthorization.

U.S. Small Business Administration (SBA) Response:

The reauthorization period of six years best serves the Small Business Innovation Research (SBIR) and
Small Business Technology Transfer (STTR) programs. The longer reauthorization period allows
agencies a reasonable amount of time to implement the new provisions for the SBIR and STTR programs
that were included in the Defense Authorization Act for Fiscal Year 2012, Pub. L. 112-81, 125-Stat. 1298,
which contains the SBIR/STTR Reauthorization Act of 2011 (Reauthorization Act) and is interpreted in
SBA’s Policy Directives. Additionally, the longer reauthorization period is a more reasonable timeframe
for small businesses to become acquainted with those new provisions.

A longer reauthorization period, also allows ample time for new statutory provisions to be utilized and a
track record of data established to measure the usefulness of those provisions. As a result, metrics and
data can be analyzed for discussions regarding the next reauthorization.

Question 2:

VC Majority-Owned Small Businesses: The law changed the eligibility of these small
business programs to allow, for the first time, firms majority owned by entities — venture
capital firms, private equity firms and hedge funds — instead of individuals, to compete for
a portion of SBIR funds. It was not a mandate on each agency; it gave flexibility to
agencies to determine if it was needed for their technology problems and then opt in. This
was very controversial, and we need to make sure it is working and controls are in place to
make sure the firms are American-owned and are small businesses, not puppets of
corporations and foreign firms.

Question for SBA/Pravina Raghavan -- Have any agencies other than
HHS/NIH and Energy’s ARPA-E division opted in to the SBIR VC Majority-
Owned Small Business program?
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SBA’s Response:

No, at this time, the U.S. Department of Health and Human Services (HHS)/National Institutes of Health
(NIH) and Advanced Research Projects Agency-Energy (ARPA-E) are the only two agencies/components
that have opted to take advantage of this authority.

Question 3:

Diversity and Geographic Distribution of Awards: Most of the awards are won by firms
competing on the west coasts, but we know we have good science and innovation in all our
states. Also, we know the programs aren’t meeting the Congressional objectives of
participation of women and minorities, as demonstrated by the map I presented at the
roundtable.

Question for SBA, SBIR Agencies and Dr. Jain -- We need a coordinated,
targeted and sustained plan with benchmarks to improve geographic
distribution of awards. What coordinated plans does the Administration have
in the works or in place to improve geographic distribution of awards?

SBA's Response:

SBA has been working with agencies to address the issues of diversity and geographic distribution of
awards. Efforts have included joint outreach programs (e.g., recent Historically Black Colleges and
Universities (HBCU) program at the National Institute of Standards and Technology (NIST) and SBA’s
efforts to include diversity as the focus of its annual Federal and State Technology (FAST) program. In
this regard, SBA has made providing assistance to women, minorities and underserved states a focus of
FAST outreach efforts over the past three years. In addition, SBA, in cooperation with participating SBIR
agencies, has established an Outreach Working Group, which has as one of its goals, the coordination of
efforts and improvement of results in the areas of diversity and geographic distribution of awards. SBA
has also initiated a very successful monthly webinar series on cutting edge SBIR and STTR topics. A
special effort has been made to encourage participation by underserved groups. Discussions have been
held to consider best practices already being utilized by agencies, as well as program wide initiatives such
as a National Conference focusing on the underserved. Past webinar sessions may be listened to by going
to www.sbir.gov. Furthermore, SBA’s Office of Investment and Innovation has been coordinating efforts
with SBA’s Office of Entrepreneurial Development and Office of Women’s Business Ownership to help
facilitate and expedite better connections and enable “cross pollination” between various sectors and
demographics to ensure information and resources are identified and shared with larger communities of
interested and relevant stakeholders. Other outreach efforts may be viewed as part of agency outreach
plans to utilize administrative funding in the chart below.
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Question 4:

3% Funding for Administrative, Outreach & Oversight Purposes: For the first time in the
history of the SBIR and STTR programs, Congress allowed the agencies to use a portion

(up to 3%) of their SBIR funds (not STTR funds) for new initiatives to help the program
managers do their jobs and make the programs better and more diverse. On a three-year
pilot basis, agencies are allowed the money, and a big emphasis for the Senate is outreach.
P.L. 112-81named a national conference as an allowable expense, and the Senate would
like to see the Administration build on the work that John Williams of the Navy SBIR
program did last year to restart a national conference. The Senate emphasized that the
funds should be used to make conferences affordable for students and start-ups. The law
also required agencies to have a plan approved by the SBA before they could use the
money. The Congress wanted plans to have metrics to be able to measure and assess in
three years, at the end of the pilot, whether the pilot should be continued or return the
money to the general SBIR funding for awards to small businesses.

Question for the SBA -- With Senator Snowe, I sent a letter on July 23, 2012, to
the agencies to emphasize the allocation increase and the priority of outreach
for the 3% funds. How many of 11 agencies applied to use money?

SBA’s Response:

In Fiscal Year (FY) 2013, ten of the eleven SBIR agencies had Administrative Funding Plans approved by
SBA.

In FY 2014, eight of the eleven SBIR agencies had Administrative Funding Plans approved by SBA.
SBA is in discussions with the Department of Education (ED), Environmental Protection Agency (EPA),
and the Department of Homeland Security (DHS) about the submittal of Administrative Funding Plans
for FY 14.
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Question for the SBA and agencies -- Provide a chart to the Committee that
breaks down the plans for each agency’s use for the money

SBA’s Response:

2014 Administrative Funds Breakdown (Currently)

Agincy | Outreach | Commercialization | Streamiining & " £ Reporfing: Administration & | Total
for Simplification Detection of Administrative, implementation of
Diversity Fraud, Waste, & | Congressional & 15311“ SEIR Poil
and Abuse Interagency Dirstives
Geographic
Distribution
No Budget at this | No Budget at this | No Budget af this
time (To be time (To be time {To be handled
USDA $93,600 $326.400 handied by Staff) | handied by Staf) | by Staff) $150,000 $570,000
No Budget at this | No Budget at this | No Budget at this | No Budget at this
time (To be time (To be time (To be time (To be handled
NIST 83,875 handled by Staff) | handled by Staff) | handied by Staff) | bY Stafl) 81,328 5,000
No Budgetat this | No Budgetat this | Ne Budget at this | No Budgefat this | No Budget at this
time (To be time {To be time (To be time {To be handled | time {To be
NOAA $29500 | handied by Staf) | handied by Staf) | handled by Staff) | by Staff) handled by Staff) 9,500
No Budget at this
timme {To be
poT 520,640 $4,300 $4,300 handied by Stafh) $1,500 $4,300 $86.000allocated
Dop $2.96-54.4 M $11.84-514.8M §1.48-52.96M $88BK-32.368M $1.48-52.96M $4.44-87.4M 5296M
Ne Budget at this No Budget at this No Budget at this
time {To be time {T'o be time (To be handled
DOE $1.5M handled by Staff) | handied by Staff) $150,000 by Staff) §600,000 $2.25M
HHS
§7.296M §2.98M $1.91M $384,000 SimM $4.8M $19.2M
No Budget at this No Budget at this
time (To be ime (To be
NSF $27M $750,000 $200,000 handled by Staff) $100,000 handied by Stafl) | $3.75M
No Budget No Budget at this | No Budget at this Up to §160,000 UptoSLIM Up to SLIM
at this time time (Ta be time (To be between Reporting | between Reporting
NASA {To be haandled by Staff) | handled by Staif) and Admini ‘ and Administration | $1.2M
handled by {Not breken down {Not broken dewn
Staff) specifically) specifieally)
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Question for the SBA -- Is the 3% money reaching program managers, or is the money being
diverted for costs the agencies should be covering?

SBA’s Response:

It is SBA’s understanding that the money is reaching program managers and is not diverted for costs the
agencies should be covering.

Question for the SBA and the SBIR Agencies -- Please provide in the chart above the dollar
amount of the 3% for each participating agency, and also provide how much of the 3%
funding is going to outreach for diversity and geographic distribution (dollars and percent of
the 3%)?

Question 5:

Commercialization Provisions: The law included several provisions designed to increase
the transition of technologies developed by small business firms in the SBIR and STTR
programs. For example, the law created an SBIR/STTR acquisition preference to try and
ensure that Federal agencies and prime contractors give Phase III awards to the small firms
that developed the technology through the SBIR and STTR programs. And to provide
some accountability if they are doing it, and planning to do it, the law required the
agencies and departments to establish goals and reporting requirements on Phase III
awards.

Question for the SBA and Agencies — I sent a letter to the agencies on March 5,
2013, regarding the commercialization sections of the law to get an update on
implementation.

Have the agencies established Phase III goals? Please be specific of what
the goals are.

SB4’s Response:

Certain agencies such as the National Science Foundation (NSF), Department of Defense (DOD) and
Department of Energy (DOE) have instituted methodologies for measuring commercialization. As a more
coordinated effort is underway with the establishment of five working groups (Outreach &
Communications, Commercialization, Award Efficiency & Efficacy, Interagency Databases & Exchange
of Information, and Asset Mapping) amongst the SBIR/STTR Program Managers, more clarity and goal
setting/alignment will come about with respect to Phase III goal achievement.
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Are the acquisition agencies complying with the SBIR/STTR preference and sole
source?

SBA’s Response:

It is our understanding that agencies are in compliance. Additionally, from time to time, SBA receives
feedback from SBIR awardees that an agency is unclear about the SBIR/STTR preference and SBA
provides guidance to agencies and awardees via the language of the SBIR and STTR Policy Directives.

Question 6:

Awards: We significantly increased the awards amounts and gave agencies more
resources to meet the cost of research and move firms with promising research further
along the technology readiness levels. But we needed to balance that with the program’s
intent to test an idea quickly and without losing too much money ~ succeed or fail fast and
fail cheap.

Question for the SBA - How is SBA handling waivers? Which agencies use waivers, how
many waivers approved, purposes, dollar value and proportion of SBIR allotment by
pertinent agency?

S§BA’s Response:

SBA analyzes each topic associated with an individual waiver request to determine if exceeding the
guideline award amount is appropriate.

Two agencies have sought waivers for awards above the guidelines: U.S. Department of Health and
Human Services (HHS) and the U.S. Department of Defense (DOD).

In this regard, in FY13 DOD submitted one waiver request covering two topics (Transparency Sensory
Systems and Inlet and Exhaust Damage Sensory Systems.). The request was to make two awards of up
to $4 million each (total of $8 million). SBA granted the requested waiver, which amounted to less than
1% of the DOD extramural budget.

HHS made six waiver requests in FY13, and one request in FY 4. Among the topics included in the
requests are: biomedical technologies, gene therapy, biologic therapeutics, bio markers, and biosignatures.
SBA approved all of HHS’s requests in FY13 and FY 14 (to date).

The FY13 HHS request noted above was for awards to be funded in FY14. As of now, 21 awards have
been made. It must be noted that of the 21 awards made to date, none of the awards have exceeded the
award guidelines.
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QUESTIONS FROM CHAIR LANDRIEU

Length of Reauthorization: The most important change of the Reauthorization Act was
reauthorizing the program. The Senate wanted permanency originally, and its final version
passed with 8 years. The House wanted 2 years. The compromise was 6 years. If the
House version had been enacted, the programs would be expiring on September 30,

2014.

Question for All participants — As a business owner, SBIR expert or advocate, or
SBIR program manager, would a two-year reauthorization period, with an
expiration approaching in September, be good or bad? Please explain why. This is
important for informing the next reauthorization.

DHS response: From an SBIR program manager's perspective, longer reauthorizations are
preferred. Stability in the program is important for spurring innovative ideas among the small
business research and development community. Short reauthorization periods, such as a two-
year reauthorization, do not provide sufficient time for implementation and assessment of
administrative changes in the program. For example, the SBIR/STTR Reauthorization of 2011
authorized civilian agencies to implement a Commercialization Readiness Pilot Program
(CRPP). Guidance to implement such a program was provided by the SBA to the agencies in
FY2013. DHS received approval from the SBA for its CRPP on August 29, 2013 and will
implement it in FY2014. Results and outcomes of the DHS CRPP may not be available until
FY2015 or later. Longer reauthorizations alsc enable an agency to conduct more effective
outreach to the small business community, particularly to underrepresented groups and states.
Small businesses in these groups and states are not as familiar with the SBIR program as more
seasoned SBIR firms. It takes time to cultivate and educate them so that they are comfortable
enough to submit to an agency'’s solicitation (or funding opportunity). Oftentimes, they are not
successful with their initial submission and they need the feedback that an agency provides to
improve their future submissions. Longer term reauthorizations of the SBIR program provide
certainty to the small business community, affording them multiple opportunities to seek SBIR
funding for their innovative ideas to meet an agency's needs.

Diversity and Geographic Distribution of Awards: Most of the awards are won by firms
competing on the west coasts, but we know we have good science and innovation in ail our
states. Also, we know the programs aren’t meeting the Congressional objectives of
participation of women and minorities, as demonstrated by the map I presented at the
roundtable.

Question for SBA, SBIR Agencies and Dr. Jain — We need a coordinated,
targeted and sustained plan with benchmarks to improve geographic
distribution of awards. What coordinated plans does the Administration have
in the works or in place to improve geographic distribution of awards?

DHS response: The DHS SBIR Program Director is a participant in the SBA Outreach and

Communications Working Group that was recently established to coordinate and improve
1
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outreach, particularly to underrepresented groups. DHS looks forward to actively
participating in this Working Group and sharing its outreach best practices.

DHS SBIR has an active outreach program. To date, the DHS SBIR Program has received
proposals from every state in the United States, including the District of Columbia and
Puerto Rico. Since 2004 through FY2013, ~22% of the Phase I proposals were submitted
by women-owned small businesses. In addition, ~14% of the proposals were submitted by
socially and economically disadvantaged small businesses, while ~9% of the proposals were
received from HUBzone certified small businesses. Through FY2013, Phase I awards have
been made to small businesses located in 42 states. Of these, ~16% of the DHS SBIR Phase
I awards were made to women-owned small businesses, ~10% of the awards were made to
socially and economically disadvantaged small businesses, and ~4% of the awards were
made to HUBZone-certified small businesses. The DHS percentages in these
underrepresented groups compares favorably with data derived from SBA’s SBIR.gov
award data (which shows that, over the same timeframe, 9% of the Phase I awards were
made to women-owned small businesses, while 4% and 2% were made to minority-owned
and HUBZone certified small businesses, respectively). Overall, although the DHS SBIR
topics and projects are specifically focused to meet the needs of the homeland security
enterprise, DHS SBIR is able to at least maintain or slightly surpass the national SBIR
averages,

The DHS SBIR Program Office actively conducts outreach in-person and via webinars and
email mailings. In FY2013, DHS SBIR participated in 32 events in 11 states, including two
underrepresented states (Maine and Oklahoma), as well as the District of Columbia and
Puerto Rico. In addition, the SBIR Program Office participates in webinar events and plays
an integral part in the National Council of Entrepreneurial Tech Transfer’s (NCET2)
webinar series which reaches out to encourage university researchers and entrepreneurs to
prepare them 1o transition their research to the market. .

3% Funding for Administrative, Qutreach & Oversight Purposes: For the first time in the
history of the SBIR and STTR programs, Congress allowed the agencies to use a portion
(up to 3%) of their SBIR funds (not STTR funds) for new initiatives to help the program
managers do their jobs and make the programs better and more diverse. On a three~year
pilot basis, agencies are allowed the money, and a big emphasis for the Senate is outreach.
P.L. 112-81 named a national conference as an allowable expense, and the Senate would
like to see the Administration build on the work that John Williams of the Navy SBIR
program did last year to restart a national conference. The Senate emphasized that the
funds should be used to make conferences affordable for students and start-ups. The law
also required agencies to have a plan approved by the SBA before they could use the
money. The Congress wanted plans to have metrics to be able to measure and assess in
three years, at the end of the pilot, whether the pilot should be continued or return the
money to the general SBIR funding for awards to small businesses.




94

Question for the SBA and agencies — Provide a chart to the Committee that
breaks down the plans for each agency’s use for the money.

DHS response: DHS sought SBA approval for its FY2013 3% administrative funds pilot
program plan on November 27, 2012 and received approval of that plan on December 17,
2012. The plan covered both the DHS Science and Technology (S&T) Directorate’s SBIR
Program and the DHS Domestic Nuclear Detection Office’s SBIR Program. Funds were
planned, and approved by the SBA, as shown in the following chart.

DHS SBIR FY2013
3% Administrative Funds Plan

- $120,000
%’ $:$LO0,000
o 80,000
2 $60,000 360,000
<< s40,000
% $20,000
3 4 . 34260 L .
Q Outreach Commercialization Streamlining and  Prevention and Reporting -~
Simplification Detection of Administrative,
Fraud, Waste, and Congressional,
Plan Categories Abuse and Interagency

®S&T DNDO

Due to circumstances that occurred in the late winter/early spring 2013, and the need to
Jfully fund technology projects that have the potential to meet the needs of the homeland
security enterprise, the funds set-aside for the S&T Directorate’s SBIR Program portion of
the 3% Administrative Funds Plan were used instead fo pay the balances on pre-awarded
DHS S&T Directorate SBIR Phase Il contracts (i.e., fully fund projects by exercising
contract options). The S&T Directorate’s SBIR Program then implemented many of the
activities of its 3% Administrative Funds Plan using non-SBIR funds.

Question for the SBA and the SBIR Agencies ~ Please provide in the chart

above the dollar amount of the 3% for each participating agency, and also

provide how much of the 3% funding is going to outreach for diversity and
geographic distribution (dolars and percent of the 3%)?

DHS response: The dollar amounts for the categories of the DHS SBIR FY2013 3%
Administrative Funds Plan is shown in the chart above. As discussed in the above response,
the DHS S&T Directorate’s SBIR Program Office did not use the 3% Administrative Funds
Pilot Program funding for activities described in its approved plan. Instead, the S&T
Directorate’s SBIR Program implemented many of the activities of its 3% Administrative
Funds Plan, including outreach for diversity, using non-SBIR funds. In FY2013, the DHS
SBIR Program made concerted efforts to contact organizations that focused specifically on
women-owned small businesses, participated in a minority serving institution conference,
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and conducted outreach in 11 states (including the underrepresented states of Maine and
Oklahoma, as well as Puerto Rico and the District of Columbia).

Commercialization Provisions: The law included several provisions designed to increase the
transition of technologies developed by small business firms in the SBIR and STTR programs.
For example, the law created an SBIR/STTR acquisition preference to try and ensure that
Federal agencies and prime contractors give Phase 111 awards to the small firms that developed
the technology through the SBIR and STTR programs. And to provide some accountability if
they are doing it, and planning to do it, the law required the agencies and departments to
establish goals and reporting requirements on Phase 111 awards.

Question for the SBA and Agencies — I sent a letter to the agencies on March 5,
2013, regarding the commercialization sections of the law to get an update on
implementation.

Have the agencies established Phase I1I goals? Please be specific of what
the goals are. :

DHS response: Within the Science and Technology Directorate’s SBIR Program,
SBIR is viewed as a continuum. That is, topics are developed with the Phase IlI
end goal in mind. Assuming successful Phase I and Phase II projects for a given
topic, the technical program manager for the topic plans to expend non-SBIR
funds for Phase III projects to either continue or extend the work begun under the
Phase II effort, or complete the Phase Il effort, in order to move towards
commercialization of the SBIR-funded research/technology. In FY2013, two new
Phase 111 contracts were awarded and additional non-SBIR funds were added to
four previously awarded Phase II contracts for a total of $5.2M to extend efforts
begun under previously awarded Phase II projects. In general, 16% of the DHS
Phase I proposal submissions receive an award; then ~37% of those move on to
Phase I with ~21% of the Phase IIs receiving a Phase Il award. Specific goals
for the transition of Phase III technologies have not been established; however,
Phase Il awards are made by DHS to the extent practicable.

Are the acquisition agencies complying with the SBIR/STTR preference
and sole source?

DHS response: DHS has eight major buying activities: DHS HQ (for HQ
organizations and CIS), CBP, FEMA, FLETC, ICE, TS4, USCG, and USSS.
Small business specialists within the DHS components have been briefed on the
SBIR program and Phase III in particular, and Phase 1II contracts have been
awarded by the DHS components.



96

QUESTIONS FROM CHAIR LANDRIEU

Length of Reauthorization: The most important change of the Reauthorization Act was
reauthorizing the program. The Senate wanted permanency originally, and its final version
passed with 8 years. The House wanted 2 years. The compromise was 6 years. If the
House version had been enacted, the programs would be expiring on expiring Sept. 30,
2014.

Question for All participants — As a business owner, SBIR expert or advocate, or
SBIR program manager, would a two-year reauthorization period, with an expiration
approaching in September, be good or bad? Please explain why. This is important
for informing the next reauthorization.

Dear Chair Landrieu,

Thank you again for your strong leadership role in the last reauthorization of the SBIR
program. A two-year reauthorization period would be very bad.

The goal of the SBIR program is to mature and transition technology for use in

the commercial market or for use providing value to the government. The small business
cannot perform this transition alone; they need the active participation of a partner such as
a large commercial business, investor, or government agency. These transition discussions
begin during the Phase 1 program (or before), but tech transition takes time. The SBIR
program fosters the development (increasing the technology readiness level) for the first
few years.

The program manager at the partner organization must decide whether to commit resources
to further SBIR technology transition. Continuity and stability of the small business is
already a significant concern and no partner will commit to invest their internal energy and
funds if the small business' resources (from the SBIR program) may be cancelled in the
near future.

Times from conception to marketplace introduction are typically 6 years for commercial
products and 10 years for government programs. Our experience matches these times.

Product impact and success only becomes evident after that time. The SBIR
reauthorization period should be long enough to permit assessment of any changes
introduced. For a six-year reauthorization, the first transitions will just be reaching the
commercial marketplace and the "rest of the story" not known. A ten-year reauthorization
would permit government program transition successes and a few cycles (years) of
commercial products to be introduced and market sales as evidence.

B. David Green, Ph.D.
President and CEO
Physical Sciences Inc.,
Andover MA



1.

97

DoD response to:
Post-Hearing Questions for the Record
From Senator James E. Risch
Ranking Member

The Department of Defense has the largest R&D portfolio of the participating
SBIR/STTR agencies. I understand DOD reports its SBIR/STTR funding as the
combined total over two fiscal years, however, the SBIR reauthorization language from
2011 requires that you spend a certain amount each fiscal year. Section 9(f) of the Small
Business Act (15 U.S.C. 638(f)) titled “Federal Agency Expenditures for the SBIR
Program” states, with tiered percentages and fiscal years, “...each Federal agency...shall
expend with small business concerns....[X] percent of such budget in fiscal year [X] and
each fiscal year thereafter.” The mandate is clear that Congress asks each participating
agency to quantify its spending per fiscal year.

How is the DOD planning on complying with the mandated language that SBIR/STTR
spending be reported every fiscal year, rather than over the course of two fiscal years?

We believe that the Department of Defense (DoD) is in compliance with 15 U.S.C.
638(f). The Small Business Administration (SBA) Policy Directive, Small Business
Innovation Research (SBIR) Program dated October 10, 2012, at 2(b) on page 3, explain:
that each Federal agency must "reserve the following minimum percentages..." This
helpful and reasonable interpretation is appropriate implementation language; DoD is
following the SBA Policy Directive.

DoD has consistently reported SBIR obligated dollars to SBA and to Congress by fiscal
year. SBIR funds are RDT&E funds that are available for obligation for two years.
Hence, in any given year DoD obligates dollars that were appropriated in two different
fiscal years. Historically, DoD has exceeded the minimum thresholds regardiess of how
that amount is calculated and expended.
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Department of Energy
Washington, DC 20585

December 16, 2013

Lena Postanowicz

Senate Committee on Smali Business & Entrepreneurship

Washington, DC 20510-6350 )

Dear Lena,

Please find below the requested information concerning the critical issues to be discussed in reviewing
the effectiveness of the Reauthorization Act and bringing more resources to America’s small businesses.
Sincerely,

Manny Ofiver

Director, SBIR/STTR Programs Office
U. S. Department of Energy
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Potential Topics for discussion

Qutreach to under-represented groups: How big is the problem?

There is a strongly perceived need to increase outreach to under-represented groups in the SBIR/STTR
programs. These include minority-owned smait businesses, women-owned small businesses, and under-
represented states. However, agencies lack data that would indicate the target levels for representation
of these groups. In the case of under-represented states a definition of the “low number of awards”
specified in the statute would be beneficial. For example, we don’t know today whether the percentage
of applications coming from women-owned small businesses is equal to the percentage of women-
owned small businesses in the applicant poo!? Similarly, we don’t know if the percentage of
applications coming from a state is representative of the percentage of the applicant pool that resides in
that state? This currently does not stop us from doing outreach, but this information is essential for
knowing the magnitude of the problem and for knowing when we have soived it.

QOutreach: How do we reach new applicants and under-represented groups?

Agencies currently participate in a number of outreach events at the national, regional, and state level.
Although there is the potential to do more with administrative funds, the question remains at to what is
the most effective means to perform outreach, particularly to under-represented groups. DOE is
focusing on the three approaches below.

1. Webinars: Beginning in FY 2012 DOE implemented its own webinar-based outreach that is
timed to coincide with our solicitations. Thirty-two percent of the 2516 webinar participants in
FY 2012 & 2013 have been from the 25 states that are under-represented in the DOE SBIR/STTR
programs. We believe that through webinars {both live and recorded) we are able to reach a
much broader audience than through in-person events.

2. State & Other Directed Outreach: DOE contacts state SBDCs, Ciean Tech organizations, and
organizations devoted to women & minorities in science and engineering to explore outreach
opportunities.

3. Phase 0 Assistance: In FY2014, we plan to implement a Phase 0 {application assistance)
program to encourage participation by under-represented groups. This program will be based
on the Phase 0 programs that have been implemented by some states. We don'tintend to
duplicate existing state programs, but to provide assistance where it is currently not available
and to tailor the assistance to the DOE SBIR/STTR programs.

Administrative Funding Pilot: What is slowing agency use of these funds?

Please be aware that there are two issues that siow down an agency'’s ability to expend these funds:

1. Use of these funds requires SBA approval
2. Because SBIR/STTR funds are not appropriated, SBIR/STTR program managers do not typically
receive funds until later in the fiscal year {especiaily when operating under a CR).

in FY 2013, although DOE submitted its administrative funding plan to SBA by August 31, 2012, the plan
was not approved until May 23, 2013. The approval process for FY 2014 was completed by September
30, 2013.
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implementation of Key Reauthorization Provisions Applicable to DOE

Section Description Status

5102 increase in Allocations implemented immediately.

5103 Award Size DOE has implemented awards at the new guideline levels
{$150,000/$1,000,000} and 50% above the guideline
fevels {$225,000/51,500,000) in FY 2013,

5105 Phase i Invitations DOE has always invited all Phase | awardees to apply for
Phase il and will continue to do so.

5107 VC Participation Authority has been exercised by the ARPA-E SBIR/STTR
Programs in DOE beginning in FY 2013. The DOE
SBIR/STTR programs have not exercised this authority at
this time.

5109 Collaboration with Federal Implemented. in addition, DOE has inciuded technology

Labs transfer opportunities from the DOE National Labs in its
SBIR/STTR solicitations.

5111 Sequential Phase 1l Awards | implemented in FY 2014.

5122 Technical Assistance Implemented increased technical assistance amounts and
applicant-specified commercialization assistance vendor
in FY 2012. ARPA-E has leveraged its Tech to Market
program for SBIR/STTR.

5123 Commercialization Not implemented—initial focus has been on use of the

Readiness Pilot Program Sequential Phase [I to facilitate additional R&D for
commercialization.

5126 Shortening Decision Period Implemented with FY 2013 solicitations—final
notifications provided in less than 90 days.

5132-35 Databases Have initiated modification to data collection efforts to
support expanded government and public databases.

5137 NAS Study Contract awarded in September 2013.

5140 Release of Applicant infoto | Request submitted to grants.gov.

Economic Development
Organizations

5141 Administrative Funding Pilot | Implemented in FY 2013; plan to continue through FY
2015.

5143 Reducing Fraud, Waste, and | Implemented in FY 2013.

Abuse
5161 Report on SBIR/STTR Under review in collaboration with other agencies.
Program Goals
5165 Commercialization Success Metrics implemented in conjunction with 5BA.
5167 Enhancement of

Manufacturing

implemented.




106

KoY
SCIENCE & TECHNOLOGY
CORPORATION

December 16, 2013

Honorable Senator Mary L. Landrieu, Chair
Senate Committee on Small Business and Entrepreneurship
Washington, DC 20002

RE: Roundtable - “SBIR/STTR: Measuring the Effectiveness of the Reauthorization Act and Maximizing
Research Dollars to America’s Small Business”, Wednesday, December 18, 2013

Dear Honorable Senator Landrieu,

Thank you for the invitation to participate in a roundtable entitied “SBIiR/STTR: Measuring the
Effectiveness of the Reauthorization Act and Maximizing Research Dollars to America’s Small Business”
to provide input on implementation of the 2011 SBIR/STTR Reauthorization Act. This is a great honor for
the Commonweaith of Kentucky, the Kentucky Science and Technology Corporation (KSTC}, and for me
personally to present a state perspective on the 2011 Reauthorization Act.

Led by the Cabinet for Economic Development and the Council on Postsecondary Education through a
contract with KSTC {a nonprofit, 501 {c}{3} organization founded in 1987), The Commonwealth of
Kentucky has benefitted from the Federal and State Technology Partnership (FAST} Program and its own
programs initiated under the 2000 Kentucky Innovation Act to encourage growth of new ideas into
technologies and new technology businesses for knowledge-based economic development. Some of
these programs include the Kentucky Science and Engineering Foundation {KSEF, for providing peer-
review based seed funding for R&D to universities for developing new ideas), the Kentucky
Commercialization Fund {for facilitating technology transfer of innovative technologies from universities
to marketplace}, the Kentucky Enterprise Fund (for providing early-stage seed investment to grow
businesses), and the Kentucky Innovation Network {for providing business acceleration services).
Beginning in 2004, Kentucky started providing proactive SBIR/STTR assistance to its innovators and
entrepreneurs in several ways. It also started providing competitive, peer-review based Kentucky
SBIR/STTR Matching Funds Program grants to Federal SBIR/STTR awardees to bridge the gap between
Phase | and Phase |, help protect intellectual property, and undertake additional technical and business
tasks that are complimentary to the federal grant, with an overall goal of further de-risking the
technology and preparing the SBIR/STTR companies to become attractive for private capital investment.

The above referenced proactive initiatives have helped Kentucky rise in nationai ranking from 44-45 in
2004 to 29-30 in 2012 in SBIR/STTR awards among other states.

The SBIR/STTR Reauthorization Act of 2011 has been effective in increasing the availability and amount
of funding for both SBIR and STTR programs. Federal agencies have been trying to implement the
required changes but the pace has been slow, apparently because the Poticy Directive was only
published in mid 2012, Some of the critical issues that we feel are important for discussion at the
roundtable from the states perspectives include:

Post Office Box 1049 + Lexington, KY 40588-1049 « Ph: 859 {233 | 3502 ¢ Fx: B57 | 259 | 0986 » www.kstc.com ¢ kstc@kstc.com
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Travel Restrictions for Federal Program Managers Affecting the Qutreach — Limited travel

budgets affect outreach significantly. Events must be scheduled too far in advance to request
program manager’s participation,

Uimited FAST Funds — $2 M in FAST funds to states for outreach is not sufficient for a highly
competitive 11-agency $2.5 B program resulting in low participation and successes of targeted
businesses from women-owned, small disadvantaged and rural businesses. Funding is limited to
only 20 states. Grant size is insufficient for the targeted goals. Good proposals are needed but
FAST grants are also needed for more states and in higher amounts. A $10M per year FAST grant
program is needed with federal agencies sharing their outreach plans with state agencies.
National Conferences — There have been no regular federaily funded national conferences since
2007. in their absence, it is an unreasonable burden on states to hold a national conference
twice yearly. States in the southeast, where these are needed most, can’t afford to host. In
addition, SWIFT-SBIR/STTR Where innovation Focuses Technology Conference {bus tours
covering a few states in a few days) that covered a specific geographical area should be
reinstituted. Webinars and social media are good but should never be replacements for in-
person contacts and outreaches that provide one-on-one meetings, encourage partnerships for
technicat and business needs, and make available opportunities to meet with primes, state
economic development agencies, university innovators and other service providers.

Many Layers of Complexity — Under the Reauthorization Act, a business has to be formed,
DUNS number obtained and, before submission of an application, the new business registered
within SAM and at sba.gov, adding layers of complexity to application submissions. Earlier,
registration and formalization of business was only required upon award of the federal grant.
Fraud, Abuse and Waste ~ Reauthorization has provided a negative tone in this regard requiring
Inspector Generals for finding abuses and taking money back from the abusers. States agree
that those who intentionally violate the law should be punished, but the focus should be
directed to educating the new businesses about what might constitute fraud, abuse and waste,
and not target minor problems and unintentional action. Investigations should be fast and
completed in a shorter time, but not reaching so far into the past that the energy needed for
innovations is adversely impacted. Qtherwise, these investigations discriminate against new
comers who do not have resources to ensure compliance and favor those who have been doing
business for a few years and are familiar with the government rules and regulations. The same
could be said about women-owned businesses {WQB) and minority-owned businesses {MQOB).
Encourage Participation by Women and Minority Owned Businesses — Reauthorization Act
desires agencies to involve more WOB/MOB but it has little positive effect. States can target
unsuccessful WOB and MOB applicants for additional and targeted assistance if the states can
obtain a list of such identified unsuccessful applicants from federal agencies. In addition, specific
assistance programs should be created to reach to new WQBs and MOBs.

Commercialization Assistance — Universities receive significant federal funds for R&D and are
considered powerhouses for innovations. A lot of intellectual property sits on their sheives,
waiting to be commercialized. A new initiative to facilitate technology commercialization from
universities will create new businesses and bring many innovative ideas from bench side to
marketplace. Federal programs such as the EPSCoR Program can be expanded to provide
funding to business incubators or non-profit organizations engaged in facilitating research
commercialization, but funds should not be taken out of the current STTR program.

Support Innovation in Rural Counties - Currently, assistance is limited to a 50-mile radius of
Tier | universities. Creation of a new pilot program to support innovations at non-Tier |
universities and support for companies in 50-mile radius will bring significant benefits.
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| look forward to participating and expanding on the above referenced issues at the roundtable on
December 18, 2013,

Again, thank you for this timely opportunity.

Sincerely,

ModrevDra ¥er¢
Mahendra K. jain, Ph.D.
Senior Vice President, KSTC, and

Executive Director, KSEF
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United States Government Accountability Office

Statement

For the Committee on Small Business
and Entrepreneurship, U.S. Senate

Wednesday, December 18, 2013

SMALL BUSINESS
RESEARCH PROGRAMS

Summary of GAO
Reports Since
Programs'
Reauthorization

Statement of Frank Rusco, Director
Natural Resources and Environment
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DRAFT

SMALL BUSINESS RESEARCH PROGRAMS

Summary of GAQ Reports Since Programs’
Reauthorization

What GAO Found

With regard to new fraud, waste, and abuse requiremants, GAQ’s November
2012 report found that the Smail Business Administration (SBA) issued revised
policy directives for the Small Business innovation Research (SBIR) and Small
Business Technology Transfer {STTR) programs in August 2012 that included
new requirements designed o help agencies identify and prevent potentiai fraud,
waste, and abuse in the programs. The revised directives identified 10 actions
that each participating agency is required to implement, such as developing
policies and procedures to aveid funding essentially equivaient work already
funded by another agency. The revised SBIR and STTR poiicy directives inciude
elements of GAQ's fraud prevention framework, which consists of three crucial
elements: (1) up-front preventive controls, (2) detection and monitoring, and (3}
investigations and prosecutions. However, the effectiveness of the new
requirements in helping agencies identify and prevent potential fraud, waste, and
abuse will depend on how participating agencies implement these requirements.

in GAQ's September 2013 report on agencies’ ccmpliance with certain spending
and reporting requirements for fiscal years 2006 to 2011, GAQ found that most
agencies did not consistently comply with these requirements. First, 8 of the 11
agencies participating in the SBIR program and 4 of the 5 agencies participating
in the STTR program did not consistently comply with requirements to spend a
certain percentage of their extramural research and development (R&D) funding
on the programs. Although the SBIR and STTR spending requirements apply to
each fiscal year, some agency officials said they “carry over” funding
appropriated in one year to spend in the next year, foliowing the practice of most
R&D funding which can be spent over a 2-year period. Additionally, officials said
that delays in receiving appropriations can delay awarding SBIR or STTR
contracts, which can make it difficult for an agency to spend the full amount of its
SBIR or STTR spending requirement in a year. Second, GAO found that
participating agencies have not consistently complied with requirements to report
on their methodologies for calculating their extramural R&D budgets. Specificaily,
GAO found a majority of the agencies did not include an itemization of each R&D
program exciuded from the calculation of their extramural R&D budget and a
brief explanation of why it was excluded, even though these items are required to
be inciuded in the methodology report.

With regard to data rights protections, GAC’s November 2013 report stated that
SBA was in the process of amending the provisions of the SBIR palicy directive
that pertain to data rights. Because the update to the policy directive has a
bearing on the issue of whether faws and policy directives are sufficient to protect
SBIR awardees, GAO plans to study the data rights issue once SBA has
completed its update. SBA officials estimated the updates to this policy directive
wouid be compieted in fate 2013 or early 2014.

United States Government Accountabiiity Office

DRAFT
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__;;___JLS}Q_V_EBN_MENT ACCOUNTABILITY OFFICE
441 G St. N.W.
Washington, DC 20548

For 30 years, federal agencies have made awards to smail businesses for technology research
and development (R&D) through the Small Business Innovation Research (SBIR} and, more
recently, Smali Business Technology Transfer (STTR) programs." The National Defense
Authorization Act for Fiscal Year 2012 (the act), enacted on December 31, 2011, reauthorized
the SBIR and STTR programs through September 30, 2017.2 As part of the reauthorization, the
act made a number of changes to the programs, including enacting requirements related to
identifying and preventing fraud, waste, and abuse in the programs; increasing the amount that
agencies are required to spend each year on the programs; and amending provisions related to
data rights protections. in addition to reauthorizing the SBIR and STTR programs, the act
mandated GAO to undertake a series of reviews of different aspects of the SBIR and STTR

programs.

This statement summarizes our work on the SBIR and STTR programs since the programs
were reauthorized and is based on the three reports we have issued to date.® No new audit
work was performed. The work upon which this statement is based was conducted in
accordance with generally accepted government auditing standards. Those standards require
that we plan and perform the audit to obtain sufficient, appropriate evidence to provide a
reasonable basis for our findings and conclusions based on our audit objectives. We believe
that the evidence obtained provides a reasonable basis for our findings and conclusions based
on our audit objectives. Further details about the scope and methodology can be found in each
of these related products.

'Federal agencies with a budget of $100 million or more for extramural R&D~-which is generally conducted by
nonfederal employees—are required to establish and operate an SBIR program. Agencies with an extramural R&D
budget of $1 bitlion or more are required to establish and operate an STTR program. Currently, 11 agencies
participate in the SBIR program: the Departments of Agriculture, Commerce, Defense (DOD), Education, Energy
(DOE), Health and Human Services (HHS), Homeland Security (DHS), and Transportation (DOT); the Environmental
Protection Agency; the National Aeranautics and Space Administration (NASA), and the National Science Foundation
(NSF). Of these, 5 agencies also participate in the STTR program: DOD, DOE, HHS, NASA, and NSF.

2pyb. L. No. 112-81, Div. E.,Title LI, 125 Stat. 1823 (2011).

3GAQ, Small Business Research Programs: Agencies Are Implementing New Fraud, Waste, and Abuse
Reguirements, GAQ-13-70R (Washingtan, D.C.: Nov. 15, 2012), GAO, Smaif Business Research Programs. Actions
Needed to Improve Compliance with Spending and Reporting Requirements, GAO-13-421 (Washington, D.C.: Sept.
9, 2013), and GAQ, Small Business Innovation Research: Data Rights Protections, GAQ-14-116R (Washington, D.C.:
Nov. 4, 2013).
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GAO Has Reported on Three Aspects of the SBIR and STTR Programs Since
Reauthorization

As mandated in the act, GAO has completed reports on three aspects of the SBIR and STTR
programs since the fiscal year 2012 reauthorization of the programs: (1) new fraud, waste, and
abuse requirements; (2) certain spending and reporting requirements; and (3) data rights

protections.

Small Business Administration’s Revised Policy Directives to Include Fraud, Waste, and Abuse
Requirements. and Some Agencies Have Implemented Changes

The act mandated that we establish a baseline of changes made to the SBIR and STTR
programs to fight fraud, waste, and abuse by December 31, 2012, and that, every 4 years
thereafter, we evaluate the effectiveness of agencies’ strategies to fight fraud, waste, and

abuse.* We issued our first report on these issues in November 2012.%

in our November 2012 report, we found that the Small Business Administration (SBA) issued
revised policy directives for the SBIR and STTR programs in August 2012 that included new
requirements designed to help agencies identify and prevent potential fraud, waste, and abuse
in the programs. The revised directives identified 10 actions that each participating agency is
required to implement, such as requiring award recipients to certify they are in compliance with
specific program requirements at the time of the award, as well as after the award and during
the life cycle of the funding agreement, in addition to developing policies and procedures to
avoid funding essentially equivalent work already funded by another agency.

We found in our November 2012 report that the revised SBIR and STTR policy directives
include elements of our fraud prevention framework, which consists of three crucial elements:
(1) up-front preventive controls, (2) detection and monitoring, and (3) investigations and
prosecutions.® However, the effectiveness of the new requirements in helping agencies identify

and prevent potential fraud, waste, and abuse will depend on how participating agencies

*Pub. L. No. 112-81 § 5143(b).
5GAO-13-70R.

SFor more information on GAQ's fraud prevention framework, see GAO-13-70R.

Page 2



113

implement the requirements. For example, the requirement to self-certify compliance with
certain program regulations—inciuding eligibility—addresses our “detection and monitoring”
element; however, the effectiveness of the certifications will depend, in part, on whether

agencies implement verification processes to supplement the required certifications.

Even before SBA began revising the policy directives, each of the 11 participating agencies
already had in place some tools that addressed or partially addressed the new fraud, waste, and
abuse requirements in the revised policy directives. Additionally, even though they were not
required to do so, 8 of the 11 participating agencies began implementing additional tools to
address expected requirements between the time SBA began revising the directives in January
2012 and the time SBA issued them in August 2012. At the time of our review, each of the
agencies needed to modify some existing tools and implement new tools to meet all of the
requirements in the revised policy directives. At that time, the agencies were determining their
planned time frames for implementing the new requirements. We plan to review agencies’
progress in impiementing the new fraud, waste, and abuse requirements as part of our future

mandated reviews of these issues.

Agencies Have Not Consistently Complied with Certain Spending and Reporting Requirements

The act mandated that we review agencies’ compliance with certain spending and reporting
requirements and administrative costs, among other issues, each year for 5 years.” In
September 2013, we issued our first report on these issues, which included information for fiscal
years 2006 to 2011.% We are currently reviewing agencies’ compliance with these spending and

reporting requirements for fiscal year 2012.

In our September 2013 report, using data that the agencies reported to SBA, we found that 8 of
the 11 agencies participating in the SBIR program and 4 of the 5 agencies participating in the
STTR program did not consistently comply with spending requirements for fiscal years 2006
through 2011.2 Although the SBIR and STTR spending requirements apply to each fiscal year,

"Pub. L. No. 112-81, § 5136.
8GAD-13421.
®The three agencies that complied with spending requirements for ail & years for the SBIR program were the

Department of Education, HHS, and DHS, and the agency that complied with spending requirements for all 6 years
for the STTR program was HHS.

Page 3
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some agency officials said they “carry over” funding appropriated in one year to spend in the
next year, following the practice of most R&D funding which can be spent over a 2-year period.
Additionally, officials said that delays in receiving appropriations can delay awarding SBIR or
STTR contracts, which can make it difficult for an agency to spend the full amount of their SBIR
or STTR spending requirement in a year. Moreover, agencies decide on a mix of Phase | and
Phase |l awards to meet program objectives, and the collective value of these awards may not

equal their spending requirement.'®

Additionally, in our September 2013 report, we found that participating agencies have not
consistently complied with requirements to report on their methodologies for calculating their
extramural R&D budgets. First, with the exception of NASA in certain years, agencies did not
submit their methodology reports to SBA within the time frame required by the Small Business
Act for fiscal years 2006 through 2011. Rather than submitting their methodology reports to SBA
within 4 months of the enactment of their respective appropriations acts, as required by the
Small Business Act, most agencies submitted them to SBA after the end of the fiscal year with
their annual reports. SBA officials said they have not held the agencies to the act's deadline for
submitting methodology reports, in part because continuing resolutions enacting final
appropriations have sometimes not been passed until the middie of the fiscal year, pushing the
required reporting date until fate in the fiscal year and making it more convenient for agencies to
support the methodology report with the annual report. Further, SBA officials said that the
agency uses the methodology reports for their annual reports to Congress. By not having the
methodology reports earlier in the year as specified by law, however, SBA does not have an
opportunity to promptly analyze these methodologies and provide the agencies with timely

feedback to assist agencies in accurately calculating their spending requirements.

More significantly, we found in our September 2013 report that a majority of the agencies did
not include an itemization of each R&D program excluded from the caiculation of their
extramural R&D budget and a brief explanation of why it was excluded. Specifically, in our
review of the methodology reports for fiscal years 2006 through 2011, we found that six
agencies—DHS, DOD, DOE, DOT, NASA, and NSF—did not fully meet these requirements

" in Phase |, agencies award up to $150,000 for a period of about 8 to 9 months to smalf businesses to determine
the scientific and technical merit and feasibility of ideas that appear to have commercial potential. in Phase #, small
businesses whose Phase | projects demonstrate scientific and technical merit, in addition to commercial potential,
may compete for awards of up to $1 million to continue the R&D for an additional period, normally not to exceed 2
years.

Page 4



115

because their methodology reports either identified some excluded programs and not others or

the reports omitted explanations for exclusions.

in our September 2013 report, we recommended, among other things, that SBA provide (1)
additionai guidance to agencies for spending and reporting requirements and provide (2)
Congress with a more timely annual report with more analysis of the agencies' methodologies.
In comments on a draft of the report, SBA stated that it agreed with the recommendations and

will implement them.

SBA Is Amending Policies Pertaining to Data Rights

The act mandated that GAQ report on certain aspects of the policies for the SBIR program
related to protecting the data rights of awardees.'" In 2012, the act required SBA to amend its
SBIR policy directive to address certain amendments, including those related to data rights.?
We issued a report in November 2013 stating that SBA was in the process of amending the
provisions of the SBIR policy directive that pertain to data rights, and because the update to the
policy directive has a bearing on the issue of whether laws and policy directives are sufficient to
protect SBIR awardees, we plan to study the data rights issues once SBA has completed its
update.’® SBA officials estimated the update to the poficy directive would be completed in late
2013 or early 2014.

ek

For further information about this statement, please contact Frank Rusco at (202) 512-3841 or
ruscof@gao.gov. Hilary Benedict, Assistant Director; Rich Johnson; Rebecca Makar; Cynthia
Norris; and Dan Semick made key contributions to this statement.

(361550)

'Pyb. L. No. 112-81, § 5139.
2pub, L. No. 112-81, § 5151.

3GAO-14-116R.

Page 5
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C DEPARTMENT OF HEALTH & HUMAN SERVICES Public Health Service

National institutes of Health
Bethesda, Maryland 20892

Senate Committee on Small Business and Entrepreneurship

SBIR/STTR: Measuring the Effectiveness of the Reauthorization Act and Maximizing Research Dollars to
America's Small Businesses Roundtable on December 18, 2013

Areas of particular interest to NiH for potentiaf discussion on December 18, 2013 inciude:
o Award guidelines and waivers for specific topics over the hard cap (Section 5103)
« SBIR Direct Phase i (Section 5106)
e VC provision {Section 5107}, and
¢ Administrative fund pilot (Section 5141).

Soon after the SBIR/STTR Reauthorization Act of 2011 (Act) was signed into law, NiH developed and
launched a public SBIR/STTR Reauthorization Website to keep the small business community informed on
key aspects of the Act and NiH implementation as it occurs. The website is found at
http://grants.nih.gov/grants/funding/sbir/reauthorization.htm, linked from our main page http:/sbir.nih.gov
and regularly updated as provisions are implemented.

NIH/HHS has been diligently implementing the provisions within the Act. Given the complexity of the Act
and the requirements for SBA to issue revised Policy Directive and eligibility rules, implementation has been
conducted on a ‘rolling basis’ meaning as provisions are ready, they are implemented and the community is
informed.

Some key provisions NiH has impiemented include, but are not limited to:

« immediately implementing Section 5102 — increased set-aside requirements

« Immediately implementing Section 5103 — revised budget guidelines

« Implementing ability to switch between programs at Phase I (coming January 2014) per
Section 5104

« Implementing SBIR Direct to Phase |l provision (coming January 2014) with targeted
solicitations per Section 5106

« Providing the Written Determination to SBA and Congress to implement Section 5107 and
begin atlowing majority Venture-Capital-backed small businesses to apply to the NIH SBIR
program for alt SBIR solicitations issued January 28° 2013 or after.

« Expanding our established Discretionary Technical Assistance programs to include STTR
awardees and aliow SBCs to apply for their own technical assistance dollars per Section 5121

» Applied to SBA to implement a Commercialization Readiness Pilot Program per Section 5123

« Working with SBA and other Federal Agencies to implement the Interagency Policy Committee
per Section 5124

« Initiating Phase 0 Proof of Concept Centers per Section 5127

« Engaging the National Academies and establishing contract for Evaluation of SBIR/STTR
programs per Section 5137
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Requesting permission from SBA to implement Administrative Funds pilot and initiating pilot in
mid-year FY13 per Section 5141

Implementing Life Cycle certifications per Section 5143

Working with SBA and Agencies to deveiop Phase I/l Transition Rate and Commercialization
Benchmarks per Section 5165

Coordinating with the SBIR/STTR programs with the NiH Institutional Development Award
(IDeA) program to increase program awareness and participation in under-represented states
and filing required Coordination Report per Section 5168
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DECEMBER 16, 2013

TO:

FROM:

RE:

SENATE COMMITTEE ON SMALL BUSINESS AND
ENTREPRENEURSHIP

DR. B. DAVID GREEN, PRESIDENT AND CEO ~
PHYSICAL SCIENCES INC. (PSI)

OUTLINE FOR SBIR/STTR ROUNDTABLE ON 12/18/13

I

1L

Introduction to Physical Sciences Inc. (PSI), background on Dr. B, David

Green and success stories across multiple government agencies. See
below for more information on PSI and for a bio on Dr. Green.

Importance of 6-year reauthorization and stability to SBIR Program.

Highlight concerns around implementation and new regulatory processes

including;

a. Significant increase in paperwork, time and process of filing new

applications. This is ok for established participants such as PSI since
they have the internal systems in place, but for first time applicants
this is a major barrier to entry. SBIR needs new applicants to keep
program viable,

. Phase IlIl benchmark concerns around 10 year past history. This will

have a negative impact on small businesses right at threshold and
small businesses that lack systems to track. It is also unfair to judge
retroactively versus implementing a system that is forward looking.
Please see attached comment letter submitted by PSI to SBA on
September 12, 2013.

Concerns over view of “Multiple Award Winners” and emphasis that
some multiple award winners are not a “paper mills” but are actually
manufacturing devices, commercializing products and spinning out
companies.
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ABOUT PHYSICAL SCIENCES INC. {PSI)

PSlis a premier R&D organization with a 40 year history of performing applied
research and development supporting many government agencies and commercial
companies. Our talented staff largely at the PhD level includes 175 scientists,
engineers, and administrative personnel. Corporate Headquarters is located in
Andover MA, with employees in Pennsylvania, Tennessee, and California, We have
four subsidiaries located in Massachusetts, Maryland, New Jersey and Ohio each
with their own unique tech base and laboratories. PSIhas created 5 spin-out
companies in the fields of medical products, environmental monitoring, telecom,
digital cinema, and compact infrared lasers. Our company is 100% employee owned
by a beneficial trust (ESOP) - empowering and rewarding the individual and
collective accomplishments. Our talented staff matures, demonstrates and
transitions technologies. They then use their talent and experience to create the
next invention.

BIO - B. DAVID GREEN, PRESIDENT AND CEO, PHYSICAL SCIENCES INC.
ANDOVER MA

Dave was educated in the public school system in Philadelphia; graduated Magna
cum Laude with a Bachelors of Science degree in Chemistry from the University of
Pennsylvania; and then received a Ph.D in Physical Chemistry from MIT. His
research involved the spectroscopic detection of trace gases in the environment.
The appeal of applied research and excitement and energy of a small business
culture led him to join Physical Sciences directly from MIT in 1976. He has held
positions of increasing responsibility as he has helped PSI grow over three
decades. Dr. Green became President and CEO in 2008. He has published nearly
100 journal articles, over 80 technical reports in several technical fields, and is an
author on 5 issued patents.
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September 12, 2013

Edsel Brown, Jr., Assistant Director
Office of Innovation

Small Business Administration
409 Third Street, SW

Washington, DC 20416

Re: Docket Number 2013 - 0008
Small Business Innovation Research (SBIR) and Small Business Technology
Transfer (STTR) Programs Commercialization Benchmark

To Whom It May Concern:

Thank you for the opportunity to provide comments on the above referenced notice
(the Notice) regarding the “Commercialization Benchmark” for the SBIR and STTR
program. Iam writing on behalf of Physical Sciences Inc. (PSI) to express concern
regarding:

e The use of definition terms specifically “total sales” as referenced in the
Notice;
The emphasis on the number of patents equal to or greater than 15%;
The emphasis on $100,000 from sales and investment;
The 10-year period of performance.

Small business concerns {SBC), such as PSI, request clarification on the definition of
“sales”. The Small Business Administration (SBA) should clarify the term “sales” and
explain to SBCs whether “sales” are direct sales by the SBIR recipient, can stem from
the transfer from an SBIR firm to a licensee, or include the commercial “sales” of the
specific SBIR-developed technology by the licensee. From our perspective, PSI looks
at the broader economic benefit of an entire sale, not just the royalties received
from licensees.

Second, the emphasis on patents equal to or greater than 15% of the number of
Phase 2 awards seems arbitrary and subject to many factors beyond the control of
the small business, including patent office actions. Trade secrets have proven value
as well. Patents do not equate to sales: some research firms who participate in the
SBIR program may develop many patents that do not produce sales in the 10 year
window. While patents should be taken into consideration, the SBA should strive to
make a clearer distinction of the figure of merit.
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Third, it would be useful to get clarification on how SBA came to the determination
of using the $100,000 figure as a sufficient benchmark. This concern also ties into
the actual definition of “sales”. As not all Phase 2 awards have the same value,
perhaps a percent of award value (such as 10%) might be a more fair measure of
return.

Last, the 10-year period of performance could actually cause considerable burden
for firms first reaching the threshold requirements. A firm having won less than two
Phase 2 programs per year on average, may not have the systems in place to
knowledgably track and accurately report the commercial “sales” resulting from its
SBIR programs. This could create significant unintended consequences on SBIR
program participants crossing this threshold. While we recognize the importance of
having a structured period of performance review, SBA should be cognizant of the
fact it could create a major burden for SBCs.

From our perspective, a system already exists that captures many of the goals of this
Benchmark - the Commercialization Achievement Index {CAI) currently used by the
Department of Defense (DoD). The CAI has many years of documented success, and
it appears that the SBA is moving towards a model that achieves what the CAl is
already providing DoD. Instead of duplicating efforts and making reporting more
burdensome for SBCs, the SBA should consider adopting the CAI outright.

Thank you for your attention and assistance to this matter. As you proceed towards
adoption/implementation of a Commercialization Benchmark, we hope you take our
suggestions into consideration. PSI would welcome the opportunity to consult
further on the matter referenced above. Please do not hesitate to contact me
directly for additional information.

Sincerely,
DO Dacees  prean __

B. David Greerf, Président
Physical Sciences Inc.

Cc:

Senate Small Business & Entrepreneurship Committee
428A Russell Senate Office Building
Washington, DC 20510

House Smal! Business Committee
2361 Rayburn House Office Building
Washington, D.C. 20515
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:
SMALL BUSINESS RESEARCH PROGRAMS

Actions Needed to Improve Compliance with
Spending and Reporting Requirements

. What GAO Found

Using data agencies had reported to the Small Business Administration {(SBA),
GAQ found that 8 of the 11 agencies participating in the Small Business
Innovation Research (SBiR) program and 4 of the 5 agencies participating in the
Small Business Technology Transfer {STTR} program did not consistently
comply with spending requirements for fiscal years 2006 to 2011. In calculating
their annual spending requirements for these programs, some agencies made

. improper exclusions from their extramural research and development (R&D)

. budgets and used differing methodologies. SBA, which oversees the programs,
provided guidance in policy directives for agencies on caiculating these
requirements, but the directives do not provide guidance on calculating the
requirements when appropriations are late and spending is delayed, resutting in
. agencies using differing methodofogies. This made it difficult to determine

. whether agencies’ calculations were correct. Without further SBA guidance,
agencies will likely continue calculating spending requirements in differing ways.

The participating agencies and SBA have not consistently complied with certain

- program reporting requirements. For example, in their methodology reports to
SBA, the agencies submitted different levels of detail on their methodoiogies,
such as the programs excluded from the extramural budget and the reasons for
the exclusions. SBA's guidance states that the methodology reports are to
itemize each R&D program excluded from the calculation of the agency’s
extramural budget and explain why a program is excluded but does not specify
the format of the methodology reports to ensure consistency. Also, SBA’s annual
reports to Congress contained fimited analysis of the agencies’ methodologies,
often not including information on particular agencies. Without more guidance to
agencies on the formats of their methodology reports and more analysis of the

- contents of those reports, SBA cannot provide Congress with information on the
- extent to which agencies are reporting what is required. Further, SBA has not
submitted an annual report on these programs for fiscal years 2009 to 2011 but
pians to submit the reports to Congress later in 2013--making the data available
to Congress on the programs 2 to 4 years late.

Potential effects of basing each participating agency’s spending requirement on
its total R&D budget instead of its extramural R&D budget include an increase in
the amount of the spending requirement-—for some agencies more than others—
depending on how much of the agency’s R&D budget is composed of extramural
friong oth -~ spending. Also, if the thresholds of the spending requirements for participation in
t SBA pmwde addtttona! the programs did not change, changing the base to an agency’s total R&D
 agencies for spend ngand  budget would increase the number of agencies required fo participate.

. The agencies’ cost of administering the programs could not be determined
because the agencies have not consistently tracked that cost as they are not
required to by the authorizing legislation of the programs. Nine of the 11
agencies in SBIR provided GAO with estimates of some of these costs for fiscal
year 2011—most of which were for salaries and expenses. With the start of a
pilot program alfowirg agericies to use up to 3 percent of SBIR program funds for
administrative costs in 2013, SBA plans to require agencies to track and report
administrative costs paid from program funds.

United States Government Accountability Office
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m U.S. GOVERNMENT ACCOUNTABILITY OFFICE

441 G St. N.W.
‘Washington, DC 20548

September 9, 2013
Congressional Committees

Small businesses are a major driver of high-technology innovation and
economic growth in the United States, generating significant employment,
new markets, and high-growth industries, according to the National
Academy of Sciences.’ The Small Business Innovation Research (SBIR)
and Smalil Business Technology Transfer (STTR) programs target smail
businesses for federal research or research and development (R&D)
funding to develop and commercialize innovative technologies.? The
SBIR and STTR programs, managed by the Small Business
Administration (SBA), were established in 1982 and 1992, respectively, in
amendments to the Smali Business Act. Most recently, these programs
were reauthorized through September 30, 2017, by the National Defense
Authorization Act for Fiscal Year 20123

Every federal agency* with a budget of $100 million or more for
extramural R&D—uwhich is generally conducted by nonfederal
employees——is required to establish and operate an SBIR program, while
every federal agency with a budget of $1 billion or more for extramurai
R&D is required to establish and operate an STTR program.® The Small
Business Act increases the minimum portion of an agency’s R&D
extramural budget that must be spent, with the SBIR funding percentage
increasing from the 1997 to 2011 rate of not less than 2.5 percent to 2.6
percent in 2012 and to 3.2 percent in 2017 and beyond, and the STTR
funding percentage increasing from 0.3 percent in 2004 to 2011 to 0.45
percent in 2016 and beyond.® From the programs’ inception dates

'National Research Council, An Assessment of the SBIR Program (Washington, D.C.:
National Academies Press, 2008).

2in this report, we refer to research or research and development activities as R&D.
3Pub. L. No. 112-81, Title Li, 125 Stat. 1823 {2011),
“n this report we refer to faderal departments and agencies as agencies.

5The act defines *extramural budget” to generally mean the sum of the agency’s total
research obligations minus amounts obligated for research activities by empioyees of the
agency in or through govemment-owned, government-operated facilities.

Sin this report we refer to the amounts resulting from applying these minimum percentages
to extramural R&D budgets as “spending requirements.”

Page 1 GAO-13421 Small Business Research Programs
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through fiscal year 2011, federal agencies made about 126,000 awards
under the SBIR program totaling about $30.4 billion and about 9,000
awards under the STTR program totaling about $2.3 bilfion.

Currently, 11 agencies participate in SBIR programs: the U.S.
Department of Agriculture (USDA); the Departments of Commerce
(Commerce), Defense (DOD), Education {(Education), Energy {DOE),
Heaith and Human Services (HHS), Homeland Security (DHS), and
Transportation (DOT); the Environmental Protection Agency (EPA); the
National Aeronautics and Space Administration (NASA); and the National
Science Foundation (NSF). Of these agencies, 5 also participate in the
STTR program: DOD, DOE, HHS, NASA, and NSF.

The Small Business Act sets certain reporting requirements for
participating agencies and SBA. Among other things, such agencies are
to report to SBA on their methodology for calculating extramurail R&D
spending requirements within 4 months of enactment of their annual
appropriations. Agencies are also directed to submit annual reports to
SBA on their SBIR and STTR spending requirements and the amount
spent after the end of each fiscal year. Furthermore, SBA is to annually
report to Congress on all the participating agencies’ SBIR and STTR
programs, including an analysis of the agencies’ budget calculation
methodologies. The act also created a pilot program beginning in fiscal
year 2013 that would allow a portion of SBIR program funds to be used
for administrative costs, outreach and technical assistance, contract
processing, and other specified purposes.” Agencies are otherwise
generally not permitted to spend program funds on administrative costs.

In addition, the Small Business Act mandates that GAO review the
participating agencies’ compliance with spending and reporting
requirements for the programs for fiscal years 2006 to 2011, as well as
other aspects of the programs.? Our objectives were to determine (1) the
extent to which the participating agencies complied with the programs’
spending requirements and how they calculated these requirements, {2)

"An agency may not use funds for the specified purposes untl after the effective date of
SBA-established performance criteria to measure any benefits of using funds for these
purposes,

SNational Defense Authorization Act for Fiscal Year 2012, Pub. L. No. 112-81, 125 Stat.
1298, § 5136.

Page 2 GAO-13-421 Small Business Research Programs
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the extent to which participating agencies and SBA have complied with
certain reporting requirements, (3) the potential effects of basing the
spending requirements for the SBIR and STTR programs on an agency’s
total R&D budget instead of its extramural R&D budget, and (4} the cost
to participating agencies of SBIR and STTR program administration and
how agency funds were used to cover these costs.

To gather information on both programs, we reviewed the laws governing
the programs and the guidance that the SBA has issued regarding the
programs. We reviewed prior GAQ, SBA Inspector General, and other
reports related to the programs. We also met with the SBA’s SBIR and
STTR program staff and interviewed program and financial management
officials at each of the 11 agencies participating in SBIR. To determine
the extent to which participating agencies have complied with the
programs’ spending requirements, we compared spending requirements
for fiscal years 2006 to 2011 with the amounts agencies reported
spending in each annua! report to SBA. We determined that an agency
met its spending requirement if the agency's reported spending for these
programs was equal to or greater than the reported spending
requirement. We used the agencies’ obligations data to represent
spending for the programs in part because obligations data were readily
available from each of the agencies for program purposes, and
obligations provided a reasonable measure of the spending for the
programs in each year. In addition, we collected data and documents
from agencies and interviewed agency officials about how they calculated
their extramural R&D budgets, including any amounts agencies are
authorized to exclude from those budgets. To assess the reliability of the
spending data, we questioned agency officials about the source and data
quality controf pracedures and reviewed relevant documentation. We
determined that these spending data were sufficiently reliable for the
purposes of this report.

To determine the extent to which participating agencies and SBA have
complied with certain reporting requirements for calculating their
extramural research budgets, we compared the agencies’ methodology
and annual reports to SBA and SBA’s annual report to Congress for fiscal
years 2006 to 2011, to the extent availabie, with requirements in the

Page 3 GAOD-13-421 Smal!f Business Research Programs
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Small Business Act and SBA's related policy directives.® We sought
documentation of SBA's review and analysis of the methodology reports
and copies of SBA's annual reports to Congress on the SBIR and STTR
programs to determine the extent to which SBA carried out the mandated
analysis of methodologies and publication of results in its annual reports.

To determine the potential effects of basing spending requirements for
the SBIR and STTR programs on an agency'’s total R&D budget, we used
actual data on total R&D budget authority from the President’s budget to
calculate potential spending requirements for each federal agency for
fiscal years 2006-2011.% In calculating these potential spending
requirements, we assumed that the same funding percentages currently
required by the Small Business Act would apply to total R&D budgets. We
also assumed that the current spending thresholds that require agency
participation in the SBIR and STTR programs— $100 milfion and $1
billion in extramural funding respectively—would instead apply to total
R&D funding. in other words, an agency with total annual R&D funding of
$100 million would be required to participate in the SBIR program, while
an agency with total annual R&D funding of $1 billion would be required
to participate in both the SBIR and STTR programs. We compared the
spending requirements under this first scenario with the spending
requirements under the current law to determine the potential effects of
changing the methodology to calculate the spending requirements for
fiscal years 2006 to 2011. We also developed two additional funding
scenarios. We compared the potential spending requirements of these
scenarios with the spending requirements under the current law for fiscal
years 2006 to 2011.

%The prior and current policy directives citations are: Small Business Administration, The
Small Business Innovation Research (SBIR) Program Policy Directive, (Washington, DC.:
2005); Small Business Administration, The Smalf Business Innovation Research (SBIR)
Program Policy Directive, (Washingtan, DC.: 2012); Small Business Administration, The
Smalf Business Technology Transfer (STTR} Program Policy Directive, (Washington, DC.:
2005); and Small Business Administration, The Small Business Technology Transfer
{STTR) Program Policy Directive, (Washington, DC.: 2012).

100ffice of Management and Budget, Analytical Perspectives, Budget of the U.S.
Govemnment (Washington, D.C.: FY 2008-2013). Because we could not estimate the total
R&D budget of each agency and agencies did not include this amount in their annual
reports, we relied on the amount of budget authority reported in the Analytical
Perspectives volume for calculation of the required expenditures.
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To determine the cost to participating agencies for SBIR and STTR
program administration and how agency funds were used, we collected
existing administrative cost data directly from agencies and interviewed
program and financiat officiais at each agency to {1} learn the scope of
existing data available on administrative costs, (2} identify amounts and
categories of administrative costs, and (3) request existing annuat cost
data from them. We determined that these data were too incomplete and
from such varied sources that an assessment of the available data’s
reliability was not possible. Thus, we could not use the data in our report,
In addition, we gathered information on the agencies’ implementation of
the pilot program that aliows a portion of SBIR program funds to be used
for specific administrative costs.

We conducted this performance audit from April 2012 to August 2013 in
accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that
the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.

Background

SBIR has four overarching purposes: to (1) use small businesses to meet
federal R&D needs, " (2) stimulate technological innovation, (3) increase
commercialization of innovations derived from federal R&D efforts,'? and
(4) encourage participation in technological innovation by smail
businesses owned by women and disadvantaged individuais. The SBIR
program has a three-phase structure as follows:

*According to SBA, an eligible smalf business in the SBIR or STTR program (1} is
organized for profit, with a place of business located in the United States; (2) is at least 51
percent owned and controlied by one or more individuals who are citizens of, or
permanent resident aliens in, the United States; (3) is at least 51 percent owned and
controlled by another for-profit business concern that is at feast 51 percent owned and
controlled by one or more individuals who are citizens of, or permanent resident aliens in,
the United States; and (4} has no more than 500 employees, including affiliates.

2For the SBIR program as impfemented during the course of our review, SBA defined
commercialization as the “process of developing marketable products or services and
producing and detivering products or services for sale (whether by the originating party or
by others) to government or commerciat markets.”

Page 5 GAO-13-421 Small Business Research Programs
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» In Phase |, agencies award up to $150,000 for a period of about 6 to 9
months to small businesses to determine the scientific and technical
merit and feasibility of ideas that appear to have commerciai potential.

« In Phase li, small businesses whose Phase [ projects demonstrate
scientific and technical merit, in addition to commercial potential, may
compete for awards of up to $1 million to continue the R&D for an
additional period, normaily not to exceed 2 years.

« Phase Hil is for small businesses to pursue commercialization
objectives resulting from the Phase | and !l R&D activities, where
appropriate. Phase il is the period in which Phase li innovation
moves from the laboratory to the marketplace. SBIR Phase ill work
completes an effort made under prior SBIR phases, but it is funded by
sources other than the SBIR program. To commercialize their
products, small businesses are expected to raise additional funds
from private investors, the capital markets, or from non-SBIR sources
within the agency that made the initial award.

According to SBA documents, STTR’s purpose is to stimulate a
partnership of ideas and technologies between innovative small
businesses and research institutions through federally funded R&D.* The
program provides funding for research proposais that are developed and
executed cooperatively between small businesses and research
institutions. Like the SBIR program, the STTR program is structured in
three phases as follows:

« Phase | aims to establish the technical merit, feasibility, and
commercial potential of the proposed R&D efforts and to determine
the quality of performance of the small businesses. STTR Phase |
awards generally do not exceed $150,000 for 1 year.

« Phase il funding is based on the results achieved in Phase | and the
scientific and technical merit and commercial potential of the Phase I}
project proposed. STTR Phase il awards generally do not exceed $1
million total costs for 2 years.

« Phase lll is for small businesses to pursue commercialization of
research or technology resuiting from the Phase | and H R&D

3pub. L. No. 102-564, 106 Stat. 4249, Research institutions inciude nonprofit calleges or
universities, domestic nonprofit research organizations, and federally funded R&D centers.
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activities, and it completes an effort made under the prior STTR
phases but is funded by sources other than the STTR program.
According to SBA, Phase HI work can involve commercial application
of R&D financed by nonfederal capital, including STTR products or
services intended for use by the federal government and continuation
of R&D that has been competitively selected in Phases i and [,
according to the 2012 SBA policy directive.

As noted, federal agencies with a budget of more than $100 mitlion for
extramural R&D are required to have an SBIR program, while federal
agencies with extramural R&D budgets that exceed $1 billion annually are
required to have an STTR program. Generally, the extramural R&D
budget is defined as the sum of the total obligations for R&D minus
amounts to be obligated for intramural R&D, that is, R&D conducted by
employees of a federal agency in or through government-owned,
government-operated facilities. In determining their extramural R&D
budget, agencies have authority to exclude certain R&D programs from
the extramural R&D base used for calcutating SBIR and STTR spending
requirements, such as facilities and equipment used for R&D and certain
intelligence activities. For example, under the Smal Business Act, DOE
must exclude amounts obligated for its naval reactor program from its
extramural R&D budget.* Likewise, under the act, DOD excludes
programs carried out by certain elements of the inteltigence community.'>
in addition, DOT must exclude funds obiigated for the Federal Highway
Administration State Planning and Research program from its extramural
R&D budget.

In fiscal year 2011, the 11 participating agencies reported spending a
total of $2.2 billion for SBIR, and the 5 participating agencies reported
spending a totaf of $251 milfion for STTR, with DOD spending the most
on these programs—=$1.1 billion and $121 million, respectively. DOD’s
reported spending constituted 48.8 percent of total SBIR spending and
48.2 percent of total STTR spending in fiscal year 2011.

According to SBA documents, the agency’s role is to serve as the
oversight and coordinating agency for the SBIR and STTR programs and

15 U.S.C. § 638(e){1) {2006).
1515 U.8.C. § 638(e)(2) (2006).
823 U.S.C. § 505(b)(3) (2006).
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is to direct and assist the agencies’ implementation of the programs,
review their progress, collect agency reports, analyze the information in
the agencies’ methodology reports, and report annuatly to Congress on
the programs. in this role, SBA issued SBIR and STTR policy directives in
September 2002 and December 2005, respectively, and updated them in
August 2012; these directives provide agencies with detailed guidance on
implementation of the SBIR and STTR programs.

Data Indicate Most
Agencies Have Not
Consistently
Complied with
Mandated
Requirements,
Because of Improper
Exclusions and
Differing
Methodologies

Data reported by the participating agencies to SBA for fiscal years 2006
to 2011 indicate that most of the agencies have not consistently complied
with the mandated spending requirements for SBIR and STTR. In
calculating their spending requirements, some participating agencies
made improper exclusions and used differing methodologies.

Agency Data Indicate That
Agencies Did Not
Consistently Comply with
Mandated Program
Spending Requirements

Our analysis of data the participating agencies reported to SBA indicates
that, from fiscal years 2006 to 2011, most agencies did not consistently
comply with mandated spending requirements. Specifically, 8 of the 11
agencies did not consistently meet annual spending requirements for
SBIR. Data from 3 of the agencies—DHS, Education, and HHS—indicate
that they met their spending requirements for all 6 years. For STTR, 4 of
5 agencies did not consistently meet annual spending requirements. Data
from 1 agency—HHS—indicate that it met its STTR spending
requirements for all 6 years. Figure 1 shows the number of years that
each agency met its annual SBIR and STTR spending requirements,
based on the information submitted to SBA in each agency's annual
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reports.’” See appendix | for further details on each agency’s reported
spending on these programs.

Figure 1: Number of Years Agencies Met Spending Requirements for the Small Business Innovation Research (SBiR) and
Small Business Technology Transfer (STTR) Programs for Fiscal Years 2006 to 2011

Number of years met

[3

Departiment  Depatment  DOD D D Dep: B D i NASA  National Science
of Agri of Commert of ion  of Energy  of Health and  of Hemeland of Protectian Foundation
Human Services  Security Transporfation  Agency

Smafi Business innovation Research
B o usinoss Technology Tanster

Sources’ BAQ analysis of sgency annuai report data submitied fo SBA.

Note: Data are from agency annual reporls to SBA, excepi for those of DHS, DOE, and EPA; those
agencies submitted revised data to us, which we incorporated info our analysis. Agencies for which
STTR data are not shawn did not have STTR programs, with the exception of DHS, DHS had an
STTR program in FY 2008 and 2007. However, the agency was not required to participate, because
its extrammural R&D budget for each of those years was actually below the $1 bitfion threshoid
required for participation in the STTR program, The agency stated it had inadverlently used an
incorrect exiramural budget amount to determine its paricipation requiremeant.

""Three agencies—DHS, EPA, and DOE~told us that the infarmation they submitted in
their annual reports to SBA was incorrect or incomplete, The agencies provided us with
revised information, which we incorporated into our analysis.
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Most participating agencies that did not meet their spending requirements
in a given year spent at least 5 percent less than the required amount. in
commenting on this information, agency officials said that funds are
frequently carried into the next fiscat year for SBIR and STTR purposes.
Although the SBIR and STTR spending requirements apply for each fiscal
year, some agency officials said they follow the practice for most R&D
funding, which typically may be spent over a 2-year period of
availability, *® allowing agencies to “carry over” funding that was
appropriated in 1 year and spend it in the next year. In addition, some
agency officials said examining their performance over a number of years
would provide another perspective on their spending. in response to this
comment, we compared agencies’ aggregated spending data for the
SBIR program with their spending requirements, as calculated by the
agencies, over the 6-year period of our review. When we did so, we found
that seven agencies spent more than the aggregated sum of their
requirements for the 6 years, and four spent less. Overall, for the 6-year
pericd of our review, agencies’ SBIR total spending was less than 1
percent or $80 million under the spending requirement, as calculated by
the agencies. See table 1 for details.

Tabie 1: Performance of Agencies in Meeting Smatlt Ir
(SBIR) Spending Requirements Aggregated over Fiscal Years 2006 to 2011

Dollars in bitlions

Difference between

SBIR SBIR amount spent  Percentage

amount  SBIR spending and the spending under- or

Agency spent requirement’ requirement  over-spent
DOD $6.754 $6.940 (0.186) (2.68%)
HHS 3.659 3.610 0.049 1.36%
DOE 0.865 0.824 0.041 4.98%
NSF 0.648 0.678 (0.030) (4.42%)
NASA 0.695 0.690 0.005 0.72%
DHS 0.137 0.106 0.031 29.25%
USDA 0.117 0.118 (0.001) (.85%)
Education 0.060 0.049 0.011 22.45%
DOT 0.036 0.043 {0.007) (16.28%)

BEyceptions to the 2-year period of availability for R&D appropriations include HHS,
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Dollars in billions

Difference between

SBIR SBIR amount spent  Percentage

amount SBIR spending and the spending under- or

Agency spent requirement’ requirement over-spent
Comnmerce 0.043 0.039 0.004 10.26%
EPA 0.029 0.026 0.003 11.54%
Total $13.043 $13.123 {0.080) {0.61%)

Source; GAQ analysis of agency data reported to SBA, except for those of DHS, DOE, and EPA; Inose agancies submitied revised
dafa to GAQ, which were incorporated inlo its analysis.

#As cafculated by the agency.
Note: The differences in each row may be affected by rounding.

For the STTR program, we also compared agencies’ aggregated
spending with their spending requirements over the 6-year period of our
review and found that three of the five participating agencies spent more
than the aggregated sum of their requirements, and two spent less.
Overall, for the 6-year period of our review for participating agencies,
STTR spending was within less than 1 percent, or about $12 million, of
the spending requirement.

Table 2: Performance of A ies in Meeting Smali i Technology Transfer
{STTR) Spending Requirements Aggregated over Fiscal Years 2006 to 2011

Dollars in billions

Difference between

STTR STTR STTR amount spent Percentage

amount spendin: and spending under- or

Agency” spent requirement requirement over-spent
DOD $0.792 $0.833 {$0.041) (4.92%)
HHS 0.447 0.433 0.014 3.23%
DOE 0.098 0.099 {0.001) {1.01%)
NSF 0.094 0.081 0.013 16.05%
NASA 0.086 0.083 0.003 3.61%
Total $1.517 $1.529 ($0.012) (0.78%)

Sources: GAQ analysis of agency data reported to SBA, atong with anaual report corrections that DHS, DOE, and EPA submitted to
GAO.

"DHS also had an STTR program in FY 2006 and 2007, However, the agency was not required {o
parlicipate, because its extramural R&D budget for each of those years was actually below the $1
bittion threshold required for participation in the STTR program. The agency stated it had
inadvertently used an incorrect extramural budget amount to determine its participation requirement.

“As calculated by the agency.
Note: Calcuiations may be affected by rounding.
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SBIR and STTR program managers cited three reasons why spending
the required amount in a given fiscal year could be difficuit. First, delays
in receiving final appropriations can delay agencies’ awarding of contracts
for SBIR or STTR projects. Some program managers said that they tend
to wait to award some grants and contracts until receiving their final
appropriations in case the agency’s extramural R&D budget—and,
therefore, its SBIR or STTR spending requirement—differs significantly
from the expected amount. Because the award process can be lengthy, a
delay can push the awards and spending into the following fiscal year.
Over the period of our review, agencies often received final
appropriations decisions after the beginning of the fiscal year and in some
cases more than 6 months into the year. For example, in fiscal year 2011,
many participating agencies operated under a continuing resolution until
April 2011, when they received their final appropriation for the
remainder of the fiscal year. DOD officials noted that carrying over funds
enables agencies to effectively manage contracts to accommodate the
timing of the awards and delays in funding decisions. The second reason
cited by SBIR and STTR managers was that in a given fiscal year,
agencies decide on a mix of Phase | and Phase 1l awards to meet
program objectives, and the collective amount of these awards may not
equal their annual spending requirement—Ileaving the difference between
the awards and the spending requirement unused. NASA officials said a
third reason agencies may have difficulty spending all required funds is
that changes in a company’s status—through a merger, for example—
could make a company that was under consideration for an award too
large to be eligible for the program. According to these officials, such
changes could occur too late to spend those funds in a given fiscal year.

Some Agency Calculations
of Spending Requirements
Show Improper Exclusions
and Differing
Methodologies

In calculating the programs’ spending requirements, some participating
agencies made improper exclusions from their extramural R&D budgets,
which are the basis for calcutating the requirements, and when
appropriations were received late in the year, agencies used differing
methodologies to calculate their spending requirements, making it difficult
to determine whether agencies’ calculations were correct.

A continuing resoiution is an appropriations act for federal agencies to continue in
operation when Congress and the President have not compieted action on the regular
appropriation acts by the beginning of the fiscal year.
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Some agencies have specific statutory authority to exclude certain
subunits or programs in calculating the extramural R&D budget used for
determining the spending requirements for SBIR and STTR programs, but
we found that some participating agencies made exclusions that are not
consistent with this statutory authority. For example, as discussed below,
two agencies excluded the extramural R&D budgets of agency subunits
because those budgets were lower than the threshold requirements for
program participation--$100 million for SBIR and $1 biifion for STTR—
even though, as defined in law, the thresholds apply to the entire
departmental budget and not to agency subunits:

« DOD reported excluding the Research, Development, Testing, and
Evaluation budget of the United States Special Operations Command
subunit from its extramural R&D budget because the budget is less
than the $1 biilion required for participating in the STTR program.

« HHS reported excluding the extramural R&D hudgets of the Centers
for Disease Control and Prevention and the Food and Drug
Administration because these subunit budgets are less than the $1
billion required for participating in the STTR program.

In another example, a third agency, DOT reported excluding the Federat
Aviation Administration’s extramural R&D budget, which is well in excess
of $100 million annually, from the SBIR program budget calculation. We
asked DOT and FAA to provide the legal authority for this exclusion, but
they did not supply this information.

Improperly excluding subunits reduced calculations of three agencies’
respective extramural R&D and, in turn, the agencies’ spending
requirements for SBIR and STTR. Qver fiscal years 2006 to 2011, these
improper exclusions resulted in a $7.7 million reduction to DOD’s STTR
spending requirement, a $34.7 million reduction to DOT’s SBIR
requirement, and HHS’ exclusions resuited in a $6.1 million reduction to
its STTR spending requirement. Officials at DOD said they changed the
agency’s policy on exclusions as of fiscal year 2013 and that the new
policy, which will not allow these improper exclusions, is currently being
implemented. DOT provided no further information on its exclusion, HHS
met its overall agency spending requirement even with the improper
exclusions, according to the data in HHS’ annual reports to SBA.

In addition to identifying improper exclusions, we found that, when

appropriations were received late in the year, agencies used differing
methodologies to calculate their spending requirements, making it difficuit
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to determine whether agencies’ caiculations were correct. For example,
some agency program managers told us that, when appropriations were
received late in the year, they used their prior year actual spending to
calculate their current year spending requirement, while others calculated
their current year spending requirement using some other methodology.
Specifically, program managers at the Nationa! institute of Standards and
Technology (NIST)}—a subunit of Commerce—stated that program
managers at NIST used the past year's actuai SBIR spending to caiculate
the current year's requirement. In contrast, NASA caiculated its SBIR
spending requirement by determining what percentage its extramurat
R&D spending comprised of its total R&D spending in the prior year.
NASA then applied this percentage to the current year's total R&D budget
to calculate the current year’s extramural budget, which it then used as
the basis for calculating the SBIR and STTR spending requirements.
Although SBA provided guidance in policy directives for participating
agencies on caiculating their spending requirements, neither SBA's prior
nor its current policy directives provide guidance to agencies on how to
calculate such spending requirements when agency appropriations are
delayed. Without such guidance, agencies will likely continue to calculate
spending requirements in differing ways.

Agencies and SBA
Have Not Consistently
Complied with
Certain Reporting
Requirements

Agencies participating in the SBIR and STTR programs have not
consistently complied with Small Business Act requirements for annually
reporting a description of their methodologies for calculating their
extramural R&D budgets to SBA. in addition, SBA has not consistently
complied with the act's requirements for annually reporting to Congress,
including reporting on SBA's analysis of the agencies’ methodologies for
calculating their extramural R&D budgets.

Agencies’ Reporting of
Methodologies Did Not
Consistently Comply with
Requirements

With the exception of NASA in certain years, agencies did not submit their
methodology reports to SBA within the time frame required by the Small
Business Act for fiscal years 2006 to 2011 for the SBiR and STTR
programs. The act requires that agencies report to SBA their
methodologies for calculating their extramural budgets within 4 months
after the date of enactment of their respective appropriations acts.?
However, most participating agencies documented their methodologies

2015 U.S.C. 63B(N2)(A).
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for calcutating their extramural R&D budgets for these fiscal years and
submitted them to SBA after the close of the fiscal year with their annual
reports, but three agencies—USDA, Education, and DOT—did not
provide a methodology report for 1 fiscal year during this period. USDA
did not submit a report on its fiscal year 2007 methodology because
agency officials said it was identical to prior years. Officials from
Education and DOT said they typically submitted their methodology
reports with their annual reports. However, they told us that for fiscal year
2011 they did not submit their methodology reports to SBA on time
because that was the first year that agencies were required to submit
their annual reports to SBA’s automated system and there was not a
place in SBA's system to submit methodology reports. SBA officials said
that they nonetheless expected agencies to submit their methodology
reports and that there are several methods to transmit this information,
such as by memorandum or e-mait. Education officials iater toid us they
submitted their 2011 methodology report to SBA in January 2013.

SBA officials said that they have not held the agencies to the act's
deadline for submitting methodology reports, in part because continuing
resolutions enacting final appropriations have sometimes not been
passed until the middle of the fiscal year. This timing for appropriations
has pushed the required reporting date of the methodology report—due 4
months after appropriations are set—until late in the fiscal year. SBA
officials said this has made it more convenient for participating agencies
to submit the methodology report with the annual report. Further, SBA
officials said the agency uses the methodology reports for their annual
reports to Congress. By not having the methodology reports earlier in the
year as specified by law, however, SBA does not have an opportunity to
promptly analyze these methodologies and provide the agencies with
timely feedback to assist agencies in accurately calculating their spending
requirements. SBA officials said they have provided feedback oraily and
through e-mails to the participating agencies about their methodology
reports, but many agency program managers said that SBA has provided
little feedback. By not providing such feedback, SBA is forgoing the
opportunity to assist agencies in correctly calculating their program
spending requirements and helping to ensure that they meet mandated
requirements.

More significantly, the majority of the agencies did not include information
consistent with a provision in SBA’s SBIR and STTR policy directives that
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specifies the act’s requirement for a methodology report from each
agency.?' Specifically, the SBA policy directives state that the
methodology report must include an itemization of each R&D program
excluded from the calculation of the agency's extramural budget and a
brief explanation of why it is excluded. In our review, we found that

« two of the participating agencies—EPA and HHS-—complied fully with
the requirements because they included in their methodology reports
an itemization of the programs excluded from the calcuiation of their
extramural R&D budget and an explanation of why the programs were
excluded for all 6 fiscal years in our review; and

« six agencies-—DHS, DOD, DOE, DOT, NASA and NSF—did not fully
meet these requirements for the 6 fiscal years in our review because
their methodology reports either identified some excluded programs
but not others that we identified or the reports omitted explanations for
exclusions.??

As a result, agencies submitted different information, including different
levels of detail on their methodologies. For example, some agencies
provided itemization of each R&D program excluded, including doliar
amounts and statutory authority, as part of the calculation of the agency’s
extramural budget and a brief explanation of why it is excluded, while
other agencies only provided a brief explanation. SBA officials told us that
most participating agencies’ methodology reports have changed little from
year to year, so SBA does not raise questions about detalls of their
methodologies. In the absence of guidance from SBA on the format in
which the methodology reports are to be presented, DOD developed a
methodology template that guides the calculation of DOD’s extramural
R&D budget and in turn the programs’ spending requirements, including
the identification of any R&D programs excluded from the basis for
calculating their spending requirements and a brief explanation of why
they are excluded. Without guidance on the format of methodology

2The 2002 SBIR and the 2005 STTR policy directives were in effect during the period of
our review,

22Three other agencies—Commerce, Education, and USDA—did not report excluding any
programs from the calculation of extramural R&D for any of the fiscal years. Because
existing SBA guidance in poficy directives does not require agencies to affirm that no
exclusions were made, we asked the three agencies if they had in fact made exclusions
but just not reported them. In each case, the agencies confirmed that they had, in fact, not
made exclusions.
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reports, participating agencies are likely to continue to provide SBA with
broad, incomplete, or inconsistent information about their methodologies
and spending requirements. Furthermore, without having more consistent
information from agencies, it is difficult for SBA to comprehensively
analyze the methodologies and determine whether agencies are
accurately calculating their spending requirements.

In addition, for the agency annual report requirement, SBA has provided a
template that asks agencies for the extramural R&D budget base used to
calculate the SBIR or STTR spending requirements, but it does not ask
for the specific calculations used to derive that budget base. Unlike the
requirement set by law and SBA policy directives for methedology reports
to include a description of their methodologies for calculating extramurai
R&D budgets, information on actual calculations, such as identifying
exclusions, is not required for agency annual reports to SBA. However,
because annual reports show the resuits of the previously described
methodology including such information in the annual reports is important.
By not requesting that agencies include calculations used to derive the
budget base in its template, SBA has been receiving incomplete
information from the participating agencies, which fimits the usefulness of
data the agency reports to Congress. SBA officials told us that
participating agencies’ caiculations of spending requirements have
changed littie from year to year, and so SBA does not raise questions
about the calculations. SBA likewise does not request that agencies
include information in their annual reports that would enable SBA to
conduct better oversight, including information on (1) whether agencies
met the mandated spending requirements, (2) the reasons for any
noncompliance with these requirements, and (3) the agencies’ plans for
meeting any noncompliance in future years. By including this information,
SBA could more fully oversee the programs and provide more complete
information to Congress.

Page 17 GAO0-13-421 Small Business Research Programs



145

SBA Annual Reports to
Congressional Committees
Are Often Late and
Incomplete

SBA has not consistently complied with the requirement for reporting its
analysis of the agencies’ methodologies in its annual report to
Congress,® as required by the Small Business Act.?* Over the 6 years
covered in our review, SBA reported to Congress for 3 of those, fiscal
years 20086, 2007, and 2008. Furthermore, these reports contained limited
analyses of the agencies’ methodologies, and some of the analyses were
inaccurate. For example, SBA’s analysis was limited to a table attached
to the annual report to Congress that often did not inciude information on
particuiar agencies; SBA provided no other documentation showing the
results of its analysis of the agency methodology reports. For example, in
its fiscal year 2006 annual report, SBA concluded that all of the
participating agencies complied with program requirements in calculating
their extramural R&D budgets but did not present the basis for its
conclusion. As noted earlier, our review showed that some participating
agencies improperly excluded some extramurat programs from their
funding base calculation and did not consistently comply with SBA’s
instructions in its policy directive to itemize the exclusions in their
calculation of the R&D extramural budget for either the SBIR or STTR
program. Without more comprehensive analysis and accurate information
on participating agencies in SBA’s annual report, Congress does not have
information on the extent to which agencies are reporting what is required
by law or if they are under spending by, for example, taking improper
exclusions.

Moreover, SBA officials said they delayed submitting their annual reports
to Congress for fiscal years 2009, 2010, and 2011 to reconcile significant
inconsistencies the agency found between spending data submitted by
participating agencies in their annuai reports to SBA and data routinely
collected in SBA’s automated system from agencies and awardees on
SBIR and STTR awards made during the fiscal year. In commenting on a
draft of this report in August 2013, SBA program officials said that the
three reports had been consolidated into one report that was being
reviewed by the Office of Management and Budget. The agency pians to
submit the reports to Congress in 2013, making the data available to
Congress on the programs 2 to 4 years after the end of the fiscal year.

2The act directs that the SBA Administrator report not less than annually to the
Commitiee on Small Business and Entrepreneurship of the Senate and to the Committee
on Science and Technology and the Committee on Smali Business of the House of
Representatives.,

2415 U.8.C. § 638(i)(2)(B).
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s . Changing the methodology to calculate the SBIR and STTR spending
Basmg Spendmg requirements based on each agency’s total R&D budget instead of each
Reqmrements on agency’s extramural R&D budget would increase the amount of each

G agency’s spending requirement for the programs, some much more than
Agenc1es Total R&D otghers?depindinggor?(zhe assumptions zbo?n how the funding base
Budgets Could change is implemented. Also, it would increase the number of agencies

s that would be required to participate in the programs. Some agencies
Increase Spendlng reported that sugh a change CDlTId have effects on their R&D grograms
and Pr ogram and may create chailenges.
Participation
Changing the Base for If the SBIR and STTR spending requirements under current law were
SBIR and STTR Budgets to applied to an agency's total R&D budget rather than to the extramural
Total R&D Would Increase R&D budget, the spending requirements for each agency would increase
. because their extramural R&D budget is a part of, and therefore smaller,
Agency Spending than their total R&D budget.? Table 3 shows a comparison of the
Requirements agencies’ spending requirements for the SBIR and STTR programs in
fiscal year 2011 under the current faw, based on an agency’s extramural
R&D budget, and this alternative methodology.
Table 3: Comparison of Fiscal Year 2011 Small Busi 1 R h (SBIR) and Smali Business Technology
Transfer (STTR) Pr 7 ing Requir under the Current Law and If Based on the Participating Agencies’ Total
R&D Budget
Dotiars in millions
SBIR  SBIR spending STTR STTR spending
Agency's i qui g qui based gt
extramural Agency’s regquirement based on 2.5 difference in requirement on 0.3 percent of difference in
R&D total R&D  under current percent of the SBIR from  under current the total] R&D  STTR from
Agency budget® budget” faw® total R&D budget current faw law! budget current law
USDA $768 32,284 $19 $57 200 ° ° ®
Commerce 239 1,021 6 26 333 ° ® °
DOD 41,678 77,410 1,042 1,935 86 $125 $232 86
Education 346 362 8.6 9.1 6 B N
DOE 5,857 9,915 146 248 70 18 30 67
HHS 24,714 31,098 618 T 26 74 93 26
DHs 468 512 12 13 8 N ° N

25The SBIR and STTR spending requirements were 2.5 percent and 0.3 percent,
respectively, of extramural R&D budgets for fiscal years 2006 through 2011.
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Doflars in miflions

SBIR  SBIR spending STTR STTR spending

Agency’s di quil g i q based
extramural Agency’s requirement based on 2.5 difference in requirement on 0.3 percent of difference in
R&D total R&D  under current percent ofthe  SBIR from  under current the total R&D  STTR from
Agency budget® budget” law® total R&D budget current law law’ budget current faw
00T 384 929 10 23 130 ° ° °
EPA 182 584 5 15 200 ° N °
NASA 4,998 8,839 125 221 v 15 27 80
NSF 4,956 5,091 124 127 2 15 15 0
Total $84,590  $138,046 $2,116 $3,451 63 $247 $397 61

‘Sources: GAD analysis of agencies’ data.
°Each agency's extramural R&D budget as reported by the agencies in their annual reports to SBA.

Each agency's total R&D budget authority is from the Analytical Perspectives volume of the
President's Budget. The category of “Facilities and Equipment” is not inciuded in the tatal shown in
this table.

“Each agency's SBIR spending requirement under the current faw in fiscal year 2011 s calculated as
2.5 percent of its extramnural R&D budget.

°Each agency’s STTR spending requirement under the current law in fiscal year 2011 is calculated as
0.3 percent of its extramural R&D budget.

°Agency did not participate in STTR.
Note; Calculations may be affected by rounding.

As shown in table 3, some agencies’ spending requirements would
increase more than others. This is due to differences in the relative
proportions of the extramura! and intramurat R&D budgets among
agencies. Examples are as follows:

« NSF used almost its entire R&D budget for extramural R&D in fiscal
year 2011 and was required to spend about $124 miffion on its SBIR
program in that year. lts spending requirement would have increased
slightly to $127 million—about a 3 percent increase—if the spending
requirement were based on the total R&D budget instead of the
extramural R&D budget. For NSF’s STTR program, the spending
requirement in fiscal year 2011 would have increased about 3
percent—the same percentage increase as for SBIR.

« Commerce used a relatively small percentage of its total R&D
budget—about 25 percent—ifor extramural R&D in fiscal year 2011,
and its spending requirement for SBIR would have more than
quadrupled from about $6 million to $26 miltion—333 percent—in
fiscal year 2011 if the calculation methodology changed. While
Commerce does not participate in the STTR program currently, it
would have to participate in the STTR program if the calculation
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methodology changed. Its spending requirement wouid have been $3
million rather than zero,

To put these figures in perspective, if the funding percentage in law were
applied to the total R&D budget instead of the extramural budget, NSF’s
spending on SBIR in 2011 would have increased to about 2.6 percent of
its extramura! R&D budget, while Commerce’s spending would have
increased to about 10.7 percent of its extramural R&D budget. For the
STTR program, if the funding percentage in the law were applied to the
total R&D budget instead of the extramural budget, NSF’s spending on
STTR wouid have increased to about 2.7 percent of the extramura} R&D
budget, and Commerce’s spending would have increased from zero.

in addition to the changes in the doitar amount of funds available for
STTR and SBIR spending requirements, agencies said that changing the
base for calculation of budgets for these programs would affect agency
operations, depending on assumptions about how the funding base
change is imptemented. For example, changing the base would increase
SBIR and STTR budgets and could result in reductions in certain types of
intramural R&D with corresponding reductions in fuli-time equivalent
staffing of these programs. In addition, some agency officials said there
were potential changes in the content of the agency’s extramurat R&D
effort because of changes in the types of businesses that receive grants
and contracts.

in addition to applying the same percentages as used under current law
to the total R&D budget, we analyzed the potential changes to spending
requirements using two other alternative scenarios that apply different
percentages to the total R&D budget. In these scenarios, some agencies
would have experienced an increase in spending requirements, while
others would have experienced a decrease. Appendix Hl contains a
discussion of the alternate scenarios and the results of our analysis.

Changing the Calculation
Methodology Would
Increase the Number of
Agencies Required to
Participate

Changing the calculation methodology to the totai R&D budget would aiso
increase the number of agencies that would be required to participate in
the SBIR and STTR programs, assuming the same dollar thresholds for
participating in the programs were applied to the total R&D budget rather
than only the extramural R&D budget. For example, our analysis of the
total R&D budget for ali federal agencies for fiscal year 2011 indicates
that

Page 21 GAO-13-421 Small Business Research Programs



149

« For SBIR, two additional agencies—the Departments of Veterans
Affairs (VA) and the Interior—would have been required to participate
in fiscal year 2011 if total R&D budgets had been the criteria. These
agencies reported total R&D budgets to SBA in excess of $100
mitlion, which is the threshold for participation in the SBIR program.
Adding these two agencies to participating SBIR agencies in fiscal
year 2011 with the total R&D budget as the base, would have
increased total federal SBIR spending by $48 miltion.

« For STTR, three additional agencies—Commerce, USDA, and VA—
would also have been required to participate in the STTR program for
fiscal year 2011 if total R&D budgets had been the criteria for meeting
the threshold. These agencies reported total R&D budgets in excess
of $1 billion, which is the threshold for participation in the STTR
program. Adding these three agencies to STTR in fiscal year 2011
with the total R&D budget as the base would have increased total
STTR spending by $13 million.%

Table 4 shows these agencies’ R&D budgets and what their SBIR and
STTR spending requirements for fiscal year 2011 would have been if the
spending methodology was changed to the total R&D budget.

i other fiscal years that we reviewed, these agencies may not have been required to
participate in the STTR program as their total R&D spending feil below the threshold
requirement,
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Table 4: Additional Ag That Would Participate in the Small Business
innovation Research {SB{R} and Small Business Technology Transfer (STTR}
Programs if the 2011 Base Were Revised to Total R&D Budget Authority

Dolars in milions

SBIR spending
Agency’s total qui based
R&D budget on 2.5 percent of the

STTR spending
qui t based
on 0.3 percent of the

Agency authority” total R&D budget total R&D budget
Department of the

interior $755 $19 °
Department of

Veterans Affairs $1.160 $29 33
Department of

Agriculture $2,284 ° $7
Department of

Commerce $1,021 ° $3

Source: GAQ analysis of fiscal 2011 agency data.

®Each agency's total R&D budget authority is from the Analytical Perspectives volume of the
President's Budget.

“Agency curently participates in the SBIR program.

“The agency's total R&D budget does not meet the threshold for the program.

Note: Calculations may be affected by rounding.

Agencies’ Cost for the
Administration of the
Programs Cannot
Currently Be
Determined Because
the Agencies Do Not
Identify or Track All
Costs

The participating agencies’ cost of administering the SBIR and STTR
programs cannot be determined because the agencies neither collect that
information nor have the systems to do so. Neither the authorizing
legislation for the programs nor SBA guidance directs agencies to track
and estimate all administrative costs, and neither the law nor SBA
guidance defines these administrative costs. Estimates agencies provided
indicated that the greatest amounts of administrative costs in fiscal year
2011 were for salaries and expenses, contract processing, outreach
programs, technical assistance programs, support contracts, and other
purposes. With the implementation in 2013 of a pilot program allowing
agencies under certain conditions to use up to 3 percent of SBIR program
funds for certain administrative costs, SBA expects to require agencies in
the pilot program to track and report the spending of that 3 percent but
not all of their administrative costs.
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Agencies Have Not
Comprehensively
Identified or Tracked
Administrative Costs for
Several Reasons

The participating agencies have not comprehensively identified or tracked
the cost of administering the SBIR and STTR programs for several
reasons. Agency officials said that the costs cannot be determined
because the agencies do not have the systems for collecting the data.
Neither the authorizing legislation for the programs nor SBA guidance
directs agencies to track and estimate administrative costs, and neither
the law nor SBA guidance defines these administrative costs. We found
that the amount of funds that participating agencies spent administering
the SBIR and STTR programs—and the way the funds were used—
cannot currently be estimated because the agencies have not identified or
tracked many categories of program administrative costs. Agency officials
said an important reason that administrative costs for the SBIR and STTR
programs are not comprehensively identified or tracked is that using SBIR
or STTR budgets to fund administrative costs has been generally
prohibited. The Small Business Act generally prohibits agencies, except
for DOD, from using any of their SBIR or STTR budgets to fund
administrative costs of the programs, including the cost of salaries.?
Agencies reported that administrative costs of the programs were paid out
of budget accounts other than the SBIR and STTR accounts.

In addition, agency officials told us that the SBIR and STTR programs cut
across many agency programs and disciplines and that the staff
supporting the programs may work on a full-time or part-time basis,
making identification and estimation of costs more difficult. For example,
DOE reported the administrative costs of the SBIR and STTR program
office only, but pointed out that the programs invoived the part-time efforts
of 70 to 100 additional people throughout DOE, including technical
program managers, grants specialists and contracting officers, whose
costs were not estimated.

Similarly, HHS officials said it would be an exceptionally complex
calculation to determine how much is currently spent on the
administrative costs of the SBIR or STTR program because a large
number of HHS staff work a fraction of their time on these programs.
Officials in HHS’ National Institutes of Health (NiH), which accounts for
the majority of HHS’ SBIR and STTR R&D programs, said there were a

2Tas previously noted, beginning in fiscal year 2013, under a pilot program a portion of
SBIR program funds may become available for administrative costs, such as the provision
of outreach and technical assistance, and contract processing, and other specified
purposes.
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small number of fuli-time staff on these programs; rather, NiH officials
said that most staff managing the programs do so as a coilateral part of
their duties and are not required to track the portion of their time spent on
the programs. NASA reported that its budget estimate included a
separate fine for SBIR and STTR program management that covers
personnel costs, travel, and procurement costs. NASA officials noted,
however, that other costs to operate the programs are not included in this
budget estimate, including the cost of NASA technical experts to review
proposais and the cost of technical and contracting representatives
interacting with small businesses. NASA officials did provide a rough
estimate for the number of hours and full time equivalent staff spent by
NASA technical reviewers and contracting personne! in a typical year as
25 to 38 full-time equivalent staff. The officials noted that the estimate
does not include hours spent by others involved: mission directorate
representatives, center chief technologists, contracting officers, support
contractors, procurement support, and legal support. They also said that
they did not have estimates for such categories as support contracts,
outreach, and technical assistance.

Most Estimated SBIR and
STTR Administrative Costs
Were in Salaries and
Expenses, Contract
Processing, Outreach and
Technical Assistance,
Support Contracts, and
Other Categories

In response to our request for information on administrative costs for
fiscal year 2011, 9 of the 11 participating agencies provided us with
estimates of a portion of their costs to administer the SBIR and STTR
programs in fiscal year 2011. Of the administrative costs estimated by
these 9 agencies, the greatest amounts were for salaries and expenses,
contract processing costs, outreach programs, technical assistance
programs, and support contracts, and the “other” category.? In some
cases, officials for some agencies identified having costs in these
categories or several others but provided no estimates of the amounts.
The agency with the most administrative costs estimated in the most
categories for 2011 was DOD, which provided estimates in 10 cost
categories.? Of the 11 participating agencies, Commerce and HHS did

28The “other” category was used fo collect costs that did not fit into the categories
available, or costs that were not categorized.

29The 10 categories of costs that DOD and its subunits were asked to estimate were:
salaries and expenses, travel, contract processing costs, personnel and assistance for
application reviews, outreach and technical assistance, commercialization and outreach
activities, oversight and congressional reporting, oversight and quality controf measures,
support contracts and other.

Page 25 GAO-13-421 Small Business Research Programs



153

not provide estimated administrative costs or identify having
administrative costs in any category.

in response to our data requests and questions regarding fiscal year
2011, the 9 agencies provided some estimates, identified unestimated
costs, or had no response in many of the costs categories for which we
requested data. An overview of the information we obtained is contained
in appendix 1l

Participation in the
Administrative Costs Pilot
Program Will Require
Agencies to Track Certain,
but Not All Costs

As noted earlier, the Nationa! Defense Authorization Act for Fiscal Year
2012 created a pilot program beginning in fiscal year 2013 that wouid
allow up to 3 percent of SBIR program funds to be used for administrative
costs, the provision of outreach and technical assistance and contract
processing, and other specified purposes.* Agencies are otherwise
generally not permitted to spend SBIR or STTR program funds on
administrative costs.

According to SBA’s policy directive, funding under this pilot is not
intended to and must not replace current agency administrative funding in
support of SBIR activities. Rather, funding under this pilot program is
intended to support additionat initiatives. SBA issued its guidance for the
pilot program as part of its revised policy directive of August 2012 and
requires agencies to submit annuat work plans to SBA for approval on
spending priorities, amounts, milestones, expected resuits, and
performance measures before agencies can begin the pilot.3' The SBA
guidance also directs agencies to report to them on the use of the funds
allowed to be spent on administrative costs under the pifot program
authority in their annual reports. However, agencies will not identify or
track all of their administrative costs so SBA will not be able to report to
Congress on total administrative costs. Of the 11 agencies participating in

%0An agency was not to use funds for the specified purpeses until afler the effective date
of SBA-established performance criteria to measure any benefits of using funds for these
purposes, which SBA first provided to participating agencies on July 30, 2012, STTR
program funds were not made available by the pifot program provision.

*IUnder Sec. 5141(a) of Pub. L. No. 112-81, the 2011 reauthorization act establishing the
pilot program, the SBA Administrator was to issue rutes to carry out the pilot program
within 180 days of enactment of the law. The directive containing the guidance was
published in the Federal Register on August 8, 2012—219 days afler enactment of the law
establishing the pilot program.
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the SBIR program, 10 have submitted pians for the pilot program to SBA.
SBA officials told us that, as of August 2013, afl 10 of the agencies’ pilot
plans had been approved for impiementation in the current fiscal year.

Conclusions

To help small businesses develop and commercialize innovative
technologies, federal agencies have awarded billions of dollars to such
businesses under the SBIR and STTR programs, which SBA oversees. In
its role overseeing the programs, SBA has issued policy directives that
provide agencies with guidance on the implementation of the programs.
Agencies participating in the programs are required by law to spend a
specific minimum portion of their extramural R&D budgets on these
awards and to report certain information related to their spending to SBA.
In turn, SBA is to review this information and report on it annuaily to
Congress. However, participating agencies’ compliance with the
programs’ spending requirements is unclear because some agencies
improperly cafculated their spending requirements and—in the absence of
specific guidance from SBA when their appropriations were delayed—
agencies used differing methodologies for calculating these requirements.
Without guidance from SBA, agencies will likely continue to calculate
spending requirements in differing ways, which will continue to raise
questions about their compliance. in addition, most agencies’ reports to
SBA about their methodologies for calculating their spending
requirements did not contain key details, such as the identification of any
R&D programs excluded from the basis for calculating their spending
requirements and a brief explanation of why they are excluded, which is
required both by law and SBA policy directives. Agencies also submitted
differing information in these reports because SBA's policy directives do
not specify the format for the reports. Without guidance on the format of
methodology reports, participating agencies are likely to continue to
provide SBA with broad, incomplete, or inconsistent information about
their methodologies and spending requirements, Furthermore, without
more complete and consistent information from agencies, it is difficult for
SBA to comprehensively analyze the methodologies and whether
agencies are accurately calculating their spending requirements.
Moreover, according to agency officials, SBA provided little timely
feedback about the agencies’ methodology reports. By not providing such
feedback, SBA is forgoing the opportunity to assist agencies in correctly
calculating their program spending requirements and helping to ensure
that they meet mandated requirements.

In addition, for the participating agencies’ annual report requirement, SBA
has provided a template requesting the extramural R&D budget base that
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agencies used to calculate the programs’ spending requirements, but the
template does not request the specific calculations agencies used to
derive those requirements. By not requesting such calcuiations, SBA has
been receiving inconsistent and incomplete information from the
participating agencies, which limits the usefulness of data it reports to
Congress. SBA likewise does not request that agencies include
information in their annual reports that would enable better oversight,
including information on (1) whether agencies met the mandated
spending requirements, {2} the reasons for any noncompliance with these
requirements, and (3) the agencies’ plans for meeting any noncompliance
in future years. Finally, SBA’s annual reports to Congress have been
years late or contained little analysis of the methodology reports agencies
submitted to describe how they calculated their spending requirements.
Without more rigorous oversight by SBA and more timely and detailed
reporting on the part of both SBA and participating agencies, it wili be
difficult for SBA to ensure that intended benefits of these programs are
being attained and that Congress receives critical information to oversee
these programs.

Recommendations for
Executive Action

To ensure that participating agencies and SBA comply with spending and
reporting requirements for the SBIR and STTR programs, we recommend
the SBA Administrator take the following four actions:

« Provide additional guidance on how agencies should calculate
spending requirements when agency appropriations are received late
in the fiscal year and the format agencies are to include in their
methodology reports.

- Provide timely annual feedback to each agency following submission
of its methodology report on whether its method for calculating the
extramural R&D budget used as the basis for the SBIR and STTR
spending requirements complies with program requirements including
an itemization of and an explanation for all exclusions from the basis
for the calculations.

« Direct participating agencies to include in their annual reports the
calculation of the final extramural R&D budget used as the basis for
their SBIR and STTR spending requirements and, if they did not meet
the spending requirements, the reasons why not and how they pian to
meet the spending requirements in the future.
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« Provide Congress with a timely annual report that inciudes a
comprehensive analysis of the methodology each agency used for
calculating the SBIR and STTR spending requirements, providing a
clear basis for SBA’s conclusions about whether these calculations
meet program requirements.

Agency Comments

We provided copies of our draft report to the Secretaries of USDA,
Commerce, DOD, Education, DOE, HHS, DHS, and DOT,; the
Administrators of SBA, EPA, and NASA; and the Director of NSF for
review and comment. In response, six of the agencies—USDA,
Education, DOE, EPA, NASA, and NSF—stated by e-mail that they had
no technical or written comments. Five other agencies—Commerce,
DHS, DOD, DOT, and HHS—provided technical comments by e-mail,
which we incorporated into the draft report as appropriate.

SBA provided technical comments on the draft report and officials of
SBA's Office of Technology said by e-mail through the Office of
Congressional and Legislative Affairs that they agree with the findings of
the report and will work to implement the recommendations. Specifically,
in response to our recommendation to provide additional guidance on
how agencies should calculate spending requirements, SBA said it plans
a training session for all SBIR and STTR agencies to provide guidance
and uniformity in the calculation of extramural budgets. in response to our
finding that SBA is not receiving timely methodology reports from the
agencies in order to provide feedback, SBA said it has strongly
encouraged the agencies to submit their methodologies to SBAin a
timely manner. We incorporated SBA’s technical comments into the
report as appropriate.

We are sending copies of this report to the Secretaries of Agriculture,
Commerce, Defense, Education, Energy, Health and Human Services,
Homeiand Security, and Transportation; the Administrators of the Small
Business Administration, the Environmental Protection Agency, and the
National Aeronautics and Space Administration; the Director of the
National Science Foundation; the appropriate congressional committees;
and other interested parties. In addition, this report is available at no
charge on the GAO website at http://www.gao.gov.
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If you or your staff members have any questions about this report, please
contact me at (202) 512-3841 or ruscof@gao.gov. Contact points for our
Offices of Congressional Relations and Public Affairs may be found on
the last page of this report. Key contributors to this report are listed in
appendix IV.

Dot W

Frank Rusco
Director, Natural Resources and Environment
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List of Committees

The Honorable Mary L. Landrieu

Chairman

The Honorable James E. Risch

Ranking Member

Committee on Small Business & Entrepreneurship
United States Senate

The Honorable Lamar Smith

Chairman

The Honorable Eddie Bernice Johnson
Ranking Member

Committee on Science, Space and Technology
House of Representatives

The Honorable Sam Graves
Chairman

The Honorable Nydia M. Velazquez
Ranking Member

Committee on Small Business
House of Representatives
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Appendix I: Comparison of Participating
Agencies’ Reported Requirements and
Spending for the SBIR and STTR Programs,
Fiscal Years 2006 to 2011

Figures 2 through 12 compare reported spending requirements of the 11
agencies participating in the Smal! Business Innovation Research (SBIR})
program with their reported spending over fiscal years 2006 to 2011.

Figures 13 through 17 compare reported spending requirements of the 5
agencies participating in the Small Business Technology Transfer (STTR}
program with their reported spending over fiscal years 2006 to 2011." The
Department of Homeland Security also had an STTR program in FY 2006
and 2007. However, the agency was not required to participate, because
its extramural R&D budget for each of those years was actually below the
$1 billion threshold required for participation in the STTR program. The
agency stated it had inadvertently used an incorrect extramural budget
amount to determine its participation requirement, Since the agency was
not required to participate in STTR and therefore had no spending
requirement, no figure is included here for its STTR expenditures.

"We used the agencies’ obligations data to represent spending for the programs because
spending data were not readily avaitable from each of the agencies. Obligations provided
a reasonable measure of the spending for the programs in each year.
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Spending for the SBIR and STTR Programs,

Fiscal Years 2006 to 2011

Figure 2: Comparison of the Department of Agricul 's Reported Spendi
Requirements and Spending for the Smalt Business Innovation Research (SBIR)
Program, Fiscal Years 2006 to 2011
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Souroe: GAO analysis of agency annuzt repart data submitied 1o SBA.
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\ppendix I: Comparisan of Participati

Reported i and
Spending for the SBIR and STTR Programs,
Fiscal Years 2006 to 2011

Figure 3: Comparison of the Department of C ’s Reported S
Requirements and Spending for the Smalf Business Innovation Research {SBIR})
Program, Fiscal Years 2006 to 2011
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Source: GAO analysis of agency annual report data submitted o SBA.
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Appendsxl Comparlson of Participating

rted and
Spending fcr the SBIR and STTR Programs,
Fiscal Years 2006 to 2011

Figure 4: Comparison of DOD’s Reported S ing Requirt and g for
the Smali Business Innovation Research (SBIR) Program, Fiscal Years 2006 to 2011
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Source: GAQ analysis of agency annual report data submilted to SBA,

Note: Afthough the statutory requirement for agencies is to spend an amount equivalent to the annuat
spending requirement within each year, DOD officials said the agency spends approximately the full
annual spending requirement over a 2-year period.
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Appendix I: Comparison of Participating

P q! anf
Spending for the SBIR and STTR Programs,
Fiscal Years 2006 to 2011

Figure 5: Comparison of the Department of Ed 's Reported Sp g
Requirements and Spending for the Small Business Innovation Research (SBIR}
Program, Fiscal Years 2006 fo 2011
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Source: GAD anatysis of agency annual report data submitted ko SBA.
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Figure 6: Comparison of the Department of Energy’s (DOE} Reported Spending
Requirements and Spending for the Small Business innovation Research (SBIR}
Program, Fiscal Years 2006 to 2011
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Source: GAD analysis of agency annwal report data submitted to SBA.

Note: DOE officials said that their annuat reports to the Smail Business Administration (SBA) did not
include spending for Supplementat Phase i Awards or for Technical Commerciat Assistance and that
adding this spending eliminates under spending during this period. They aiso said SBA's annual
report format does not include a place to report technical assistance spending. DOE supplied this
additional information, which we incorporated into our analysis,
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Appendix I: Comparison of Participating
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Figure 7: Comparison of the Department of Health and Human Services’ Reported
Spending Requirements and Spending for the Smali Business innovation Research
{SBIR) Program, Fiscal Years 2006 to 2011
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Source: GAO analysis of agency anmual repont data submited 1o SBA.
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EC ison of F
A ies’ qui and
Spending for the SBIR and STTR Programs,
Fiscal Years 2006 to 2011

Figure 8: Comparison of the Department of Homeland Security’s Reported
pendil qui and Spending for the Small i Ir i
{SBIR) Program, Fiscal Years 2006 to 2011

Dottars in millions
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‘Source: GAQ anaiysis of agency anriual feport data submited to SBA.

Note; DHS officials said the extramurai budget reported in the agency's fiscal year 2008 annual reporl
to SBA was incorrect and they planned to submit a corrected annual reporl. They said with the
resuiting corrected spending requirement, the fiscal year 2006 spending exceeded the spending
requirement, DHS provided us with revised information, which we incorporated into our analysis.
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Figure 9: Comparison of the Department of Transportation’s Reported Spending
Requirements and Spending for the Small Business Innovation Research (SBIR)
Program, Fiscal Years 2006 to 2011
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Source: GAO analysis of agency annuat report data submiled to SBA.
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ix I: Comparison of Participati
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o
Figure 10: Comparison of the En Protection Agency’s {(EPA) Reported
Spending Requirements and Spending for the Smaill Business Innovation Research
{SBIR) Program, Fiscal Years 2006 to 2011

Doilars in mitlions
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Source: GAD analysts of agency annual report data submitied to SBA,

Note: EPA officials said the extramural budget reported in its fiscal year 2006 annual report fo SBA
was incorrect and they planned to submit a correcied annual report, They said with the resulting
corrected spending requirement, the fiscal year 2006 spending exceeded the spending requirement.
EPA pravided us with revised information, which we incorporated inta our analysis.
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Figure 11: Comparison of N

i Aer ics and Space Admi s (NASA)
Reported Spending Requi and Spending for the Small Business Innovation
Research (SBIR) Program, Fiscal Years 2006 fo 2011
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Source: GAQ analysis of agency annual reporl data submitted fo SBA.
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m
Flgure 12. parison of the National ion’s (NSF) Reported

i and Spending for the Small Business Innovation Research
(SBIR) Program, Fiscal Years 2006 to 2011
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Sowree: GAO analysis of agency aonuat repart data submitted to SBA.

Nate: NSF officials said that the farger gap between spending requnrements and spending in fiscal
year 2009 was due to the funds made ilable by the Recovery and
Reinvestment Act of 2009 in June, after most of the NSF's awards had been made in the two funding
cycles that fiscal year. The act's funding was subsequently used far the proposals submitted in
response to the fiscal year 2010 solicitations.
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Figure 13: Comparison of DOD's Reported and
for the Small Business Technology Transfer (STTR) Program, F|scal Years 2006 to
2011
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Seurce: GAQ analysis of agency annual report data submited fo SBA.

Note: Although the statutory requirement for agencies is to spend an amount equivalent to the annual
spending requirement within each fiscal year, DOD officials said the agency spends approximately
the full annual spending requirement over a 2-year period by carrying over a portion of each year's
funds to the following year.
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Figure 14: Comparison of the Department of Energy’'s {DOE) Reported Spending
Requirements and Spending for the Small Business Technology Transfer {STTR)
Program, Fiscal Years 2006 to 2011
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Source: GAO analysis of agency annual report data submitied fo SBA.

Note: DOE officials said that their annuat reports to SBA did not inciude spending for Supplemental
Phase il Awards or for Technical Commercial Assistance and that inclusion of these resuit in no
under spending during this period. They also said SBA’s annual repert form does not include a piace
to repart technicat assistance spending. DOE provided us with revised information, which we
incorporated into our analysis,
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Figure 15: Comparison of the Department of Health and Human Services’ (HHS)
Reported Spending Requi and Spending for the Small Business

m, Fiscal Years 2006 to 2011

eq
Technology Transfer (STTR) Progra

Dotiars in mitfions
100

2008 2007 2008 2009 2010

[ ‘spending requirement
- Obligations

Source: GAC analysis of agency annual report dala submitted to SBA.

2041

Page 46 GAO-13-421 Smali Business Research Programs



174

ix i: C i of Partic
A ies’ Reported Requi and
Spending for the SBIR and STTR Programs,
Fiscal Years 2006 to 2011

Figure 16: Comparison of 1A ics and Space Admini: ion’s {(NASA)
Reported Spending Requil ts and Spending for the Small Business
Technology Transfer {STTR) Program, Fiscal Years 2006 to 2011
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Saurce: GAQ analysts of agency annual neport data submifted to SBA.
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Figure 17: C parison of the National dation's (NSF} Reported
and S, for the Sman Business Technology Transfer
(STTR) Program, Fiscal Yaars 2006 to 2011
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Source: GAD analysis of agency annua repart data submitted to SBA.
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Appendix II: Analysis of Alternative
Scenarios for Basing SBIR and STTR
Spending Requirements on Total R&D Budget

To calculate the expenditure requirements for the SBIR and STTR
programs, we used two key variables: (1) the “base,” which is the
research and development (R&D) funding from which the requirement is
calculated, and (2) the percentage that is appiied to that base. For
example, for fiscal years 2006 to 2011, the base for SBIR and STTR
funding is the extramural R&D budget, and the mandated percentages
applied to that base were 2.5 and 0.3 percent, respectively. We tested
three alternative scenarios that vary the percentage applied to the total
R&D budget to illustrate the potential effects of changing the methodology
to calculate agencies’ SBIR and STTR expenditure requirements. The
scenarios analyzed were as follows:

» For scenario 1, we applied the same percentages for the expenditure
requirements under the current law to the total R&D budget instead of
the extramural R&D budget.

« For scenario 2, using fiscal year 2006 numbers as our base, we
determined the percentage to apply to the total R&D budget of all
participating agencies for fiscal years 2006 through 2011 that would
hold the total expenditure requirement constant for the programs.

« For scenario 3, using fiscal year 2006 numbers as our base, we
determined the percentage to apply to the total R&D budget of each
individual agency for fiscal years 2006 through 2011 to hold each
individual agency’s expenditure requirement constant for the
programs.

See the details of the three scenarios and current law in table 5, and their
effects on spending requirements are in table 6.

"There are many other alternatives that we could have selected for this analysis; we
selected these three alternatives to provide examples of how the expenditure
requirements for the programs could change if Congress chose to change the
methadology for calculating the requirements.
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Table 5: Summary of Alternative Scenarios to lilustrate the Potential Effects of
Calculating Small Busi i ion R h {SBIR} and Small Business
Technology Transfer {STTR) Program Expenditure Requirements on an Agency’s
Total R&D Budget instead of Its Extramural R&D Budget

Percentage applied to the base

Scenario Base SBIR STTR
Current law Extramural R&D budget 2.5% 0.3%
Scenario 1 Totat R&D budget 2.5% 0.3%
Scenario 2 Total R&D budgst 1.6% 0.2%
Scenario 3 Total R&D budget B i

Sourca: GAQ analysis of agencies' deta.
*This would vary by agency from 0.5 percent fo 2.5 percent
®This wouid vary by agency from 0.1 to 0.3 percent

Nate: 2006 was salected as the base year fram which fo determine the new percentage to appiy to
the total R&D budget to more clearly show haw the funding for the SBIR and STTR programs would
be distributed across federal agencies.

Table 6: Comparison of Fiscal year 2011 Smali Business | ion R h (SBIR) Spending Requi under the
Current Law and the Three Alternative Scenarios

Doliars in millions

{Scenario 1) {Scenario 2} {Scenario 3}

SBIR spending SBIR spending SBIR spending

g qui requirement

Agency's Agency's total SBIR spending based on 2.50 based on 1.63 based on variable

extramural R&D budget requirement under ] of the P! of the p by

R&D budget® authority” current law® fotal R&D budget total R&D budget agency

USDA $768 $2,284 $19 $57 $37 $21
Commerce 239 1,021 6 26 17 7
DOD 41,678 77410 1,042 1,935 1,262 1,185
Education 346 362 9 9 6 9
DOE 5,857 9,915 146 248 162 137
HHS 24,714 31,099 618 77 507 637
DHS 468 512 12 13 8 13
DOT 384 929 10 23 15 4
EPA 182 584 5 15 10 9
NASA 4,998 8,839 125 221 144 102
NSF 4,956 5,091 124 127 83 121
Total $84,590 $138,046 $2,116 $3,451 $2,250 $2,255

Sources: GAO analysis of agancies data.
“*Each agency’s extramura} R&D budget as reported by the agencies in their annual reports to SBA.
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*Each agency's tatal R&D budget authority is from the Analytical Perspectives volume of the
President's budget,

°Each agency’s SBIR spending requirement was calculated under the current faw in fiscal year 2011
as 2.5 percent of its extramuraj R&D budget.

Note: Calculations may be affected by rounding.
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Appendix III: Description of SBIR and STTR
Administrative Cost Data Obtained from the
Participating Agencies

The following describes the administrative cost data obtained, identified,
or not available from the participating agencies for fiscal year 2011.

Department of Commerce (Commerce): Officials with the two
participating subunits, the National institute of Standards and
Technology {(NIST) and the National Oceanic and Atmospheric
Administration (NOAA), said that the administrative costs for the
program included salaries and expenses but that they did not have an
estimate of them. The officials said the agencies did not specifically
track administrative costs. Such costs were not allowed to be charged
against the SBIR funds.

Department of Homeland Security (DHS): Officials in DHS’ Science
and Technology Directorate, which is one of two subunits managing
the SBIR program at DHS, provided a partial list of administrative
costs for the fiscal year. These included salary, travel, and other costs
(e.g. contracting fees, support contracts and audit costs) that were
estimated at $962,000. Categories of costs that the agency identified
but did not estimate included salaries and expenses of other DHS
supporting staff and contractors. DHS officials in the Science and
Technology Directorate said that the directorate’s management and
administrative budget began fully funding the administrative costs for
SBIR in 2011; previously, these costs were funded from the
extramural R&D budget of the directorate. The other DHS unit with an
SBIR program, the Domestic Nuclear Detection Office did not identify
or estimate administrative costs.

DOD: Agency officials said that while DOD-had not tracked
administrative costs of the SBIR or STTR programs through 2011
agency-wide, such costs had been reported to various extents by the
13 DOD subunits that participate in one or both of the programs.
Based on reports from some subunits, DOD's partial administrative
costs totaled $30.2 mitiion. The 13 DOD subunits varied in their
identification of administrative costs. Some identified none; some
identified a few; and others identified many categories but did not
provide estimates for each cost category. DOD Office of Small
Business Programs officials stated that the department did not track
“non-legisiated administrative expenses,” which were described as the
program administrative costs before the start of the administrative
costs pilot program.

Department of Energy (DOE): Agency officials in the DOE Office of
Science, which manages most of the SBIR and STTR programs in
DOE, said administrative costs for these programs were in three
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Appendix i: Description of SBIR and STTR
Administrative Cost Data Obtained from the
Participating Agencies

categories: salaries and benefits, support contracts, and travel, and
totaled $1.2 million in fiscal year 2011. According to these officials,
these costs did not include personnel expenses for over 70 specialists
who spend a fraction of their time on the programs.

« Department of Transportation (DOT): Agency officials said
administrative costs in fiscal year 2011 were estimated at $363,000,
primarily for salaries and expenses but also including travel and other
smaller categories. These program managers said this represents
part of its administrative costs that directly support the SBIR
program’s management but not other support activities like
procurement and legal services that are provided by other DOT
subunits.

» Department of Education (Education): Agency officials estimated
administrative costs for fiscal year 2011 totaled $479,000, of which
$4,000 was for travel, $174,000 for salaries and benefits of
department employees who administer the program, including
preparing solicitations, running competitions, performing oversight,
congressional reporting, and monitoring awards. Officials said the
2011 total included $38,000 for salary and benefits of the department
contracts and acquisitions management staff, and $263,000 for salary
and benefits of personnel assisting with application reviews.

« Environmental Protection Agency (EPA): Agency officials said that
known administrative costs for fiscal year 2011 were $953,000, which
included $533,000 for the salaries and expenses of four FTE staff that
run the program, $350,000 for external peer review of SBIR proposais
at various funding phases, and $70,000 for a contract to provide
program support. Officials said there were other administrative costs
that were associated with staff that also manage other grant programs
and that these costs were not easily separated by program and they
were not tracked.

« Department of Health and Human Services (HHS): Agency officials
said they do not track or report the amount of administrative costs for
the SBIR and STTR programs. They said it would be very difficuit to
determine how much is currently spent on the administrative costs of
the program. HHS officials reported that since authorizing legislation
did not ailow SBIR/STTR funds to be spent on administration, funding
for administrative costs, such as salary and expenses, training and
travel, comes from other accounts.

Page 53 GAO-13-421 Small Business Research Programs



181

Appendix Hl: Description of SBIR and STTR
Administrative Cost Data Obtained from the
Participating Agencias

s National Aeronautics and Space Administration (NASA): Agency
officials estimated administrative costs for certain categories as
roughly $11.9 million in fiscal year 2011, which included, among other
things, $8.6 million for procurement costs, about $3 million for sataries
and expenses, and $151,000 for trave!l. According to these officials,
other identified unestimated and untracked costs to administer the
SBIR and STTR programs include the costs of technical experts
within NASA reviewing proposals, the cost of holding review panels,
and the cost that technical and contracting representatives spend
interacting with companies seeking and receiving funding.

« National Science Foundation (NSF): Agency officials said they
identified administrative costs of $4 million for the SBIR and STTR
programs. These include 10 FTE within the agency costing
approximately $2 million in safaries and benefits and $2 million NSF
designates from its extramural research and spends for SBIR and
STTR administrative costs, primarily for contracted technical and
administrative support. NSF has contracted for this support for many
years because of the high volume of actions in the program and the
time frames that need to be met in the process. NSF officials said
there were other administrative costs, including the efforts of federal
staff that devote substantial time to the programs, but these have not
been tracked or estimated.

« U.S. Department of Agricufture (USDA): Agency officlals said that in
fiscal year 2011 administrative costs for SBIR included $184,000 for
experts who provided peer review of project proposals to cover such
costs as honoraria and travel. Officlals said USDA does not break out
administrative costs for the SBIR program beyond honoraria and
travel.
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106TH CONGRESS
5297 H,R. 5667

To provide for reauthorization of small business loan and other programs,
and for other purposes.

IN THE HOUSE OF REPRESENTATIVES

DECEMBER 15, 2000
Mr. TALENT (for himself and Ms. VELAZQUEZ) introduced the following bil;
which was referred to the Committee on Small Business

A BILL

To provide for reauthorization of small business loan and
other programs, and for other purposes.

1 Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
SECTION 1. SHORT TITLE; TABLE OF CONTENTS.

(a) SHORT TiTLE.—This Act may be cited as the
“Small Business Reauthorization Act of 2000”.

(b) TABLE OF CONTENTS.—The table of contents for

~1 N B W

this Aet 1s as follows:
See. 1. Short title; table of contents.

TITLE I—SMALL BUSINESS INNOVATION RESEARCH PROGRAM
Sec. 101. Short title.

See. 102. Findings.
See. 103. Extension of SBIR program.
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See. 104. Annual report.

Sec. 105. Third phase assistance.

Sec. 106. Report on programs for annual performance plan.
See. 107. Output and outcome data.

Sec. 108. National Research Council reports.

Sec. 109. Federal agency expenditures for the SBIR program.
See. 110. Poliey directive modifications.

See. 111. Federal and State technology partnership program.
See. 112, Mentoring networks.

Sec. 113. Simplified reporting requirements.

See. 114. Rural ontreach program extension.

TITLE II—BUSINESS LOAN PROGRAMS

Sec. 201. Short title.

Sec. 202. Levels of participation.

Sec. 203. Loan amounts.

Sec. 204. Interest on defaulted loans.

See. 205. Prepayment of loans.

Sec. 206. Guarantee fees.

Sec. 207. Lease terms.

Sec. 208. Appraisals for loans secured by real property.

Sec. 209. Sale of guaranteed loans made for export purposes.
Sec. 210. Microloan program.

TITLE II-—CERTIFIED DEVELOPMENT COMPANY PROGRAM

Sec. 301. Short title.

See. 302. Women-owned businesses.

Sec. 308. Maximum debenture size.

Sec. 304. Fees.

Sec. 305. Premier certified lenders program.
Sec. 306. Sale of certain defanlted loans.
Sec. 307. Loan liquidation.

TITLE IV—CORRECTIONS TO THE SMALL BUSINESS INVESTMENT
ACT OF 1958

Sec. 401. Short title.

See. 402, Definitions,

Sec. 408. Investment in small business investment companies.
See. 404, Subsidy fees.

See. 405. Distributions.

Sec. 406. Conforming amendment.

TITLE V—REAUTHORIZATION OF SMALL BUSINESS PROGRAMS

Sec. 501. Short title.

See. 502. Reanthorization of small business programs.
See. 503. Additional reauthorizations.

See. 504. Cosponsorship.

TITLE VI—HUBZONE PROGRAM
Subtitle A—HUBZones in Native America

Sec. 601. Short title.
See. 602. TUBZone small business coneern.
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Qualified HUBZone small business concern.
Other definitions.

Subtitle B-—Qther HUBZone Provisions

Definitions.

Eligible contracts.

HUBZone redesignated areas.
Community development.
Reference correetions.

TITLE VII—NATIONAL WOMEN’S BUSINESS COUNCIL

. 701,
702,
. 703,
. 704,
. 705,

801.
802.
803.
804.
805.
806.
807.
808.
809.
810.
811.

REAUTHORIZATION

Short title.

Membership of the Council,
Repeal of procurement project.
Studies and other research.
Authorization of appropriations.

TITLE VII—MISCELLANEOUS PROVISIONS

Loan application processing.

Application of ownership requirements.

Subeontracting preference for veterans.

Small Business Development Center Program funding.

Surety bonds.

Size standards.

Native Hawaiian organizations under seetion 8(a).

National Veterans Business Development Corporation correction.
Private sector resources for SCORE.

Contract data collection.

Proeurement program for women-owned small business concerns.

TITLE I—SMALL BUSINESS INNO-

VATION RESEARCH PROGRAM

SEC. 101. SHORT TITLE.

This title may be cited as the “Small Business Inno-

vation Research Program Reauthorization Act of 20007,

SEC. 102. FINDINGS.

Congress finds that—

(1) the small business innovation research pro-

gram established under the Small Business Innova-

tion Development Act of 1982, and reauthorized by

the Small Business Research and Development En-

*HR 5667 IH
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4
hancement Act of 1992 (in this title referred to as
the “SBIR program”) is highly successful in involv-
ing small businesses in federally funded research
and development;

(2) the SBIR program made the cost-effective
and unique research and development capabilities
possessed by the small businesses of the Nation
available to Federal agencies and departments;

(3) the innovative goods and services developed
by small businesses that participated in the SBIR
program have produced innovations of critical impor-
tance in a wide variety of high-technology fields, in-
cluding biology, medicine, education, and defense;

(4) the SBIR program is a catalyst in the pro-
motion of research and development, the commer-
cialization of innovative technology, the development
of new products and services, and the continued ex-
cellence of this Nation’s high-technology industries;
and

(5) the contimation of the SBIR program will
provide expanded opportunities for one of the Na-
tion’s vital resources, its small businesses, will foster
invention, research, and technology, will ereate jobs,
and will increase this Nation’s competitiveness in

mternational markets.
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5
SEC. 103. EXTENSION OF SBIR PROGRAM.

Section 9(m) of the Small Business Act (15 U.S.C.
638(m)) is amended to read as follows:

“(m) TERMINATION.—The authorization to earry out
the Small Business Innovation Research Program estab-
lished under this section shall terminate on September 30,
2008.”".

SEC. 104. ANNUAL REPORT.

Section 9(b)(7) of the Small Business Aet (15 U.S.C.
638(b)(7)) is amended by striking “and the Committee on
Small Business of the House of Representatives” and in-
serting “, and to the Committee on Science and the Com-
mittee on Small Business of the House of Representa-
tives,”.

SEC. 105. THIRD PHASE ASSISTANCE.

Seection 9(e)(4)(C)(1) of the Small Business Act (15
U.8.C. 638(e)(4)(C)(1)) is amended by striking *; and”
and inserting “; or”’.

SEC. 106. REPORT ON PROGRAMS FOR ANNUAL PERFORM-
ANCE PLAN.

Section 9(g) of the Small Business Act (15 U.S.C.
638(g)) is amended—

(1) in paragraph (7), by striking “and” at the
end;

(2) in paragraph (8), by striking the period at
the end and inserting a semicolon; and

«HR 5667 TH
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{(3) by adding at the end the following:

“(9) inctude, as part of its annual performance
plan as required by subsections (a) and (b) of sec-
tion 1115 of title 31, United States Code, a section
on its SBIR program, and shall submit such section
to the Committee on Small Business of the Senate,
and the Committee on Science and the Committee
on Small Business of the House of Representatives;
and”.

SEC. 107. OUTPUT AND OUTCOME DATA.

(a) COLLECTION.—Section 9(g) of the Small Busi-
ness Act (15 U.S.C. 638(g)), as amended by section 106
of this Act, is further amended by adding at the end the
following:

“(10) collect, and maintain in a common format
in aceordance with subsection (v), such information
from awardees as is necessary to assess the SBIR
program, including information necessary to main-
tain the database described in subseetion (k).”.

(b) REPORT TO CONGRESS.—Section 9(b)(7) of the

Small Business Act (15 U.S.C. 638(b)(7)), as amended

by section 104 of this Aet, is further amended by inserting
before the period at the end | including the data on out-
put and outcomes collected pursuant to subsections

(2)(10) and (0)(9), and a description of the extent to

*HR 5667 TH
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which Federal agencies are providing in a timely manner
information needed to maintain the database deseribed in
subsection (k)”.

(¢) DATABASE.—Section 9(k) of the Small Business
Act (15 U.5.C. 638(k)) is amended to read as follows:

“(k) DATABASE.— |

“(1) PUBLIC DATABASE.—Not later than 180

days after the date of the enactment of the Small

Business Innovation Research Program Reauthoriza-

tion Act of 2000, the Administrator shall develop,

maintain, and make available to the public a search-

able, up-to-date, electronic database that includes

“(A) the name, size, location, and an iden-
tifying number assigned by the Administrator,
of each small business concern that has received
a first phase or second phase SBIR award from
a Federal agency;

“(B) a description of each first phase or
second phase SBIR award received by that
small business concern, including—

“(i) an abstract of the project funded
by the award, excluding any proprietary in-
formation so identified by the small busi-

ness concern,

*HR 5667 IH
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8
“(ii) the Federal agency making the
award; and
“(@ii) the date and amount of the
award;

“(C) an identification of any business con-
cern or subsidiary established for the commer-
cial application of a product or service for
which an SBIR award is made; and

“(D) information regarding mentors and
Mentoring Networks, as required by section
35(d).

“(2) GOVERNMENT DATABASE.——Not later than
180 days after the date of the enactment of the
Small Business Innovation Research Program Reau-
thorization Act of 2000, the Administrator, in con-
sultation with Federal agencies required to have an
SBIR program pursuant to subsection (f)(1), shall
develop and maintain a database to be used solely
for SBIR program evaluation that—

“(A) contains for each second phase award

made by a Federal agency
“(1) information collected in aceord-
ance with paragraph (3) on revenue from

the sale of new products or services result-

+*HR 5667 TH
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9
ing from the research conducted under the
award;

“(ii) information collected in accord-
ance with paragraph (3) on additional in-
vestment from any source, other than first
phase or second phase SBIR or STTR
awards, to further the research and devel-
opment conducted under the award; and

“(iil) any other information received
in connection with the award that the Ad-
ministrator, in eonjunction with the SBIR
program managers of Federal agencies,
considers relevant and appropriate;

“(B) includes any narrative information

that a small business concern receiving a second

phase award voluntarily submits to further de-

seribe the outputs and outcomes of its awards;

“(C) ineludes for each applicant for a first

phase or second phase award that does not re-

ceive such an award—

*HR 5667 IH
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“(ii1) the Federal agency to which the
application was made;

“(D) includes any other data collected by
or available to any Federal agency that such
agency considers may be useful for SBIR pro-
gram evaluation; and

“(E) is available for use solely for program
evaluation purposes by the Federal Government
or, in accordance with policy directives issued
by the Administration, by other authorized per-
sons who are subject to a use and nondisclosure
agreement with the Federal Government cov-
ering the use of the database.

“(3) TUPDATING INFORMATION FOR DATA-~

BASE.—

“(A) IN GENERAL.—A small business con-
cern applying for a second phase award under
this section shall be required to update informa-
tion in the database established under this sub-
section for any prior second phase award re-
ceived by that small business coneern. In com-
plving with this paragraph, a small business
concern may apportion sales or additional in-

vestment information relating to more than one

*HR 5667 IH
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1 second phase award among those awards, if it
2 notes the apportionment for each award.

3 “(B) ANNUAL TUPDATES UPON TERMI-
4 NATION.—A small business eoneern receiving a
5 second phase award under this section shall—
6 “(i) update information in the data-
7 base concerning that award at the termi-
8 nation of the award period; and

9 “(i1) be requested to voluntarily up-
10 date such information annually thereafter
11 for a period of 5 years.

12 “(4) PROTECTION OF INFORMATION.—Informa-
13 tion provided under paragraph (2) shall be consid-
14 ered privileged and confidential and not suhbject to
15 disclosure pursuant to section 552 of title 5, United
16 States Code.

17 “(5) RULE OF CONSTRUCTION.—Ineclusion of
18 information in the database under this subsection
19 shall not be considered to be publication for pur-
20 poses of subsection (a) or (b) of section 102 of title
21 35, United States Code.”.

22 SEC. 108. NATIONAL RESEARCH COUNCIL REPORTS.

23 (a) STUDY AND RECOMMENDATIONS.—The head of

24 each agency with a budget of more than $50,000,000 for

25 its SBIR program for fiscal year 1999, in consultation

*HR 5667 IH
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with the Small Business Administration, shall, not later
than 6 months after the date of the enactment of this Act,
cooperatively enter into an agreement with the National
Academy of Sciences for the National Research Council
to—
(1) conduct a comprehensive study of how the
SBIR program has stimulated technological innova-
tion and used small businesses to meet Federal re-
search and development needs, including—

(A) a review of the value to the Federal re-
search agencies of the research projects being
conducted under the SBIR program, and of the
quality of research being eonducted by small
businesses participating under the program, in-
cluding a comparison of the value of projects
condueted under the SBIR program to those
funded by other Federal research and develop-
ment expenditures;

(B) to the extent practicable, an evaluation
of the economic benefits achieved by the SBIR
program, including the economic rate of return,
and a comparison of the economic benefits, in-
cluding the economic rate of return, achieved by

the SBIR program with the economic henefits,

«HR 5667 IH
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including the economic rate of return, of other
Federal research and development expenditures;

(C) an evaluation of the noneconomic bene-
fits achieved by the SBIR program over the life
of the program;

(D) a comparison of the allocation for fis-
cal year 2000 of Federal research and develop-
ment funds to small businesses with such allo-
cation for fiscal year 1983, and an analysis of
the factors that have contributed to such alloca-
tion; and

(E) an analysis of whether Federal agen-
cies, in fulfilling their procurement needs, are
making sufficient effort to use small businesses
that have completed a second phase award
under the SBIR program; and
(2) make recommendations with respect to—

(A) measures of outcomes for strategic
plans submitted under section 306 of title 5,
United States Code, and performance plans
submitted under section 1115 of title 31,
United States Code, of each Federal agency
participating in the SBIR program;

(B) whether companies who can dem-

onstrate project feasibility, but who have not re-
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ceived a first phase award, should be eligible for
second phase awards, and the potential impact
of such awards on the competitive selection
process of the program;

(C) whether the Federal Government
should be permitted to recoup some or all of its
expenses if a controlling interest in a company
recciving an SBIR award is sold to a foreign
company or to a company that is not a small
business conecern;

(D) how to increase the use by the Federal
Government in its programs and procurements
of technology-oriented small businesses; and

(E) improvements to the SBIR program, if

any are considered appropriate.

(b) PARTICIPATION BY SMALL BUSINESS.—

(1) IN GENERAL.—In a manner consistent with

law and with National Research Council study
guidelines and procedures, knowledgeable individuals
from the small business community with experience

in the SBIR program shall be included-—

(A) in any panel established by the Na-
tional Research Council for the purpose of per-
forming the study conducted under this section;

and
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(B) among those who are asked by the Na-
tional Research Council to peer review the

study.

(2) CONSULTATION.—To ensure that the con-
cerns of small business are appropriately considered
under this subsection, the National Research Couneil
shall consult with and consider the views of the Of-
fice of Technology and the Office of Advocacy of the
Small Business Administration and other interested
parties, including entities, organizations, and indi-
viduals actively engaged in enhancing or developing
the technological capabilities of small business con-
CeTmS.

(e) PROGRESS REPORTS.—The National Research
Council shall provide semiannual progress reports on the
study conducted under this section to the Committee on
Science and the Committee on Small Business of the
House of Representatives, and to the Committee on Small
Business of the Senate.

(d) REPORT.—The National Research Council shall
transmit to the heads of agencies entering into an agree-
ment under this section and to the Committee on Seience
and the Committee on Small Business of the House of

Representatives, and to the Committee on Small Business

of the Senate—
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(1) not later than 3 years after the date of the
enactment of this Act, a report including the results
of the study conducted under subsection (a)(1) and
recommendations made under subsection (a)(2); and

(2) not later than 6 years after that date of the
enactment, an update of such report.

SEC. 109. FEDERAL AGENCY EXPENDITURES FOR THE SBIR
PROGRAM.
Section 9(i) of the Small Business Act (15 U.S.C.
638(1)) 1s amended—

(1) by striking “(i) Each Federal” and insert-
ing the following:

“(1) ANNUAL REPORTING.—

“(1) IN GENERAL.—Hach Federal’’; and

(2) by adding at the end the following:

“(2) CALCULATION OF EXTRAMURAL BUDG-
ET.—

“(A) METHODOLOGY.—Not later than 4
months after the date of the enactment of each
appropriations Act for a Federal agency re-
quired by this section to have an SBIR pro-
gram, the Federal agency shall submit to the
Administrator a report, which shall include a

deseription of the methodology used for caleu-
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lating the amount of the extramural budget of
that Federal agency.

“(B) ADMINISTRATOR'S ANALYSIS.—The
Administrator shall include an analysis of the
methodology received from each Federal agency
referred to in subparagraph (A) in the report
required by subsection (b)(7).”.

SEC. 110. POLICY DIRECTIVE MODIFICATIONS.
Section 9(3) of the Small Business Act (15 U.S.C.
638(3)) is amended by adding at the end the following:

“(3) ADDITIONAL MODIFICATIONS.—Not later
than 120 days after the date of the enactment of the
Small Business Innovation Researchh Program Reau-
thorization Act of 2000, the Administrator shall
modify the policy directives issued pursuant to this
subsection—

“(A) to clarify that the rights provided for
under paragraph (2)(A) apply to all Federal
funding awards under this section, including
the first phase (as described in subsection
(e)(4)(A)), the second phase (as deseribed in
subsection (e)(4)(B)), and the third phase (as
described in subsection (e)(4)(C));

“(B) to provide for the requirement of a

succinet commercialization plan with each appli-
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cation for a second phase award that 1s moving
toward commerecialization;

“{C) to require agencies to report to the
Administration, not less frequently than annu-
ally, all instances in which an agency pursued
research, development, or produection of a tech-
nology developed by a small business concern
using an award made under the SBIR program
of that ageney, and determined that it was not
practicable to enter into a follow-on non-SBIR
program funding agreement with the small
business concern, which report shall include, at
a mimmum—

“(i) the reasons why the follow-on
funding agreement with the small business
coneern was not practicable;

“(ii) the identity of the entity with
which the agency contracted to perform
the research, development, or production;
and

“(iii) a desecription of the type of
funding agreement under which the re-
search, development, or production was ob-

tained; and
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1 “(D) to implement subsection (v), includ-
2 ing establishing standardized procedures for the
3 provision of information pursuant to subsection
4 (k)(3).”.

5 SEC. 111. FEDERAL AND STATE TECHNOLOGY PARTNER-
6 SHIP PROGRAM.

7 (a) FINDINGS.—Congress finds that—

8 (1) programs to foster economic development
9 among small high-technology firms vary widely
10 among the States;

11 (2) States that do not aggressively support the
12 development of small high-technology firms, includ-
13 ing participation by small business econcerns in the
14 SBIR program, are at a competitive disadvantage in
15 establishing a business climate that is conducive to
16 technology development; and

17 (3) building stronger national, State, and local
18 support for science and technology research in these
19 disadvantaged States will expand economic opportu-
20 nities in the United States, create jobs, and increase
21 the competitiveness of the United States in the
22 world market.
23 (b) FEDERAL AND STATE TECHNOLOGY PARTNER-

24 sHIP PROGRAM.—The Small Business Act (15 U.S.C. 631

25 et seq.) is amended—
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(1) by redesignating section 34 as section 36;
and

(2) by inserting after section 33 the following:

“SEC. 34. FEDERAL AND STATE TECHNOLOGY PARTNER-

SHIP PROGRAM.

‘“(a) DEFINITIONS.—In this section and section 35,

the following definitions apply:

“(1) AppLICANT.—The term ‘applicant’ means
an entity, organization, or individual that submits a
proposal for an award or a cooperative agreement
under this section.

“(2) BUSINESS ADVICE AND COUNSELING.—
The term ‘business advice and counseling’ means
providing advice and assistance on matters described
in section 35(e)(2)(B) to small business concerns to
guide them through the SBIR and STTR program
process, from application to award and successful
completion of each phase of the program.

“(3) FAST PROGRAM.—The term ‘FAST pro-
gram’ means the Federal and State Technology
Partnership Program established under this section.

“(4) MENTOR.—The term ‘mentor’ means an
individual deseribed in section 35(c)(2).

“{5) MENTORING NETWORK.—The term ‘Men-

toring Network’ means an association, organization,
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coalition, or other entity (including an individual)
that meets the requirements of section 35(e).

“(6) RECIPIENT.—The term ‘recipient’ means a
person that receives an award or becomes party to
a cooperative agreement under this section.

“(7) SBIR PROGRAM.—The term ‘SBIR pro-
gram’ has the same meaning as in section 9(e)(4).

“(8) STATE.—The term ‘State’ means each of
the several States, the Distriet of Columbia, the
Commonwealth of Puerto Rico, the Virgin Islands,
Guam, and American Samoa.

“9) STTR pProGRAM.—The term ‘STTR pro-
gram’ has the same meaning as in section 9(e)(6).

“(b) ESTABLISHMENT OF PROGRAM.—The Adminis-

trator shall establish a programn to be known as the Fed-
eral and State Technology Partnership Program, the pur-
pose of which shall be to strengthen the technological com-

petitiveness of small business concerns in the States.

“(e) GRANTS AND COOPERATIVE AGREEMENTS .~
“(1) JoiNT REVIEW.—In carrying out the
FAST program under this section, the Adminis-
trator and the SBIR program managers at the Na-
tional Science Foundation and the Department of
Defense shall jointly review proposals submitted by

applicants and may make awards or enter into coop-
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erative agreements under this section based on the
factors for consideration set forth in paragraph (2),
in order to enhance or develop in a State—

“(A) technology research and development
by small business concerns;

“(B) technology transfer from university
research to technology-based small business
concerns;

“(C) technology deployment and diffusion
benefiting small business concerns;

“(D) the technological capabilities of small
business coneerns through the establishment or
operation of consortia comprised of entities, or-
ganizations, or individuals, including—

“(i) State and local development agen-
cies and entities;

“(ii) representatives of technology-
based small business eoncerns;

“(iil) industries and emerging compa-

nies;

“(iv) universities; and

“(v) small business development cen-
ters; and

“(E) outreach, financial support, and tech-

nical assistance to technology-based small busi-
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ness concerns participating in or interested in

participating in an SBIR program, including

Initiatives—

*HR 5667 TH

“@) to make grants or loans to com-
panies to pay a portion or all of the cost
of developing SBIR proposals;

““(ii) to establish or operate a Men-
toring Network within the FAST program
to provide business advice and counseling
that will assist small business concerns
that have been identified by FAST pro-
gram participants, program managers of
participating SBIR agencies, the Adminis-
tration, or other entities that are knowl-
edgeable about the SBIR and STTR pro-
grams as good candidates for the SBIR
and STTR programs, and that would ben-
efit from mentoring, in accordance with
section 35;

“(i1) to create or participate in a
training program for individuals providing
SBIR outreach and assistance at the State

and local levels; and
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“(iv) to encourage the commercializa-
tion of technology developed through SBIR
program funding.

“(2) SELECTION CONSIDERATIONS.—In making
awards or entering into cooperative agreements
under this section, the Administrator and the SBIR
program managers referred to in paragraph (1)—

“(A) may only consider proposals by appli-
cants that intend to use a portion of the Fed-
eral assistance provided under this section to
provide outreach, financial support, or technical
assistance to teclmology-based small business
concerns participating in or interested in par-
ticipating in the SBIR program; and

“(B) shall consider, at a minimum—

“(i) whether the applicant has dem-
onstrated that the assistance to be pro-
vided would address unmet needs of small
business concerns in the community, and
whether it is important to use Federal
funding for the proposed activities;

“(i1) whether the applicant has dem-
onstrated that a need exists to increase the
number or success of small high-technology

businesses in the State, as measured by
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the number of first phase and second
phase SBIR awards that have historically
been received by small business concerns in
the State;

“(iii) whether the projected costs of
the proposed activities are reasonable;

“(iv) whether the proposal integrates
and coordinates the proposed activities
with other State and local programs assist-
ing small high-technology firms in the
State; and

“(v) the manner in which the appli-
cant will measure the results of the activi-

ties to be conducted.

“(3) PROPOSAL LIMIT.—Not more than one

proposal may be submitted for inclusion in the

FAST program under this section to provide services

in any one State in any 1 fiscal year.

“(4) ProcESs.—Proposals and applications for

assistance under this section shall be in such form

and subject to such procedures as the Administrator

shall establish.

“(d) CoOPERATION AND COORDINATION.—In car-

24 rying out the FAST program under this section, the Ad-

25 ministrator shall cooperate and coordinate with—
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“(1) Federal agencies required by section 9 to
have an SBIR program; and

“(2) entities, organizations, and individuals ae-
tively engaged in enhancing or developing the tech-
nological capabilities of small business concerns,
including—

“(A) State and local development agencies
and entities;

“(B) State committees established under
the Experimental Program to Stimulate Com-
petitive Research of the National Seience Foun-
dation (as established under section 113 of the
National Seience Foundation Authorization Act
of 1988 (42 U.S.C. 1862g));

“(C) State science and technology councils;
and

“(D) representatives of technology-based
small business eoncerns.

“(e) ADMINISTRATIVE REQUIREMENTS.—

“1) COMPETITIVE BASIS.—Awards and cooper-
ative agreements under this section shall be made or
entered into, as applicable, on a competitive basis.

“(2) MATCHING REQUIREMENTS.—

“(A) IN GENERAL.—The non-Federal

share of the cost of an activity (other than a
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planning activity) carried out using an award or
under a cooperative agreement under this sec-

tion shall he—

“(1) 50 cents for each Federal dollar,
in the case of a recipient that will serve
small business concerns located in one of
the 18 States receiving the fewest SBIR
first phase awards (as described in section
9(e)(4)(A));

“(ii) except as provided in subpara-
graph (B), 1 dollar for each Federal dollar,
in the case of a recipient that will serve
small business concerns located in one of
the 16 States receiving the greatest num-
ber of such SBIR first phase awards; and

“(ii1) except as provided in subpara-
graph (B), 75 cents for each Federal dol-
lar, in the case of a recipient that will
serve small business concerns located in a
State that is not deseribed in clause (i) or
(i) that is receiving such SBIR first phase
awards.

“(B) LOW-INCOME AREAS.—The non-Fed-

eral share of the cost of the activity carried out

using an award or under a cooperative agree-
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ment under this section shall be 50 cents for
each Federal dollar that will be directly allo-
cated by a recipient described in subparagraph
(A) to serve small business concerns located in
a qualified eensus tract, as that term is defined
in section 42(d)(5)(C)(ii) of the Internal Rev-
enue Code of 1986. Federal dollars not so allo-
cated by that recipient shall be subject to the
matching requirements of subparagraph (A).

“(C) TYPES OF FUNDING.—The non-Fed-
eral share of the cost of an activity carried out
by a recipient shall be comprised of not less
than 50 percent cash and not more than 50
percent of indirect costs and in-kind contribu-
tions, except that no such costs or contributions
may be derived from funds from any other Ifed-
eral program.

“(D) RANKINGS.—For purposes of sub-
paragraph (A), the Administrator shall reevalu-
ate the ranking of a State once every 2 fiscal
vears, beginning with fiscal year 2001, based on
the most recent statistics compiled by the Ad-

ministrator.
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“(3) DURATION.—Awards may be made or co-
operative agreements entered into under this section
for multiple years, not to exceed 5 years in total.
“(f) REPORTS.—

“(1) INITIAL REPORT.—Not later than 120
days after the date of the enactment of the Small
Business Innovation Research Program Reauthoriza-
tion Act of 2000, the Administrator shall prepare
and submit to the Committee on Small Business of
the Senate and the Comnittee on Science and the
Committee on Small Business of the House of Rep-
resentatives a report, which shall include, with re-
speet to the FAST program, including Mentoring
Networks—

“(A) a description of the structure and
proeedures of the program;

“(B) a management plan for the program;
and

“(C) a deseription of the merit-based re-
view process to be used in the program.

“(2) ANNUAL REPORTS.—The Administrator
shall submit an annual report to the Committee on
Small Business of the Senate and the Committee on
Science and the Committee on Small Business of the

House of Representatives regarding—

+HR 5667 TH
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“(A) the number and amount of awards
provided and cooperative agreements entered
mto under the FAST program during the pre-
ceding year; '

“(B) a list of recipients under this section,
mecluding their location and the activities being
performed with the awards made or under the
cooperative agreements entered into; and

“(C) the Mentoring Networks and the
mentoring database, as provided for under sec-
tion 35, including—

“(i) the status of the ineclusion of
mentoring information in the database re-
quired by section 9(k); and

“(i1) the status of the implementation
and description of the usage of the Men-
toring Networks.

“(g) REVIEWS BY INSPECTOR GENERAL.—
“(1) IN GENERAL.—The Inspector General of
the Administration shall conduct a review of—

“(A) the extent to which recipients under
the FAST program are measuring the perform-
ance of the activities being conducted and the

results of such measurements; and
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1 “(B) the overall management and effective-
2 ness of the FAST program.
3 “(2) REPORT.—During the first quarter of fis-
4 cal year 2004, the Inspector General of the Adminis-
5 tration shall submit a report to the Committee on
6 Small Business of the Senate and the Cominittee on
7 Science and the Committee on Small Business of the
8 House of Representatives on the review conducted
9 under paragraph (1).
10 “(h) PROGRAM LEVELS.—
11 “(1) IN GENERAL.—There is authorized to be
12 appropriated to carry out the FAST program, in-
13 cluding Mentoririg Networks, under this section and
14 section 35, $10,000,000 for each of fiscal years
15 2001 through 2005.
16 “(2) MENTORING DATABASE.—Of the total
17 amount made available under paragraph (1) for fis-
18 cal years 2001 through 2005, a reasonable amount,
19 not to exceed a total of $500,000, may be used by
20 the Administration to carry out section 35(d).
21 “(1) TERMINATION.—The authority to carry out the
22 TFAST program under this section shall terminate on Sep-
23 tember 30, 2005.”.
24 (¢) COORDINATION OF TECHNOLOGY DEVELOPMENT

25 PROGRAMS.—Section 9 of the Small Business Act (15

*HR 5667 IH



215

32

1 U.S.C. 638) is amended by adding at the end the fol-

2 lowing:

W

“(u) COORDINATION OF TECHNOLOGY DEVELOP-

MENT PROGRAMS.—

“(1) DEFINITION OF TECHNOLOGY DEVELOP-

MENT PROGRAM.—In this subsection, the term ‘tech-

nology development program’ means—

“(A) the Experimental Program to Stimu-
late Competitive Research of the National
Science Foundation, as established under sec-
tion 113 of the National Secience Foundation
Authorization Act of 1988 (42 U.S.C. 1862g);

“(B) the Defense Experimental Program
to Stimulate Competitive Research of the De-
partment of Defense;

“(C) the Experimental Program to Stimu-
late Competitive Research of the Department of
Energy;

“(D) the Experimental Program to Stimu-
late Competitive Research of the Environmental
Protection Agency;

“(E) the Experimental Program to Stimu-
late Competitive Research of the National Aero-

nauties and Space Administration;

«HR 5667 TH
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“(F) the Institutional Development Award
Program of the National Institutes of Healtls;
and

“(@) the National Research Initiative
Competitive Grants Program of the Department
of Agriculture.

“(2) COORDINATION REQUIREMENTS.—Each
Federal agency that is subject to subsection (f) and
that has established a technology development pro-
gram may, in each fiscal year, review for funding
under that technology development program-—

“(A) any proposal to provide outreach and
assistance to one or more small business con-
cerns interested in participating in the SBIR
program, including any proposal to make a
grant or loan to a company to pay a portion or
all of the cost of developing an SBIR proposal,
from an entity, organization, or individual lo-
cated in—

“(i) a State that is eligible to partici-
pate in that program; or

“(i1) a State desecribed in paragraph
(3); or
“(B) any proposal for the first phase of

the SBIR program, if the proposal, though mer-
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itorious, is not funded through the SBIR pro-

gram for that fiscal year due to funding re-

straints, from a small business concern located
in—

“(1) a State that is eligible to partici-
pate in a technology development program;
or

“(i1) a State described in paragraph
(3).

(3) ADDITIONALLY ELIGIBLE STATE.—A State
referred to in subparagraph (A)(il) or (B)(ii) of
paragraph (2) is a State in which the total value of
contracts awarded to small business concerns under
all SBIR programs is less than the total value of
contracts awarded to small business concerns in a
majority of other States, as determined by the Ad-
ministrator in biennial fiscal years, beginning with
fiscal year 2000, based on the most recent statistics
compiled by the Administrator.”.

112. MENTORING NETWORKS.

The Small Business Act (15 U.S.C. 631 et seq.) is

amended by inserting after section 34, as added by section

111(b)(2) of this Aect, the following:

“SEC. 35. MENTORING NETWORKS.

“(a) F'INDINGS.—Congress finds that—
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“(1) the SBIR and STTR programs create
jobs, increase capacity for technological innovation,
and boost mternational competitiveness;

“(2) increasing the quantity of applications
from all States to the SBIR and STTR programs
would enhanee eompetition for such awards and the
quality of the completed projects; and

“(3) mentoring is a natural complement to the
FAST program of reaching out to new companies
regarding the SBIR and STTR programs as an ef-
fective and low-cost way to improve the likelthood
that such companies will succeed in such programs
in developing and commercializing their research.
“(b) AUTHORIZATION FOR MENTORING NET-

WORKS.—The recipient of an award or participant in a
cooperative agreement under section 34 may use a reason-
able amount of such assistance for the establishment of
a Mentoring Network under this section.

“(¢) CRITERIA FOR MENTORING NETWORKS.—A
Mentoring Network established using assistance under
section 34 shall—

“(1) provide business advice and counseling to
high technology small business concerns located in
the State or region served by the Mentoring Net-

work and identified under section 34(c)(1)(E)(11) as

*HR 5667 ITH
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potential candidates for the SBIR or STTR pro-

grams;
“(2) identify volunteer mentors who—

“(A) are persons associated with a small
business concern that has successfully com-
pleted one or more SBIR or STTR funding
agreements; and

“(B) have agreed to guide small business
concerns through all stages of the SBIR or
STTR program process, including providing as-

sistance relating to—

%9

i) proposal writing;

‘(i) marketing;

“(iv) Government audits;

(
(
“(ii1) Government accounting;
(
“(

v) project facilities and equipment;

“(vi) human resources;

“(vii) third phase partners;

(
(
“(viii) commercialization;
(
(

“(ix) venture capital networking; and

“(x) other matters relevant to the

SBIR and STTR programs;
“(3) have experience working with small busi-
ness concerns participating in the SBIR and STTR

programs;

*HR 5667 IH
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“(4) contribute information to the national
database referred to in subsection (d); and
“(5) agree to reimburse volunteer mentors for
out-of-pocket expenses related to service as a mentor
under this section.

The Administrator

“(d) MENTORING DATABASE.
shall—

“(1) include in the database required by section
9(k)(1), in cooperation with the SBIR, STTR, and
FAST programs, information on Mentoring Net-
works and mentors participating under this section,
including a deseription of their areas of expertise;

“(2) work cooperatively with Mentoring Net-
works to maintain and update the database;

“(3) take such action as may be necessary to
aggressively promote Mentoring Networks under this
section; and

“(4) fulfill the requirements of this subsection
either direetly or by contract.”.

SEC. 113. SIMPLIFIED REPORTING REQUIREMENTS.

Seection 9 of the Small Business Act (15 U.S.C. 638),
as amended by this Act, is further amended by adding
at the end the following:

“(v) SIMPLIFIED REPORTING REQUIREMENTS.—The

Administrator shall work with the Federal agencies re-
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quired by this section to have an SBIR program to stand-
ardize reporting requirements for the collection of data
from SBIR applicants and awardees, including data for
inclusion in the database under subsection (k), taking into
consideration the unique needs of each agency, and to the
extent possible, permitting the updating of previously re-
ported information by electronic means. Such require-
ments shall be designed to minimize the burden on small
businesses.”.

SEC. 114. RURAL OUTREACH PROGRAM EXTENSION.

(a) EXTENSION OF TERMINATION DATE.—Section
501(b)(2) of the Small Business Reauthorization Act of
1997 (15 U.S.C. 638 note; 111 Stat. 2622) is amended
by striking “2001” and inserting “2005”.

(b) EXTENSION OF AUTHORIZATION OF APPROPRIA-
TIONS.—Section 9(s)(2) of the Small Business Act (15
U.8.C. 638(s)(2)) is amended by striking “for fiscal year
1998, 1999, 2000, or 2001” and inserting “for each of
the fiscal years 2000 through 2005,”.

TITLE II—BUSINESS LOAN
PROGRAMS
SEC. 201. SHORT TITLE.
This title may be cited as the “Small Business Loan

Improvement Act of 20007
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SEC. 202. LEVELS OF PARTICIPATION,

Section 7(a)(2)(A) of the Small Business Act (15

U.S.C. 636(a)(2)(A)) is amended—
(1) in paragraph (i) by striking “$100,000”
and inserting “$150,000”; and
(2) in paragraph (ii)—
(A) by striking “80 percent” and inserting
“85 percent”’; and
(B) by striking “$100,000” and inserting
“$150,0007.
SEC. 203. LOAN AMOUNTS.

Section 7(a)(3)(A) of the Small Business Act (15
U.S.C. 636(a)(3)(A)) is amended by striking “$750,000,”
and inserting, “$1,000,000 (or if the gross loan amount
would exceed $2,000,000),”.

SEC. 204. INTEREST ON DEFAULTED LOANS.

Section 7(a)(4)(B) of the Small Business Act (15
U.S.C. 636(a)(4)(B)) is amended by adding at the end
the following:

“(il) APPLICABILITY.—Clauses (i)
and (ii) shall not apply to loans made on
or after October 1, 2000.”.
SEC. 205. PREPAYMENT OF LOANS.

Section 7(a)(4) of the Small Business Aet (15 U.S.C.

636(a)(4)) is further amended—
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(1) by striking ‘“(4) INTEREST RATES AND
FEES.—" and inserting ‘“(4) INTEREST RATES AND
PREPAYMENT CHARGES.—""; and
(2) by adding at the end the following:
“(C) PREPAYMENT CHARGES.—

“(1) IN GENERAL.—A borrower who
prepays any loan guaranteed under this
subseection shall remit to the Administra-
tion a subsidy recoupment fee calculated in
accordance with clause (ii) if—

“(I) the loan is for a term of not
less than 15 years;

“(II) the prepayment is vol-
untary;

“(III) the amount of prepayment

in any calendar year is more than 25

percent of the outstanding balance of

the loan; and

“(IV) the prepayment is made
within the first 3 years after disburse-
ment of the loan proceeds.

“(i1) SUBSIDY RECOUPMENT FEE.—
The subsidy recoupment fee charged under

clause (1) shall be—
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“(I) 5 percent of the amount of
prepayment, if the borrower prepays
during the first year after disburse-
ment;

“(IT) 3 percent of the amount of
prepayment, if the borrower prepays
during the second yvear after disburse-
ment; and

“(IIT) 1 percent of the amount of
prepayment, if the borrower prepays
during the third year after disburse-

ment.”’.

SEC. 206. GUARANTEE FEES.

Section 7(a)(18) of the Small Business Act (15

U.S.C. 636(a)(18)) is amended to read as follows:

“(18) GUARANTEE FEES.—

“(A) IN GENERAL.—With respect to each

loan guaranteed under this subsection (other

than a loan that is repayable in 1 year or less),

the Administration shall eollect a guarantee fee,

which shall be payable by the participating

lender, and may be charged to the borrower, as

follows:

+~HR 5667 TH
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a total loan amount that is not more than
$150,000.

“(il) A guarantee fee equal to 3 per-
cent of the deferred participation share of
a total loan amount that is more than
$150,000, but not more than $700,000.

“(i)) A guarantee fee equal to 3.5
percent of the deferred participation share
of a total loan amount that is more than
$700,000.

‘‘B) RETENTION OF CERTAIN FEES—

Lenders participating in the prograns estab-

lished under this subsection may retain not

more than 25 percent of a fee collected under

subparagraph (A)(i).”.

SEC. 207. LEASE TERMS.

Section 7(a) of the Small Business Act (15 U.S.C.

636(a)) is further amended by adding at the end the fol-

lowing:

“(28) LEASING.—In addition to such other

lease arrangements as may be authorized by the Ad-

ministration, a borrower may permanently lease to

one or more tenants not more than 20 percent of

any property constructed with the proceeds of a loan

guaranteed under this subsection, if the borrower
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permanently occupies and uses not less than 60 per-

cent of the total business space in the property.”.
SEC. 208. APPRAISALS FOR LOANS SECURED BY REAL

PROPERTY.

(a) SMALL BUSINESS ACT.—Section 7(a) of the
Small Business Act (15 U.S.C. 636(a)) is amended by
adding at the end the following:

“(29) REAL ESTATE APPRAISALS.—With re-
spect to a loan under this subsection that is secured
by commercial real property, an appraisal of such
property by a State licensed or certified appraiser—

“(A) shall be required by the Administra-
tion in connection with any such loan for more
than $250,000; or

“(B) may be required by the Administra-
tion or the lender in connection with any such
loan for $250,000 or less, if such appraisal is
necessary for appropriate evaluation of credit-
worthiness.”.

(b) SMALL BUSINESS INVESTMENT ACT OF 1958.—
Section 502(3)(E) of the Small Business Investment Act
of 1958 (15 U.B.C. 696(3)(E)) is amended—

(1) by striking “The collateral” and inserting

the following:
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1 “(1) IN GENERAL.—The collateral”;

2 and

3 (2) by adding at the end the following:

4 “(i1) APPRAISALS.—With respect to

5 commercial real property provided by the

6 small business concern as collateral, an ap-

T praisal of the property by a State licensed

8 or certified appraiser—

9 “(I) shall be required by the Ad-
10 ministration before disbursement of
11 the loan if the estimated value of that
12 property is more than $250,000; or
13 “(II) may be required by the Ad-
14 ministration or the lender before dis-
15 bursement of the loan if the estimated
16 value of that property is $250,000 or
17 less, and such appraisal is necessary
18 for appropriate evaluation of ecredit-
19 worthiness.”.

20 SEC. 209. SALE OF GUARANTEED LOANS MADE FOR EX-
21 PORT PURPOSES.
22 Section 5(f)(1)(C) of the Small Business Act (15

23 U.S.C. 634(£)(1)(C)) is amended to read as follows:
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“(C) each loan, except each loan made under
section 7(a)(14), shall have been fully disbursed to

the borrower prior to any sale.”.

SEC. 210. MICROLOAN PROGRAM.

(a) IN GENERAL.—Section 7(m) of the Small Busi-

ness Act (15 U.S.C. 636(1n)) is amended—

(1) in paragraphs (1)(B)(iii) and (3)(E), by
striking “$25,000” each place it appears and insert-
ing “$35,000”;

(2) In paragraphs (1)(A)(’iii)(I), (3)(A)(ii), and
(4)(C)MN)AD), by striking “$7,500” each place it ap-
pears and inserting “$10,000”;

(3) in paragraph (3)(E), by striking “$15,000”
and inserting “$20,0007;

(4) in paragraph (5)(A)—

(A) by striking “25 grants” and inserting

“b5 grants”’; and

(B) by striking “$125,000” and inserting

“$200,0007;

(5) 1n paragraph (6)(B), by striking “$10,000”
and inserting “$15,000”; and

(6) i paragraph (7), by striking subparagraph
(A) and inserting the following:

“(A) NUMBER OF PARTICIPANTS.—Under

the program authorized by this subsection, the
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Administration may fund, on a competitive
basis, not more than 300 intermediaries.”.

(b) CONFORMING AMENDMENTS.—Section
7(m)(11)(B) of the Small Business Act (15 U.S.C.
636(m)(11)(B)) is amended by striking “$25,000"’ and in-
serting “$35,000”.

TITLE III—CERTIFIED DEVELOP-
MENT COMPANY PROGRAM

SEC. 301. SHORT TITLE.

This title may be cited as the “Certified Development
Company Program Improvements Act of 20007,

SEC. 302. WOMEN-OWNED BUSINESSES.

Section 501(d)(3)(C) of the Small Business Invest-
ment Act of 1958 (15 U.S.C. 695(d)(3)(C)) is amended
by inserting before the comma “or women-owned business
development”.

SEC. 303. MAXIMUM DEBENTURE SIZE.

Section 502(2) of the Small Business Investment Act

of 1958 (15 U.S.C. 696(2)) is amended to read as follows:
“(2) Loans made by the Administration under

this section shall be limited to $1,000,000 for each
such identifiable small business concern, except
loans meeting the ecriteria specified in section

501(d)(3), which shall be limited to $1,300,000 for

each such identifiable small business concern.”.
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SEC. 304. FEES.
Section 503(f) of the Small Business Investment Act
of 1958 (15 U.8.C. 697(f)) is amended to read as follows:
“(f) BFFECTIVE DATE.—The fees authorized by sub-
sections (b) and (d) shall apply to financings approved by
the Administration on or after October 1, 1996, but shall
not apply to financings approved by the Administration
on or after October 1, 2003.”.
SEC. 305. PREMIER CERTIFIED LENDERS PROGRAM.
Section 217(b) of the Small Business Administration
Reauthorization and Amendments Act of 1994 (Public
Law 103-403, 15 U.S.C. 697 note) (relating to section
508 of the Small Business Investment Act of 1958) is re-
pealed.
SEC. 306. SALE OF CERTAIN DEFAULTED LOANS.
Section 508 of the Small Business Investment Act
of 1958 (15 U.S.C. 697¢) is amended—
(1) in subsection (a), by striking “On a pilot
program basis, the” and inserting “The’’;
(2) by redesignating subsections (d) through (i)
as subsections (e) through (j), respectively;
(3) in subsection (f) (as redesignated by para-
graph (2)), by striking “subsection (f)” and insert-

ing “subsection (g)”’;
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(4) in subsection (h) (as redesignated by para-
graph (2)), by striking “subsection (f)” and insert-
ing “subsection (g)”; and

(5) by inserting after subsection (c) tlie fol-
lowing:

“(d) SALE OF CERTAIN DEFAULTED LOANS.—

“(1) NotIicE.~—If, upon default in repayment,
the Administration acquires a loan guaranteed under
this section and identifies such loan for inclusion in
a bulk asset sale of defaulted or repurchased loans
or other financings, it shall give prior notice thereof
to any certified development company which has a
contingent lability under this section. The notice
shall be given to the company as soon as possible
after the financing is identified, but not less than 90
days before the date the Administration first makes
any records on such financing available for examina-
tion by prospective purchasers prior to its offering in
a package of loans for bulk sale.

“(2) LmTATIONS.—The Administration shall
not offer any loan described in paragraph (1) as
part of a bulk sale unless it—

“(A) provides prospective purchasers with
the opportunity to examine the Administration’s

records with respect to such loan; and
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“(B) provides the notice required by para-
graph (1).”.
SEC. 307. LOAN LIQUIDATION.
(a) LIQUIDATION AND FORECLOSURE.—Title V of
the Small Business Investment Act of 1958 (15 U.S.C.
695 et seq.) is amended by adding at the end the fol-
lowing:
“SEC. 510. FORECLOSURE AND LIQUIDATION OF LOANS.
“(a) DELEGATION OF AUTHORITY.—In accordance
with this section, the Administration shall delegate to any
qualified State or local development company (as defined
in section 503(e)) that meets the eligibility requirements
of subsection (b)(1) the authority to foreclose and lig-
uidate, or to otherwise treat in accordance with this see-
tion, defaulted loans in its portfolio that are funded with
the proceeds of debentures guaranteed by the Administra-
tion under section 503.
“(b) ELIGIBILITY FOR DELEGATION.—

“(1) REQUIREMENTS.—A qualified State or
local development company shall be eligible for a del-
egation of authority under subsection (a) if—

“(A) the company-—
“(1) has participated in the loan lig-
uidation pilot program established by the

Small Business Programs Improvement
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Act of 1996 (15 U.S.C. 695 note), as in
effect on the day before promulgation of
final regulations by the Administration im-
plementing this section;

‘(i) is participating in the Premier
Certified Lenders Program under section
508; or

“(iil) during the 3 fiscal years imme-
diately prior to seeking such a delegation,
has made an average of not less than 10
loans per year that are funded with the
proceeds of debentures guaranteed under
section 503; and
“(B) the company—

“(i) has one or more employees—

“(I) with not less than 2 years of
substantive, decision-making experi-
ence in administering the liquidation
and workout of problem loans secured

~ in a manner substantially similar to
loans funded with the proceeds of de-
bentures guaranteed wunder section

503; and

“(I1) who have completed a train-

ing program on loan liquidation devel-
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oped by the Administration in econ-

junction with qualified State and local

development companies that meet the

requirements of this paragraph; or

“(i1) submits to the Administration
documentation demonstrating that the
company has contracted with a qualified
third-party to perform any liquidation aec-
tivities and secures the approval of the
contract by the Administration with re-
spect to the qualifications of the contractor
and the terms and conditions of liquidation
activities.

“(2) CONFIRMATION.—On request the Adminis-
tration shall examine the qualifications of any com-
pany described in subsection (a) to determine if such
company is eligible for the delegation of authority
under this section. If the Administration determines
that a company is not eligible, the Administration
shall provide the company with the reasons for such
ineligibility.

“(¢) SCOPE OF DELEGATED AUTHORITY.—
“(1) INn GENERAL.—Each qualified State or

local development company to which the Administra-
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tion delegates authority under section (a) may with

respeet to any loan described in subsection (a)—

“(A) perform all liquidation and fore-
closure functions, including the purchase in ac-
cordance with this subsection of any other in-
debtedness secured by the property securing the
loan, in a reasonable and sound manner accord-
ing to commercially accepted practices, pursu-
ant to a liquidation plan approved in advance
by the Administration under paragraph (2)(A);

“(B) litigate any matter relating to the
performance of the functions deseribed in sub-
paragraph (A), except that the Administration
may—

(1) defend or bring any claim if—

“(I) the outcome of the litigation
may adversely affect the Administra-
tion’s management of the loan pro-
gram established under section 502;
or

“(II) the Administration is enti-
tled to legal remedies not available to
a qualified State or local development
company and such remedies will ben-

efit either the Administration or the
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qualified State or local development

company; or

“(i1) oversee the conduct of any such
litigation; and

“(C) take other appropriate actions to

mitigate loan losses in lieu of total liquidation

or foreclosures, including the restructuring of a

loan in accordance with prudent loan servicing

practices and pursuant to a workout plan ap-

proved in advance by the Administration under

paragraph (2)(C).

“(2) ADMINISTRATION APPROVAL.—

*HR 5667 IH

“(A) LIQUIDATION PLAN,.—

“(i) IN GENERAL.—Before carrying
out functions deseribed in paragraph
(1)(A), a qualified State or local develop-
ment ecompany shall submit to the Admin-
istration a proposed liquidation plan.

“(i1) ADMINISTRATION ACTION ON
PLAN.—

“(I) TIMING.—Not later than 15
business days after a liguidation plan
is received by the Administration
under clause (i), the Administration

shall approve or reject the plan.
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“(II) NOTICE OF NO DECISION.—
With respect to any plan that cannot
be approved or denied within the 15-
day period required by subeclause (I),
the Administration shall within such
period provide in aceordance with sub-
paragraph (E) notice to the company

that submitted the plan.

“(i11) ROUTINE ACTIONS.—In carrying
out functions deseribed in paragraph
(1)(A), a qualified State or local develop-
ment company may undertake routine ac-
tions not addressed in a liquidation plan
without obtaining additional approval from
the Administration.

“(B) PURCHASE OF INDEBTEDNESS.—

“(i) IN GENERAL.—In earrying out
functions deseribed in paragraph (1)(A), a
qualified State or local development com-
pany shall submit to the Administration a
request for written approval before com-
mitting the Administration to the purchase

of any other indebtedness secured by the

property securing a defaulted loan.
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““(i1) ADMINISTRATION ACTION ON RE-

QUEST.—

“(I) TrMING.—Not later than 15
business days after receiving a request
under clause (i), the Administration
shall approve or deny the request.

“(II) NOTICE OF NO DECISION.—
‘With respect to any request that can-
not be approved or denied within the
15-day period required by subclause
(I), the Administration shall within
such period provide in accordance
with subparagraph (E) notice to the

company that submitted the request.

“(C) WORKOUT PLAN.—

“(i) IN GENERAL.—In ecarrying out

funetions deseribed in paragraph (1)(C), a
qualified State or local development com-
pany shall submit to the Administration a

proposed workout plan.

“(i1) ADMINISTRATION ACTION ON

PLAN,—

“(I) TIMING.—Not later than 15
business days after a workout plan is

received by the Administration under
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clause (i), the Administration shall

approve or reject the plan.

“(II) NOTICE OF NO DECISION
With respect to any workout plan that
cannot be approved or denied within
the 15-day period required by sub-
clause (I), the Administration shall
within such period provide in accord-
ance with subparagraph (E) notice to
the company that submitted the plan.
“(D) COMPROMISE OF INDEBTEDNESS.——
In carrying out functions described in para-

graph (1)(A), a qualified State or local develop-

ment company may-
“(i) consider an offer made by an obli-
gor to compromise the debt for less than
the full amount owing; and
“(ii) pursuant to such an offer, re-
lease any obligor or other party contin-
gently liable, if the company secures the
written approval of the Administration.
“(E) CONTENTS OF NOTICE OF NO DECI-
SION.—Any notice provided by the Administra-
tion under subparagraph (A)(i)(I1I), (B)(1)(ID),
or (C)()(I1)~—
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“(i) shall be in writing;

‘“(i1) shall state the specific reason for
the Administration’s inability to act on a
plan or request;

“(i11) shall include an estimate of the
additional time required by the Adminis-
tration to act on the plan or request; and

“(iv) if the Administration canmot act
because insufficient information or docu-
mentation was provided by the company
submitting the plan or request, shall speci-
fy the nature of such additional informa-
tion or documentation.

“(3) CONFLICT OF INTEREST.—In carrying out
functions described in paragraph (1), a qualified
State or local development company shall take no ac-
tion that would result in an actual or apparent con-
flict of Interest between the company (or any em-
ployee of the company) and any third party lender,
associate of a third party lender, or any other person
participating in a liquidation, foreclosure, or loss
mitigation action.

“(d) SUSPENSION OR REVOCATION OF AUTHOR-

24 117.—The Administration may revoke or suspend a dele-

25 gation of authority under this section to any qualified
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1 State or local development company, if the Administration

2 determines that the company—

3

Mol e - V. T

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

“(1) does not meet the requirements of sub-
section (b)(1);

“(2) has violated any applicable rule or regula-
tion of the Administration or any other applicable
law; or

“(3) fails to comply with any reporting require-
ment that may be established by the Administration
relating to carrying out of functions described in
paragraph (1).

“(e) REPORT.—

“(1) IN GENERAL.—Based on information pro-
vided by qualified State and local development com-
panies and the Administration, the Administration
shall annually submit to the Committees on Small
Business of the House of Representatives and of the
Senate a report on the results of delegation of au-
thority under this section.

“(2) CONTENTS.—Each report submitted under
paragraph (1) shall include the following informa-
tion:

“(A) With respect to each loan foreclosed
or liquidated by a qualified State or local devel-

opment company under this section, or for
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which losses were otherwise mitigated by the
company pursuant to a workout plan under this
section—

“(i) the total cost of the project fi-
nanced with the loan;

“(i1) the total original dollar amount
guaranteed by the Administration;

‘“(iii) the total dollar amount of the
loan at the time of liquidation, foreclosure,
or mitigation of loss;

“(iv) the total dollar losses resulting
from the liquidation, foreclosure, or mitiga-
tion of loss; and

“(v) the total recoveries resulting
from the liguidation, foreclosure, or mitiga-
tion of loss, both as a percentage of the
amount guaranteed and the total cost of
the project financed.

“(B) With respect to each qualified State
or local development company to which author-
ity is delegated under this section, the totals of
each of the amounts described in eclauses (i)
through (v) of subparagraph (A).

“(C) With respect to all loans subjeet to

foreclosure, liquidation, or mitigation under this

*HR 5667 IH
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section, the totals of each of the amounts de-
seribed in clauses (i) through (v) of subpara-
graph (A).

“(D) A comparison between—

“(i) the information provided under
subparagraph (C) with respect to the 12-
month period preceding the date on which
the report is submitted; and

“(ii) the same information with re-
spect. to loans foreclosed and liquidated, or
otherwise treated, by the Administration
during the same period.

“(E) The number of times that the Admin-
istration has failed to approve or reject a lig-
uidation plan in accordance with subparagraph
(A)(1), a workout plan in accordance with sub-
paragraph (C)(i), or to approve or deny a re-
quest for purchase of indebtedness under sub-
paragraph (B)(i), including specific information
regarding the reasons for the Administration’s
failure and any delays that resulted.”.

(b) REGULATIONS.—
(1) IN GENERAL.—Not later than 150 days
after the date of the enactment of this Aect, the Ad-

ministrator shall issue such regulations as may be
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necessary to carry out section 510 of the Small

Business Investment Act of 1958, as added by sub-

section (a) of this section.

(2) TERMINATION OF PILOT PROGRAM.—Begin-
ning on the date on which final regulations are
issued under paragraph (1), section 204 of the
Small Business Programs Improvement Act of 1996
(15 U.S.C. 695 note) shall cease to have effect.

TITLE IV—CORRECTIONS TO

THE SMALL BUSINESS IN-

VESTMENT ACT OF 1958
SEC. 401. SHORT TITLE.

This title may be cited as the “Small Business Invest-
ment Corrections Act of 2000”. |
SEC. 402. DEFINITIONS.

(a) SMALL BusiNEss CONCERN.—Section
103(5)(A)(1) of the Small Business Investment Aect of
1958 (15 U.S.C. 662(5)(A)(i)) is amended by inserting
before the semieolon at the end the following: “regardless
of the allocation of control during the investment period
under any investment agreement between the business
concern and the entity making the investment’.

(b) LoNG TERM.—Section 103 of the Small Business

Investment Act of 1958 (15 U.S.C. 662) is amended—

+*HR 5667 TH
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(1) in paragraph (15), by striking “and” at the
end;

(2) in paragraph (16), by striking the period at
the end and inserting ““; and”; and

(3) by adding at the end the following:

“(17) the term ‘long term’, when used in con-
nection with equity eapital or loan funds invested in
any small business concern or smaller enterprise,

means any period of time not less than 1 year.”.

SEC. 403. INVESTMENT IN SMALL BUSINESS INVESTMENT

COMPANIES.

Section 302(b) of the Small Business Investment Act

of 1958 (15 U.S.C. 682(b)) is amended—

(1) by striking “(b) Notwithstanding” and in-
serting the following:

“(b) FINANCIAL INSTITUTION INVESTMENTS.—

“(1) CERTAIN BANKS.—Notwithstanding”; and

(2) by adding at the end the following:

“(2) CERTAIN SAVINGS ASSOCIATIONS.—Not-
withstanding any other provision of law, any Federal
savings association may invest in any one or more
small business investment ecompanies, or in any enti-
ty established to invest solely in small business in-
vestment companies, except that in no event may the

total amount of sueh investments by any such Fed-
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eral savings association exceed 5 pereent of the cap-

ital and surplus of the Federal savings association.”.
SEC. 404. SUBSIDY FEES.

(a) DEBENTURES.—Section 303(b) of the Small
Business Investment Act of 1958 (15 U.S.C. 683(b)) is
amended by striking “plus an additional charge of 1 per-
cent per aunum which shall be paid to and retained by
the Administration” and inserting “plus, for debentures
obligated after September 30, 2000, an additional charge,
in an amount established annually by the Administration,
of not more than 1 percent per year as necessary to reduce
to zero the cost (as defined in section 502 of the Federal
Credit Reform Act of 1990 (2 U.S.C. 661a)) to the Ad-
ministration of purchasing and guaranteeing debentures
under this Act, which shall be paid to and retained by
the Administration”.

(b) PARTICTIPATING SECURITIES.—Section 303(g)(2)
of the Small Business Investment Act of 1958 (15 U.S.C.
683(g)(2)) is amended by striking “plus an additional
charge of 1 percent per annum which shall be paid to and
retained by the Administration” and inserting “plus, for
participating securities obligated after September 30,
2000, an additional charge, in an amount established an-
nually by the Administration, of not more than 1 percent

per year as necessary to reduce to zero the cost (as defined
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in section 502 of the Federal Credit Reform Act of 1990
(2 U.8.C. 661a)) to the Administration of purchasing and
guaranteeing participating securities under this Aet, which
shall be paid to and retained by the Administration”.
SEC. 405. DISTRIBUTIONS.

Section 303(g)(8) of the Small Business Investment
Act of 1958 (15 U.S.C. 683(g)(8)) is amended—
(1) by striking “subchapter s eorporation” and
inserting ‘‘subchapter S corporation’;
(2) by striking “the end of any calendar quarter
based on a quarterly” and inserting “any time dur-
ing any calendar quarter based on an’’; and
(3) by striking “quarterly distributions for a
calendar year,” and inserting “interim distributions
for a calendar year,”.
SEC. 406. CONFORMING AMENDMENT.

Section 310(e)(4) of the Small Business Investment
Act of 1958 (15 U.S.C. 687b(e)(4)) 1s amended by strik-
ing “five years” and inserting “1 year”.
TITLE V—REAUTHORIZATION OF

SMALL BUSINESS PROGRAMS

SEC. 501. SHORT TITLE.

This title may be cited as the “Small Business Pro-

grams Reauthorization Act of 2000”.
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1 SEC. 502. REAUTHORIZATION OF SMALL BUSINESS PRO-
2 GRAMS.

3 Section 20 of the Small Business Act (15 U.S.C. 631
4 mnote) is amended by adding at the end the following:

5 “(g) FiscaL YEAR 2001.—

6 “(1) ProGRAM LEVELS.—The following pro-

7 gram levels are authorized for fiscal year 2001:

8 “(A) For the programs authorized by this

9 Act, the Administration is authorized to
10 make—

11 “(1) $45,000,000 in technical assist-
12 ance grants as provided in section 7(m);
13 and

14 “(i1) $60,000,000 in direct loans, as
15 provided in 7(m).

16 “(B) For the programs authorized by this
17 Act, the Administration is authorized to make
18 $19,050,000,000 in deferred participation loans
19 and other financings. Of such sum, the Admin-
20 istration is authorized to make—
21 “(i) $14,500,000,000 in general busi-
22 ness loans as provided in section 7(a);
23 “(i1) $4,000,000,000 in financings as
24 provided in section T(a)(13) of this Act
25 and section 504 of the Small Business In-
26 vestment Act of 1958;
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“(iii) $500,000,000 in loans as pro-
vided in seetion 7(a)(21); and
“(iv) $50,000,000 in loans as pro-

vided in section 7(m).

“(C) For the programs authorized by title
III of the Small Business Investment Act of
1958, the Administration is authorized to
make—

“(1) $2,500,000,000 in purchases of
participating securities; and

“(ii) $1,500,000,000 in guarantees of
debentures.

“(D) For the programs authorized by part
B of title IV of the Small Business Investment
Aet of 1958, the Administration is authorized
to enter into guarantees not to exceed
$4,000,000,000 of which not more than 50 per-
cent may be in bonds approved pursuant to sec-
tion 411(a)(3) of that Act.

“(E) The Administration is authorized to
make grants or enter cooperative agreements
for a total amount of $5,000,000 for the Serv-
ice Corps of Retired Exeecutives program au-
thorized by section 8(b)(1).

“(2) ADDITIONAL AUTHORIZATIONS.—

*HR 5667 IH
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“(A) There are authorized to be appro-
priated to the Administration for fiscal year
2001 such sums as may be necessary to carry
out the provisions of this Act not elsewhere pro-
vided for, including administrative expenses and
necessary loan capital for disaster loans pursu-
ant to section 7(b), and to carry out title IV of
the Small Business Investment Act of 1958, in-
cluding salaries and expenses of the Adminis-
tration.

“(B) Notwithstanding any other provision
of this paragraph, for fiscal year 2001—

“(1) no funds are authorized to be
used as loan capital for the loan program
authorized by section 7(a)(21) except by
transfer from another Federal department
or agency to the Administration, unless the
program level authorized for general busi-
ness loans under paragraph (1)(B)(i) is
fully funded; and

“(ii) the Administration may not ap-
prove loans on its own behalf or on behalf
of any other Federal department or agen-
¢y, by contract or otherwise, under terms

and conditions other than those specifically
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authorized under this Act or the Small
Business Investment Act of 1958, except
that it may approve loans under section
7(a)(21) of this Act in gross amounts of
not more than $1,250,000.

“(h) FI8CAL YEAR 2002.—

“(1) PROGRAM LEVELS.

The following pro-
gram levels are authorized for fiscal year 2002:
“(A) For the programs authorized by this
Act, the Administration is authorized to
make—
“(i) $60,000,000 in technical assist-
ance grants as provided in section 7(m);
and
“(il) $80,000,000 in direct loans, as
provided in 7(m).
“(B) For the programs authorized by this
Act, the Administration is authorized to make
$20,050,000,000 in deferred participation loans
and other finaneings. Of such sum, the Admin-
istration is authorized to make—
“@1) $15,000,000,000 in general busi-
ness loans as provided in section 7(a);
“(il) $4,500,000,000 in financings as
provided in section 7(a)(13) of this Act
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and section 504 of the Small Business In-
vestment Act of 1958;
“(i1) $500,000,000 in loans as pro-
vided in section 7(a)(21); and
“(iv) $50,000,000 in loans as pro-
vided in section 7(m).
“(C) For the programs authorized by title
I of the Small Business Investment Act of
1958, the Administration is authorized to
make—
“(i) $3,500,000,000 in purchases of
participating securities; and
“(il) $2,500,000,000 in guarantees of
debentures.
“(D) For the programs authorized by part
B of title IV of the Small Business Investment
Act of 1958, the Administration is authorized
to enter into guarantees not to exceed
$5,000,000,000 of which not more than 50 per-
cent may be in bonds approved pursuant to sec-
tion 411(a){3) of that Act.
‘“(E) The Administration is authorized to
make grants or enter cooperative agreements

for a total amount of $6,000,000 for the Serv-
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ice Corps of Retired Executives program au-
thorized by section 8(b)(1).
“(2) ADDITIONAL AUTHORIZATIONS.—

“(A) There are authorized to be appro-
priated to the Administration for fiscal year
2002 such sums as may be necessary to earry
out the provisions of this Act not elsewhere pro-
vided for, including administrative expenses and
necessary loan capital for disaster loans pursu-
ant to section 7(b), and to carry out title IV of
the Small Business Investment Act of 1958, in-
cluding salaries and expenses of the Adminis-
tration.

“(B) Notwithstanding any other provision
of this paragraph, for fiscal year 2002—

“(1) no funds are authorized to be
used as loan capital for the loan program
aunthorized by section 7(a)(21) except by
transfer from another Federal department
or agency to the Administration, unless the
program level authorized for general busi-
ness loans under paragraph (1)(B)(i) is
fully funded; and

“(ii) the Administration may not ap-

prove loans on its own behalf or on behalf

«HR 5667 TH
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of any other Federal department or agen-
cy, by contract or otherwise, under terms
and conditions other than those specifically
authorized under this Act or the Small
Business Investment Aect of 1958, except
that it may approve loans under section
7(a)(21) of this Act in gross amounts of

not more than $1,250,000.

“(1) FISCAL YEAR 2003.—

“(1) PrOGRAM LEVELS.—The following pro-

gram levels are authorized for fiscal year 2003:

Act,

“(A) For the programs authorized by this

the Administration is authorized to

make—

“(i) $70,000,000 in technical assist-
ance grants as provided in section 7(m);
and

“(i1) $100,000,000 in direct loans, as
provided in 7(m).

“(B) For the programs authorized by this

Act, the Administration is authorized to make

$21,550,000,000 in deferred participation loans

and other financings. Of such sum, the Admin-

istration is authorized to make—
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“(1) $16,000,000,000 in general busi-
ness loans as provided in section 7(a);

“(i1) $5,000,000,000 in financings as
provided in section 7(a)(13) of this Act
and section 504 of the Small Business In-
vestment Aect of 1958;

“(iil) $500,000,000 in loans as pro-
vided in section 7(a)(21); and

“(v) $50,000,000 in loans as pro-
vided in section 7(in).

“(C) For the programs authorized by title
IIT of the Small Business Investiment Act of
1958, the Administration is authorized to
make—

“(1) $4,000,000,000 in purchases of
participating securities; and

“(ii) $3,000,000,000 in guarantees of
debentures.

“(D) For the programs authorized by part
B of title IV of the Small Business Investment
Act of 1958, the Administration is authorized
to enter into guarantees not to exceed
$6,000,000,000 of which not more than 50 per-
cent may be in bonds approved pursuant to sec-

tion 411(a)(3) of that Act.
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“(E) The Administration is authorized to
make grants or enter into cooperative agree-
ments for a total amount of $7,000,000 for the
Service Corps of Retired Executives program
authorized by section 8(b)(1).

“(2) ADDITIONAL AUTHORIZATIONS.—

“(A) There are authorized to be appro-
priated to the Administration for fiscal year
2003 such suins as may be necessary to carry
out the provisions of this Act not elsewhere pro-
vided for, including administrative expenses and
necessary loan capital for disaster loans pursu-
ant to section 7(b), and to carry out title IV of
the Small Business Investinent Act of 1958, in-
cluding salaries and expenses of the Adminis-
tration.

“(B) Notwithstanding any other provision
of this paragraph, for fiseal year 2003—

“(i) no funds are authorized to be
used as loan capital for the loan program
authorized by section 7(a)(21) except by
transfer from another Federal department
or agency to the Administration, unless the

program level authorized for general busi-
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1 ness loans under paragraph (1)(B)(i) is
2 fully funded; and

3 “(il) the Administration may not ap-
4 prove loans on its own behalf or on behalf
5 of any other Iederal department or agen-
6 ¢y, by contract or otherwise, under terms
7 and conditions other than those specifically
8 authorized under this Act or the Small
9 Business Investment Act of 1958, except
10 that it may approve loans under section
11 7(a)(21) of this Act in gross amounts of
12 not more than $1,250,000.”.

13 SEC. 503. ADDITIONAL REAUTHORIZATIONS.

14 (a) DRUG-FREE WORKPLACE PROGRAM.—Section 27
15 of the Small Business Act (15 U.S.C. 654) is amended—
16 (1) in the section heading, by striking “drug-
17 free sworkplace demensteation pregeam’ and insert-
18 ing “paul d: eoverdell drng-free workplaee progeam’’;
19 and

20 (2) in subsection (g)(1), by striking
21 “$10,000,000 for fiscal years 1999 and 2000” and
22 inserting “‘$5,000,000 for each of fiscal years 2001

23 through 2003”.
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(b) HUBZONE PROGRAM.—Section 31 of the Small
Business Act (15 U.S.C. 657a) is amended by adding at
the end the following:

“(d) AUTHORIZATION OF APPROPRIATIONS.——There
is authorized to be appropriated to carry out the program
established by this section $10,000,000 for each of fiscal
years 2001 through 2003.”.

(¢) VERY SMALL BUSINESS CONCERNS PROGRAM.—
Section 304(1) of the Small Business Administration Re-
authorization and Amendments Act of 1994 (Public Law
103-403; 15 U.S.C. 644 note) is amended by striking
“September 30, 2000” and inserting “September 30,
2003”.

(d) SOCIALLY AND ECONOMICALLY DISADVANTAGED
BUSINESSES PROGRAM.—Section 7102(c) of the Federal
Acquisition Streamlining Aet of 1994 (Public Law 103-
355; 15 U.S.C. 644 note) is amended by striking “Sep-
tember 30, 2000” and inserting “September 30, 2003,

(e) SBDC SERVICES.—Section 21(c)(3)(T) of the
Small Business Act (15 U.S.C. 648(e)}(3)(T)) is amended
by striking “2000”’ and inserting “2003”".

SEC. 504. COSPONSORSHIP.

(a) IN GENERAL.—Section 8(b)(1)(A) of the Small

Business Aet (15 U.S.C. 637(b)(1)(A)) is amended to read

as follows:

+HR 5667 TH
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“(1)(A) to provide—

“(i) techniecal, managerial, and informa-

tional aids to small business concerns—

*HR 5667 IH

“(I) by advising and counseling on
matters in connection with Government
procurement and policies, principles, and
practices of good management;

“(II) by ecooperating and advising
with-—

“(aa) voluntary business, profes-
sional, educational, and other non-
profit organizations, associations, and
institutions (except that the Adminis-
tration shall take such actions as it
determines mnecessary to ensure that
such cooperation does not constitute
or imply an endorsement by the Ad-
ministration of the organization or its
products or services, and shall ensure
that it receives appropriate recogni-
tion in all printed materials); and

“(bb) other Federal and State
agencies;

“(III) by maintaining a clearinghouse

for information on managing, financing,
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and operating small business enterprises;
and
“(IV) by disseminating such informa-
tion, including through recognition events,
and by other activities that the Adminis-
tration determines to be appropriate; and
“(il) through cooperation with a profit-
making concern (referred to in this paragraph
as a ‘cosponsor’), training, information, and
education to small business concerns, except
that the Administration shall-—
“(I) take such actions as it deter-
mines to be appropriate to ensure that—

“(aa) the Administration receives
appropriate recognition and publicity;

“(bb) the cooperation does not
constitute or imply an endorsement by
the Administration of any product or
service of the cosponsor;

“(ce) unnecessary promotion of
the produets or services of the cospon-
sor is avoided; and

“(dd) utilization of any one co-
sponsor in a marketing area is mini-

mized; and
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“(II) develop an agreement, executed
on behalf of the Administration by an em-
ployee of the Administration in Wash-
ington, the District of Columbia, that pro-
vides, at a minimum, that—

“(aa) any printed material to an-
nounce the cosponsorship or to be dis-
tributed at the cosponsored activity,
shall be approved in advance by the
Administration;

“(bb) the terms and conditions of
the cooperation shall be specified;

“(ce) only minimal charges may
be imposed on any small business eon-
cern to cover the direct costs of pro-
viding the assistance;

“(dd) the Administration may
provide to the cosponsorship mailing
labels, but not lists of names and ad-
dresses of small business concerns
compiled by the Administration;

‘“(ee) all printed materials con-
taining the names of both the Admin-
istration and the cosponsor shall in-

clude a prominent disclaimer that the
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cooperation does not constitute or
imply an endorsement by the Adminis-
tration of any product or service of
the cosponsor; and

“(ff) the Administration shall en-
sure that it receives appropriate ree-
ognition in all cosponsorship printed
materials.”.

(b) EXTENSION OF COSPONSORSHIP AUTHORITY.—
Section 401(a)(2) of the Small Business Administration
Reauthorization and Amendments Act of 1994 (15 U.S.C.
637 note) is amended by striking “September 30, 2000”
and inserting “September 30, 2003”.

TITLE VI—HUBZONE PROGRAM
Subtitle A—HUBZones in Native
America

SEC. 601. SHORT TITLE.

This subtitle may be cited as the “HUBZones in Na-
tive America Act of 20007,
SEC. 602. HUBZONE SMALL BUSINESS CONCERN.

Section 3(p)(3) of the Small Business Act (15 U.S.C.
632(p)(3)) is amended to read as follows:

“(3) HUBZONE SMALL BUSINESS CONCERN.—
The term ‘HUBZone small business concern’

means-—

*HR 5667 IH
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“(A) a small business concern that 1is

owned and controlled by one or more persons,

each of whom is a United States citizen;

HR 5667 TH

“(B) a small business coneern that is—

“(i) an Alaska Native Corporation
owned and controlled by Natives (as deter-
mined pursuant to section 29(e)(1) of the
Alaska Native Claims Settlement Act (43
U.8.C. 1626(e)(1))); or

“(ii) a direct or indirect subsidiary
corporation, joint venture, or partnership
of an Alaska Native Corporation qualifying
pursuant to section 29(e)(1) of the Alaska
Native Claims Settlement Act (43 U.S.C.
1626(e)(1)), if that subsidiary, joint ven-
ture, or partnership is owned and con-
trolled by Natives (as determined pursuant
to section 29(e)(2)) of the Alaska Native
Claims Settlement Aet (43 TU.S.C.
1626(e)(2))); or
“(0) a small business concern—

“(1) that is wholly owned by one or
more Indian tribal governments, or by a
corporation that is wholly owned by one or

more Indian tribal governments; or



O 0 3 A L kR W N =

| T N T N Y N T N N S O S S G G S G Gy
L N S =T e B o RN L O O Y R )

264

81
“(ii) that is owned in part by one or
more Indian tribal governments, or by a
corporation that is wholly owned by one or
more Indian tribal governments, if all
other owners are either United States citi-

zens or small business concerns.”.

SEC. 603. QUALIFIED HUBZONE SMALL BUSINESS CON-

CERN.

(a) IN GENERAL.—Section 3(p)(5)(A)(i) of the Small
Business Act (15 U.S.C. 632(p)(5)(A)(1)) is amended by

striking subelauses (I) and (II) and inserting the fol-

lowing:

+HR 5667 IH

“(I) it is a HUBZone small busi-
ness eonecern—

“(aa) pursuant to subpara-
graph (A) or (B) of paragraph
(3), and that its principal office
is located in a HUBZone and not
fewer than 35 percent of its em-
ployees reside in a HUBZone; or

“(bb) pursuant to paragraph
(3)(C), and not fewer than 35
percent of its employees engaged
in performing a contract awarded

to the small business concern on
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the basis of a preference provided
under section 31(b) reside within
any Indian reservation governed
by one or more of the tribal gov-
ernment owiiers, or reside within
any HUBZone adjoining any
such Indian reservation;

“(II) the small business concern
will attempt to maintain the applica-
ble employment percentage under sub-
clause (I) during the performance of
any contract awarded to the small
business concern on the basis of a
preference provided wunder section
31(b); and”.

(b) CLARIFYING AMENDMENT.—Section
3(p)(3)(D)(1) of the Small Business Act (15 U.S.C.
632(p)(5){(D)(1)) is amended by inserting “once the Ad-
ministrator has made the certification required by sub-
paragraph (A)(i) regarding a qualified HUBZone small
business concern and lias determined that subparagraph
(A)(1) does not apply to that concern,” before “include”.
SEC. 604. OTHER DEFINITIONS.

Section 3(p) of the Small Business Act (15 U.S.C.

632(p)) is amended by adding at the end the following:

*HR 5667 IH
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“(6) NATIVE AMERICAN SMALL BUSINESS CON-
CERNS,— »

“(A) ALASKA NATIVE CORPORATION.—The
term ‘Alaska Native Corporation’ has the same
meaning as the term ‘Native Corporation’ in
section 3 of the Alaska Native Claims Settle-
ment Act (43 U.S.C. 1602).

“(B) ALASKA NATIVE VILLAGE.—The term
‘Alaska Native Village’ has the same meaning
as the term ‘Native village’ in section 3 of the
Alaska Native Claims Settlement Act (43
U.8.C. 1602).

“(C) INDIAN RESERVATION.—The term
‘Indian reservation’-—

“(1) has the same meaning as the
term ‘Indian country’ in section 1151 of
title 18, United States Code, except that
such term does not include—

“(I}) any lands that are located
within a State in which a tribe did not
exercise governmental jurisdiction on
the date of the enactment of this
paragraph, unless that tribe is recog-
nized after that date of the enactment

by either an Act of Congress or pur-
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suant to regulations of the Secretary
of the Interior for the administrative
recognition that an Indian group ex-
ists as an Indian tribe (part 83 of
title 25, Code of Federal Regulations);
and

“(II) lands taken into trust or
acquired by an Indian tribe after the
date of the enactment of this para-
graph if such lands are not located
within the external boundaries of an
Indian reservation or former reserva-
tion or are not contiguous to the lands
held in trust or restricted status on
that date of the enactment; and

“(i1) in the State of Oklahoma, means

lands that—

“(I) are within the jurisdictional
areas of an Oklahoma Indian tribe (as
determined by the Secretary of the In-
terior); and

“(I1) are recognized by the Sec-
retary of the Interior as eligible for
trust land status under part 151 of

title 25, Code of Federal Regulations
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(as in effect on the date of the enact-
ment of this paragraph).”.
Subtitle B—Other HUBZone
Provisions
SEC. 611. DEFINITIONS.

(a) QUALIFIED CENSUS TRACT.—Section 3(p)(4)(A)
of the Small Business Act (15 U.S.C. 632(p)(4)(A)) is
amended by striking “(I)".

(b) QUALIFIED NONMETROPOLITAN COUNTY.—Sec-
tion 3(p)(4) of the Small Business Act (15 U.S.C.
632(p)(4)) is amended by striking subparagraph (B) and
inserting the following:

“(B) QUALIFIED NONMETROPOLITAN
COUNTY.—~The term ‘qualified nonmetropolitan
county’ means any county—

“(i) that was not located in a metro-
politan statistical area (as defined in sec-
tion 143(k)(2)(B) of the Internal Revenue
Code of 1986) at the time of the most re-
cent census taken for purposes of selecting
qualified census tracts wunder section
42(d)(5)(C)(11) of the Internal Revenue
Code of 1986; and

“(ii) in which—

*HR 5667 [H
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“() the median houschold in-
come 1s less than 80 percent of the
nonmetropolitan State median house-
hold income, based on the most recent
data available from the Bureau of the
Census of the Department of Com-

meree; or
“(I1) the unemployment rate is
not less than 140 percent of the
Statewide average unemployment rate
for the State in which the county is
located, based on the most recent data
available from the Secretary of

Labor.”.

SEC. 612. ELIGIBLE CONTRACTS.

(a) CoMMODITIES CONTRACTS.—Section 31(b)(3) of
the Small Business Act (15 U.S.C. 657a(b)(3)) is
amended—

(1) by striking “In any” and inserting the fol-
lowing:
“(A) IN GENERAL.—Subject to subpara-
graph (B), in any”’; and
(2) by adding at the end the following:
“(B) PROCUREMENT OF COMMODITIES.—

For purchases by the Secretary of Agriculture

«HR 5667 TH
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of agricultural commodities, the price evaluation

preference shall be—

“(1) 10 percent, for the portion of a
contract to be awarded that is not greater
than 25 perceut of the total voluine being
procured for each commodity in a single
invitation;

“(ii) 5 percent, for the portion of a
contract to be awarded that is greater than
25 pereent, but not greater than 40 per-
cent, of the total volume being proeured
for each commodity in a single invitation;
and

“(ii1) zero, for the portion of a con-
tract to be awarded that is greater than 40
percent of the total volumme being procured
for each commodity in a single invitation.

“(C) TREATMENT OF PREFERENCE.—A

contract awarded to a HUBZone small business

concern under a preference deseribed in sub-

paragraph (B) shall not be counted toward the

fulfillment of any requirement partially set

aside for competition restricted to small busi-

ness concerns.”.

+HR 5667 TH
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(b) DEFINITIONS.—Section 3(p) of the Small Busi-

2 ness Act (15 U.S.C. 632(p)), as amended by this Act, is

3 amended—

4 (1) in paragraph (5)(A)(1)(11I)—

5 (A) in item (aa), by striking “and” at the
6 end; and

7 (B) by adding at the end the following:

8 “(ce) in the case of a con-
9 tract for the procurement by the
10 Secretary of Agriculture of agri-
11 cultural ecommodities, none of the
12 commodity being procured will be
13 obtained by the prime contractor
14 throngh a subcontract for the
15 purchase of the commodity in
16 substantially the final form in
17 which it is to be supplied to the
18 Government; and”’; and

19 (2) by adding at the end the following:
20 “(7) AGRICULTURAL COMMODITY.—The term
21 ‘agricultural commodity’ has the same meaning as in
22 section 102 of the Agricultural Trade Act of 1978
23 (7 U.S.C. 5602).”.

+HR 5667 TH
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SEC. 613. HUBZONE REDESIGNATED AREAS.
Section 3(p) of the Small Business Act (15 U.S.C.
632(p)) is amended—
(1) in paragraph (1)—
(A) in subparagraph (B), by striking “or”
at the end;
(B) in subparagraph (C), by striking the
period at the end and inserting ‘; or’’; and
(C) by adding at the end the following:
“(D) redesignated areas.”; and
(2) in paragraph (4), by adding at the end the
following:
“(C) REDESIGNATED AREA.—The term
‘redesignated area’ means any census tract that
ceases to be qualified under subparagraph (A)
and any nonmetropolitan county that ceases to
be qualified under subparagraph (B), except
that a census tract or a nonmetropolitan county
may be a ‘redesignated area’ only for the 3-year
period following the date on which the census
tract or nonmetropolitan county ceased to be so
qualified.”.
SEC. 614, COMMUNITY DEVELOPMENT.
Section 3(p) of the Small Business Act (15 U.S.C.
632(p)), as amended by this Act, is amended—
(1) in paragraph (3)—

*HR 5667 ITH
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(A) in subbaragraph (B), by striking “or”
at the end;
(B) in subparagraph (C), by striking the
period at the end and inserting *“; or”’; and
(C) by adding at the end the following:
“(D) a small business concern that is—
“(i) wholly owned by a community de-
velopment corporation that has received fi-
nancial assistance under part 1 of sub-
chapter A of the Community Economic De-
velopment Act of 1981 (42 U.S.C. 9805 et
seq.); or
“(il) owned in part by one or more
community development corporations, if all
other owners are either United States citi-
zens or small business concerns.”; and
(2) in paragraph (5)(A)(i)(I)(aa), by striking
“subparagraph (A) or (B)” and inserting “subpara-
graph (A), (B), or (D).
SEC. 615. REFERENCE CORRECTIONS.

(a) SECTION 3.—Section 3(p)(5)(C) of the Small
Business Act (15 U.S.C. 632(p)(5)(C)) is amended by
striking “subclause (IV) and (V) of subparagraph (A)(1)”
and inserting ‘“‘items (aa) and (bb) of subparagraph

(A)HAI)”.

+HR 5667 IH
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(b) SECTION 8.—Section 8(d)(4)(D) of the Small
Business Act (15 U.S.C. 637(d)(4)(D)) is amended by in-
serting ‘“qualified HUBZone small business concerns,”

after “small business concerns,”.

TITLE VII—NATIONAL WOMEN’S
BUSINESS COUNCIL REAU-
THORIZATION

SEC. 701. SHORT TITLE.

This title may be cited as the “National Women's
Business Couneil Reauthorization Act of 2000”.
SEC. 702. MEMBERSHIP OF THE COUNCIL.

Section 407 of the Women’s Business Ownership Act
of 1988 (15 U.S.C. 631 note) is amended—

(1) in subsection (a), by striking “Not later”
and all that follows through ‘“‘the President” and in-
serting ‘“The President”;

(2) in subsection (b)—

(A) by striking “Not later” and all that
follows through ‘‘the Administrator’” and insert-
ing “The Administrator”; and

(B) by striking “the Assistant Adminis-
trator of the Office of Women’s Business Own-

o »,
ership and”;
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o

(3) in subsection (d), by striking “, except
that” and all that follows through the end of the
subsection and inserting a period; and

(4) in subsection (h), by striking “Not later”
and all that follows through “the Administrator”
and inserting “The Administrator”.

SEC. 703. REPEAL OF PROCUREMENT PROJEéT.

Section 409 of the Women’s Business Ownership Act
of 1988 (15 U.8.C. 631 note) is repealed.

SEC. 704. STUDIES AND OTHER RESEARCH.

Section 410 of the Women’s Business Ownership Act
of 1988 (15 U.S.C. 631 note) is amended to read as fol-
lows:

“SEC. 409. STUDIES AND OTHER RESEARCH.

“(a) IN GENERAL.—The Council may conduct such
studies and other research relating to the award of Fed-
eral prime contracts and subeontracts to women-owned
businesses, to access to credit and investment capital by
women entreprencurs, or to other issues relating to
women-owned businesses, as the Couneil determines to be
appropriate.

“(h) CONTRACT AUTHORITY.—In conducting any
study or other research under this section, the Council

may contract with one or more public or private entities.”.

+HR 5667 TH



o 00 N Y W A W N

[N TR N5 TR N T NG T NG T NG T NS I T e T e T e T e T T = S = S =Y
AN L A W= O O 0NN Y W N = O

276
93
SEC. 705. AUTHORIZATION OF APPROPRIATIONS.

Section 411 of the Women’s Business Ownership Act
of 1988 (15 U.8.C. 631 note) is amended to read as fol-
lows:

“SEC. 410, AUTHORIZATION OF APPROPRIATIONS.

“(a) IN GENERAL.—There is authorized to be appro-
priated to carry out this title $1,000,000, for each of fiscal
years 2001 through 2003, of which $550,000 shall be
available in each such fiscal year to carry out section 409.

“(b) BUDGET REVIEW.—No amount made available
under this section for any fiscal year may be obligated or
expended by the Council before the date on which the
Council reviews and approves the operating budget of the
Couneil to earry out the responsibilities of the Council for

that fiscal year.”.

TITLE VIII—MISCELLANEOUS
PROVISIONS

SEC. 801. LOAN APPLICATION PROCESSING.

(a) STUDY.—The Administrator of the Small Busi-
ness Administration shall econduct a study to determine
the average time that the Administration requires to proec-
ess an application for each type of loan or loan guarantee
made under the Small Business Act (15 U.S.C. 631 et
seq.).

(b) TRANSMITTAL.—Not later than 1 year after the
date of the enactment of this Act, the Administrator shall

«HR 5667 IH
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transmit to Congress the results of the study conducted
under subsection (a).
SEC. 802. APPLICATION OF OWNERSHIP REQUIREMENTS.

(a) SMALL BUSINESS ACT.—Section 7(a) of the
Small Business Act (15 U.S.C. 636(a)) is amended by
adding at the end the following:

“(30) OWNERSHIP REQUIREMENTS.—QOwner-
ship requirements to determine the eligibility of a
small business concern that applies for assistance
under any credit program under this Act shall be de-
termined without regard to any ownership interest of
a spouse arising solely from the application of the
community property laws of a State for purposes of
determining marital interests.”.

(b) SMALL BUSINESS INVESTMENT ACT OF 1958.—
Section 502 of the Small Business Investment Act of 1958
(15 U.S.C. 696) is amended by adding at the end the fol-
lowing:

“(6) OWNERSHIP REQUIREMENTS.—Ownership
requirements to determine the eligibility of a small
business concern that applies for assistance under
any eredit program under this title shall be deter-
mined without regard to any ownership interest of a

spouse arising solely from the application of the

+*HR 5667 IH
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community property laws of a State for purposes of
determining marital interests.”.
SEC. 803. SUBCONTRACTING PREFERENCE FOR VETERANS.
Section 8(d) of the Small Business Act (15 U.S.C.
637(d)) is amended—

(1) in paragraph (1), by inserting “small busi-
ness concerns owned and controlled by veterans,”
after “small business coneerns,” the first place that
term appears in each of the first and second sen-
tenees;

(2) in paragraph (3)—

(A) in subparagraph (A), by inserting

“small business econcerns owned and eontrolled

by service-disabled veterans,” after “small busi-

ness concerns owned and econtrolled by vet-
erans,” in each of the first and second sen-
tences; and

(B) in subparagraph (F), by inserting

“small business coneern owned and controlled

by service-disabled veterans,” after “small busi-

ness concern owned and controlled by vet-
erans,”’; and

(3) in each of paragraphs (4)(D), (4)}(E),
(6)(A), (6)(C), (6)(F), and (10){B), by inserting

“small business concerns owned and controlled by

+HR 5667 TH
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service-disabled veterans,” after “small business con-
cerns owned and controlled by veterans,”.
804. SMALL BUSINESS DEVELOPMENT CENTER PRO-
GRAM FUNDING.
(a) AUTHORIZATION .—

(1) In GENERAL.—Section 20(a)(1) of the
Small Business Act (15 U.S.C. 631 note) is amend-
ed by striking “For fiscal year 1985" and all that
follows through ‘“expended.” and inserting the fol-
lowing: “For fiscal year 2000 and each fiscal year
thereafter, there are authorized to be appropriated
such sums as may be necessary and appropriate, to
remain available until expended, and to be available
solely—

“(A) to carry out the Small Business Develop-
ment Center Program under section 21, but not to
exceed the annual funding level, as specified in sec-
tion 21(a);

“(B) to pay the expenses of the National Small
Business Development. Center Advisory Board, as
provided in section 21(i);

“(C) to pay the expenses of the information
sharing system, as provided in section 21(c)(8);

“(D) to pay the expenses of the association re-

ferred to in section 21(a)(3)(A) for conducting the

HR 5667 TH
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certification program, as provided in section

21(k)(2); and

“(E) to pay the expenses of the Administration,
including salaries of examiners, for conducting ex-
aminations as part of the certification program con-
ducted by the association referred to in section
21(a)(3)(A).”.

(2) TECHNICAL AMENDMENT.—Section 20(a) of
the Small Business Act (15 U.S.C. 631 note) is
amended by moving the margins of paragraphs (3)
and (4), including subparagraphs (A) and (B) of
paragraph (4), 2 ems to the left.

(b) FuNDING FORMULA.—Section 21(a)(4)(C) of the
Small Business Act (15 U.S.C. 648(a)(4)(C)) is amended
to read as follows:

“(C) FUNDING FORMULA.—

“(i) In GENERAL.—Subject to clause (iii),

the amount of a formula grant received by a

State under this subparagraph shall be equal to

an amount determined in aceordance with the

following formula:
“(I) The annual amount made avail-
able under section 20(a) for the Small
Business Development Center Program,

less any reductions made for expenses au-

*HR 5667 TH
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thorized by clause (v) of this subpara-
graph, shall be divided on a pro rata basis,
based on the percentage of the population
of each State, as compared to the popu-
lation of the United States.

“(II) I the pro rata amount cal-
culated under subeclause (I) for any State
is less than the minimum funding level
under clause (iii), the Administration shall
determine the aggregate amount necessary
to achieve that minimum funding level for
each such State.

“(III) The aggregate amount cal-
culated under subclause (II) shall be de-
ducted from the amount calculated under
subclause (I) for States eligible to receive
more than the minimum funding level. The
deductions shall be made on a pro rata
basis, based on the population of each such
State, as compared to the total population
of all such States.

“(IV) The aggregate amount deducted
under subclause (III) shall be added to the
grants of those States that are not eligible

to receive more than the minimum funding
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level in order to achieve the minimum

funding level for each such State, except

that the eligible amount of a grant to any

State shall not be reduced to an amount

below the minimum funding level.

“(i) GRANT DETERMINATION.—The
amount of a grant that a State is eligible to
apply for under this subparagraph shall be the
amount determined under clause (i), subject to
any modifications required under clause (iii),
and shall be based on the amount available for
the fiscal year in which performance of the
grant commences, but not including amounts
distributed in accordance with clause (iv). The
amount of a grant received by a State under
any provision of this subparagraph shall not ex-
ceed the amount of matching funds from
sources other than the Federal Government, as
required under subparagraph (A).

“(u1) MINIMUM FUNDING LEVEL.—The
amount of the minimum funding level for each
State shall be determined for each fiscal year
based on the amount made available for that

fiscal year to earry out this section, as follows:

+HR 5667 TH
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“(I) If the amount made available is
not less than $81,500,000 and not more
than $90,000,000, the minimum funding
level shall be $500,000.

“(IT) If the amount made available is
less than $81,500,000, the minimum fund-
ing level shall be the remainder of
$500,000 minus a percentage of $500,000
equal to the percentage amount by which
the amount made available is less than
$81,500,000.

“(I1I) If the amount made available is
more than $90,000,000, the minimum
funding level shall be the sum of $500,000
plus a percentage of $500,000 equal to the
percentage amount by which the amount
made available exceeds $90,000,000.

“(iv) DISTRIBUTIONS.—Subject to clause

(iii), if any State does not apply for, or use, its
full funding eligibility for a fiscal year, the Ad-
ministration shall distribute the remaining

funds as follows:

“(I) If the grant to any State 1s less
than the amount received by that State in

fiscal year 2000, the Administration shall
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distribute such remaining funds, on a pro
rata basis, based on the percentage of
shortage of each such State, as compared
to the total amount of such remaining
funds available, to the extent necessary in
order to increase the amount of the grant
to the amount received by that State in fis-
cal year 2000, or until such funds are ex-
hausted, whichever first occurs.

“(II) If any funds remain after the
application of subclause (I), the remaining
amount may be distributed as supple-
mental grants to any State, as the Admin-
istration determines, in its diseretion, to be
appropriate, after consultation with the as-
sociation referred to in  subsection
(@)(3)(A).

“(v) USE OF AMOUNTS.—

“(I) IN GENERAL.—Of the amounts
made available in any fiscal year to carry
out this section—

“(aa) not more than $500,000
may be used by the Administration to

pay expenses enumerated in subpara-
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graphs (B) through (D) of section
20(a)(1); and

“(bb) not more than $500,000
may be used by the Administration to
pay the examination expenses enumer-
ated in section 20(a)(1)(E).

“(II) LmMITATION.~—No funds de-
seribed in subclause (I) may be used for
examination  expenses under  section
20(a)(1)(E) if the usage would reduce the
amount of grants made available under
clause (1)(I) of this subparagraph to less
than $85,000,000 (after excluding any
amounts provided in appropriations Acts
for speecific institutions or for purposes
other than the general small business de-
velopment center program) or would fur-
ther reduce the amount of such grants
below such amount.

“(vi) EXcLusioNs.—Grants provided to a
State by the Administration or another Federal
agency to ecarry out subsection (a)(6) or
(¢)(3)(G), or for supplemental grants set forth
in clause (iv)(IT) of this subparagraph, shall not

be included in the ecalculation of maximum
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1 funding for a State under clause (i) of this
2 subparagraph.

3 “(vil) AUTHORIZATION OF APPROPRIA-
4 TIONS.—There is authorized to be appropriated
5 to ecarry out this subparagraph $125,000,000
6 for each of fiscal years 2001, 2002, and 2003.
7 “(viil) STATE DEFINED.—In this subpara-
8 graph, the term ‘State’ means each of the sev-
9 eral States, the District of Columbia, the Com-
10 monwealth of Puerto Rico, the Virgin Islands,
11 Guam, and American Samoa.”.

12 SEC. 805. SURETY BONDS.

13 {a) CONTRACT AMOUNTS.—Section 411 of the Small
14 Business Investment Act of 1958 (15 U.S.C. 694b) is
15 amended—

16 (1) in subsection (a)(1), by striking
17 “$1,250,000” and inserting “$2,000,000”; and

18 (2) in  subsection (e)(2), by striking
19 “$1,250,000” and inserting “$2,000,000”.
20 (b) EXTENSION OF CERTAIN AUTHORITY.—Section

21 207 of the Small Business Administration Reauthorization
22 and Amendment Act of 1988 (15 U.S.C. 694b note) is
23 amended by striking “2000” and inserting “2003”.

*HR 5667 TH
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SEC. 806. SIZE STANDARDS.

(a) INDUSTRY CLASSIFICATIONS.—Section 15(a) of
the Small Business Act (15 U.S.C. 644(a)) is amended
in the eighth sentence, by striking “four-digit standard”
and all that follows through “published” and inserting
“definition of a ‘United States industry’ under the North
American Industry Classification System, as established”.
(b) ANNUAL RECEIPTS.—Section 3(a)(1) of the
Small Business Act (15 U.S.C. 632(a)(1)) is amended by
striking “$500,000” and inserting “$750,000”.
SEC. 807. NATIVE HAWAIIAN ORGANIZATIONS UNDER SEC-
TION 8(a).
Section 8(a)(15)(A) of the Small Business Act (15
U.S.C. 637(a)(15)(A)) is amended to read as follows:
“(A) is a nonprofit corporation that has filed
articles of incorporation with the director (or the
designee thereof) of the Hawaii Department of Com-

merce and Consumer Affairs, or any successor agen-

3

ey,
SEC. 808. NATIONAL VETERANS BUSINESS DEVELOPMENT
CORPORATION CORRECTION.
Section 33(k) of the Small Business Act (15 U.S.C.
657¢(k)) is amended—
(1) by striking paragraph (1) and inserting the

following:

+*HR 5667 TH
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“(1) IN GENERAL.—Subject to paragraph (2),
there are authorized to be appropriated to the Cor-
poration to carry out this section—
“(A) $4,000,000 for fiscal year 2001;
“(B) $4,000,000 for fiscal year 2002;
“(C) $2,000,000 for fiscal year 2003; and
“(D) $2,000,000 for fiscal year 2004.”;
(2) in paragraph (2)(A), by striking “2001”
each place it appears and inserting “2002”’; and
(3) in paragraph (2)(B), by striking “2002 or
2003” and inserting “2003 or 2004".
SEC. 809. PRIVATE SECTOR RESOURCES FOR SCORE.
Section 8(b)(1){B) of the Small Business Act (15
U.S.C. 637(b)(1)(B)) is amended by adding at the end
the following: “Notwithstanding any other provision of
law, SCORE may solicit cash and in-kind econtributions
from the private sector to be used to carry out its func-
tions under this Act, and may use payments made by the
Administration pursuant to this subparagraph for such so-
licitation.”.
SEC. 810. CONTRACT DATA COLLECTION.
Section 15 of the Small Business Act (15 U.S.C. 644)
is amended by adding at the end the following new sub-

section:

«HR 5667 IH
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“(p) DATABASE, ANALYSIS, AND ANNUAL REPORT
l ? ki

‘WITH RESPECT TO BUNDLED CONTRACTS.—

“(1) BUNDLED CONTRACT DEFINED.—In this
subsection, the term ‘bundled contract’ has the
meaning given such term in section 3(0)(1).

“(2) DATABASE.—

“(A) IN GENERAL.—Not later than 180
days after the date of the enactment of this
subsection, the Administrator of the Small
Business Administration shall develop and shall
thereafter maintain a database containing data
and information regarding—

“(1) each bundled contract awarded by
a Federal agency; and
“(ii) each small business concern that
has been displaced as a prime contractor
as a result of the award of such a contract.
“(3) ANALYSIS.—For each bundled contract
that is to be recompeted as a bundled contract, the

Admintstrator shall determine—

“(A) the amount of savings and benefits
(in accordance with subsection (e)) achieved

under the bundling of contract requirements;

and
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“(B) whether such savings and benefits
will continue to be realized if the contract re-
mains bundled, and whether such savings and
benefits would be greater if the procurement re-
quirements were divided into separate solicita-
tions suitable for award to small business con-
cerns.

“(4) ANNUAL REPORT ON CONTRACT BUN-

DLING.—

“(A) IN GENERAL.—Not later than 1 year
after the date of the enactment of this para-
graph, and annually in March thereafter, the
Administration shall transmit a report on con-
tract bundling to the Committees on Small
Business of the House of Representatives and
the Senate.

“(B) ConTENTS.—Each report trans-
mitted under subparagraph (A) shall include—

“(1) data on the number, arranged by
industrial classification, of small business
concerns displaced as prime contractors as

a result of the award of bundled contracts

by Federal agencies; and

“(i1) a deseription of the activities

with respect to previously bundled con-
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tracts of each Federal agency during the
preceding vear, including—

“(I) data on the number and
total dollar amount of all contract re-
quirements that were bundled; and

“(IT) with respect to each bun-
dled econtract, data or information
on—

“(aa) the justification for
the bundling of contract require-
ments;

“(bb) the cost savings real-
ized by bundling the eontract re-
quirements over the life of the
contract;

“(ce) the extent to which
maintaining the bundled status
of contract requirements is pro-
jected to result in continued cost
savings;

“(dd) the extent to which
the bundling of contract require-
ments complied with the con-
tracting agency's small business

subeontracting plan, including
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the total dollar value awarded to
small business concerns as sub-
contractors and the total dollar
value previously awarded to small
business concerns as prime con-
tractors; and
“{ee) the impact of the bun-
dling of contract requirements on
small business concerns unable to
compete as prime contractors for
the consolidated requirements
and on the industries of such
small business concerns, includ-
ing a description of any changes
to the proportion of any such in-
dustry that is eomposed of small
business concerns.
“(5) ACCESS TO DATA.~—
“(A) FEDERAL PROCUREMENT DATA SYS-

TEM.—To assist in the implementation of tlhis

section, the Administration shall have access to
information eollected through the Federal Pro-
curement, Data System.

“(B) AGENCY PROCUREMENT  DATA

SOURCES.—To assist in the implementation of

*HR 5667 IH
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this section, the head of each contracting agen-
¢y shall provide, upon request of the Adminis-
tration, procurement information collected
through existing agency data collection
sources.”’.
SEC. 811. PROCUREMENT PROGRAM FOR WOMEN-OWNED
SMALL BUSINESS CONCERNS.
Section 8 of the Small Business Act (15 U.S.C. 637)
is amended by adding at the end the following:
“(m) PROCUREMENT PROGRAM FOR WOMEN-OWNED
SMALL BUSINESS CONCERNS.—
“(1) DEFINITIONS.—In this subsection, the fol-
lowing definitions apply:
“(A) CONTRACTING OFFICER.—The term
‘contracting officer’ has the meaning given such
term in seection 27(f)(5) of the Office of Fed-
eral Procurement Policy Act (41 U.S.C.
423(f)(5)).
“(B) SMALL BUSINESS CONCERN OWNED
AND CONTROLLED BY WOMEN.—The term
‘small business concern owned and controlled by
women’ has the meaning given such term in
section 3(n), except that ownership shall be de-
termined without regard to any community

property law.

«HR 5667 TH
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“(2) AUTHORITY TO RESTRICT COMPETITION,—
In accordance with this subsection, a contracting of-
ficer may restrict competition for any contract for
the procurement of goods or services by the Federal
Government to small business concerns owned and
controlled by women, if—

“(A) each of the concerns is not less than
51 percent owned by one or more women who
are economically disadvantaged (and such own-
ership is determined without regard to any
community property law);

“(B) the contracting officer has a reason-
able expectation that two or more small busi-
ness concerns owned and controlled by women
will submit offers for the contract;

“(C) the contract is for the proecurement of
goods or services with respect to an industry
identified by the Administrator pursuant to
paragraph (3);

“(D) the anticipated award price of the
contract (including options) does not exceed—

“(i) $5,000,000, in the case of a con-
tract assigned an industrial classification

code for manufacturing; or

*HR 5667 IH
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“(il) $3,000,000, in the case of all
other contracts;
“(E) in the estimation of the contracting

officer, the contract award can be made at a

fair and reasonable price; and

“(F) each of the concerng—

“(i) 1s certified by a Federal agency,
a State government, or a national certi-
fying entity approved by the Adminis-
trator, as a small business concern owned
and controlled by women; or

“(ii) certifies to the contracting officer
that it is a small business concern owned
and controlled by women and provides ade-
quate documentation, in accordance with
standards established by the Administra-
tion, to support such certification.

“(3) WAIVER.—With respect to a small busi-
ness concern owned and controlled by women, the
Administrator may waive subparagraph (2)(A) if the
Administrator determines that the concern is in an
industry in which small business concerns owned
and eontrolled by women are substantially underrep-

resented.
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“(4) IDENTIFICATION OF INDUSTRIES.—The
Administrator shall conduct a study to identify in-
dustries in which small business concerns owned and
controlled by women are underrepresented with re-
spect to Federal procurement contracting.
“(5) ENFORCEMENT; PENALTIES.—

“(A) VERIFICATION OF ELIGIBILITY.—In
carrying out this subsection, the Administrator
shall establish procedures relating to—

“(i) the filing, investigation, and dis-
position by the Administration of any chal-
lenge to the eligibility of a small business
concern to receive assistance under this
subsection (including a challenge, filed by
an interested party, relating to the veracity
of a certification made or information pro-
vided to the Administration by a small
business concern under paragraph (2)(F));
and

“(i1) verification by the Administrator
of the accuracy of any certification made
or information provided to the Administra-

tion by a small business concern under

paragraph (2)(F).
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“(B) EXAMINATIONS.—The procedures es-
tablished under subparagraph (A) may provide
for program examinations (including random
program examinations) by the Administrator of
any small business concern making a certifi-
cation or providing information to the Adminis-

trator under paragraph (2)(F).

“(C) PENALTIES.—In addition to the pen-
alties described in section 16(d), any small busi-
ness concern that is determined by the Admin-
istrator to have misrepresented the status of
that concern as a small business concern owned
and controlled by women for purposes of this
subsection, shall be subject to—

“(i) section 1001 of title 18, United
States Code; and

“(i1) sections 3729 through 3733 of
title 31, United States Code.

“(6) PROVISION OF DATA.—Upon the request
of the Administrator, the head of any Federal de-
partment or agency shall promptly provide to the
Administrator -such information as the Adminis-

trator determines to be necessary to carry out this

subsection.”.
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