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STATUS REPORT
from BlRCH BAYH

STREAMLINING FEDERAL PATENT PROCEDURES

WHAT'S HAPPENING TO OUR FEDERAL RESEARCH DOLLARS ?

A wealth of scientific talent at Ameri-
can colleges and universities -- talent GOVERNMENT OWNED PATENTS
Tesponsible for the development of numerous IHovsANOS
innovative breakthroughs in science and
medicine each year--is going to waste as a
result of bureaucratic red tape and illogical
govermmental regulations. These regulations
which cover procedures governing the issuance
of patents for inventions resulting from
government-financed research by universities
and small businesses have kept new and poten-
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Last September, Senators Birch Bayh and OE R R RNl R
Bob Dole introduced the University and Small
Business Patent Procedures Act, a bill with Innovation in America goes up, but
the purpose of cutting red tape to expedite production remains static

the granting of patent rights on inventions
resulting from federally-financed research. Bayh and Dole have reintroduced their bill
in the 96th Congress, and predict favorable action on the proposed legislation.

"Our nation has become a leader in the world of technology, in part because we have
not been afraid to move on bold, new concepts,' according to Birch Bayh. '"Often, govern-
ment-backed research programs provide the starting point for medical innovations that
ultimately save thousands of lives, or starts the ball rolling on projects that in the
end result in new sources of energy."

The Hoosier Democrat pointed out, however, that America seems to be falling behind
in the development of new technology. "'This trend,” he said, "strikes at the heart of
our traditional American economic strength, our inventiveness and ability to adapt to a
changing world."

Approximately 28,000 patents are now sitting on government shelves collecting dust.
Untold thousands of other developments have not been patented by the government, but
rather have gone unused or underutilized simply because no exclusive rights could be
obtained during the critical developmental period.

Shortly after the Bayh-Dole bill was introduced last year, the U.S. Department of
Health, Education and Welfare ordered action on 30 pending patent rights petitions.
While that action is a step in the right direction, Bayh says, it is "only the tip of
the iceberg,'" and demonstrates more clearly than ever the need for Congressional action.

One of the most attractive features of the bill enables the govermnment to recover
some of its research investment from a portion of the profits accruing to inventions
that are successfully marketed. The following pages include a Section-by-Section an-
alysis of the bill and some articles of interest.
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SECTION~BY-SECTION ANALYSIS
of the
UNIVERSITY AND SMALL
BUSINESS PATENT
PROCEDURES ACT

Outlined helow are the most important
features of the bill:

Section 202: Provides that each nonprofit
organization (defined in the bill to include
universities) and small business shall have a
reasonable amount of time to elect to retain
title to subject inventions. The federal agen-
cy ray retain title if the invention is made
under a contract for operation of a govern-
ment owned research or production facility,
or in exceptional circumstences when it s
determined that restriction or elimination of
the right of the contractor to retaln title to
8 subject invention would better promote
the policy and objectlves of this bill.

Section 202(b): Provides that whenever
the funding agency determines that it should
retain title to a subject inventlon a copy of
this dectsion shall be sent to the Comptrolter

General. The Comptroller General will then
review this decision and inform the head of
the agency of his determination ss to
whether or not this retention of title Is justt-
fied. The Comptroller General will alse sub-
mit an annual report to the House and Sen-
ate Committees on the Judiciary on agency
Implementation of this bill,

Section 202(c) : Provides that each funding
agreement shall contain provisions to: (1}
insure the right of the federal government
to receive title to any subject invention not
reported to it within a reasonable time; (2)
insure the government's rist to receive title
to inventlons when the Inventor does not in-
tend to file for patent rights; {3) guarantes
that the agency shall have g nonexclusive,
nontransferable, paid-up license to use the
Invention; and {4) insure the right of the
Iunding agency to require perlodic reports
on the wutilization or efforts at obtaining
utilization of the subject invention.

Section 202(c)(7): Prohibits nonprofit
organizations from assipning rights without
the approval of the federal agency; prohibits
granting such rights in excess of the earlier
of 5 years from the date of first commercia)
use, or 8 years from the date of invention,
whichever comes first; requires that the
organization have some sort of royalty shar-
Ing agreement with the inventor; and says
that all proceeds shall be used to support
seientifle regesrch or education.

Section 203: Gives the federal agency the
right to require the subject inventor or his
assignee to grant additional ltcenses if the
agency feels that sufficient steps are not
belng taken to achieve commetcialization,
Additional licensing may also be required to
alleviate health and safety needs, or under
provisions for public use as specifled hy
federal regulations.

Section 204: Provides that if the patent
holder recetves $250,000 in alter-tax profits
from licensing any subject invention during
& ten-year perlod, or receives in exeess of
$2,000,000 on the sale of products embodying
of manufactured by a process employing the
subject invention within the ten year period,
thet the government shall be entitled to
collect up to 50 percent of all net incoms
ehove these figures until such time as the
amount of government research money has
been repaid.

Section 205: Specifies that any title holder
to & subjfect invention or his assignee shall
not grant to any person the exclusive right
to use or sell any subject invention in the
United States unless that person agrees that
any products embodying the subject inven-
tion or produced through its use shall be
manufactured substantlally within the U.S.
unless this provision is waived by the fund-
Ing agenecy.

Section 208: Wil allow federal agencies to
grant exclusive, partially exclusive, or non-

Senate

[From the Washington Post, Nov. 16, 1978]

WANING OF INNOVATION IS SEEN
By Buadley Graham

It 1s hardly & matter of doubt anymore:
America’s ability to innovate just fsn’t what
it used to be. And a panet of distinguisied
Tesearchers and professionals says Amerien
herself Is to blame.

In & somber forum Tuesday night spon-
sored by the National Academy of Sciences,
8lx representatives of business, government
and academia added their concern to that
expredsed by others In recent months over
the disturbing realization that something’s
happened to Yankee ingenuity.

Signs of America’s innovative spirit on the
wane are everywhere, the panelists noted.
Among the evidence cited was:

The deeclining growih rate of the U.S.
economy and only minimal gains i produe-
Hvity.

The worsening U.S. balance of trade caused
in part by increasing imports of foreign-
manufactured gopds.

The decreasing number of 1.5, patents is-
sued to U.S. inventors and an increase in
patents issued to foreign inventors.

The declining amount of real dollars be-
Ing spent on research and development by
Industry and the high degree of concentra-
tion of the R&D that is done in a few in-
dustries and a few companies.

“These indicators are distressing”, said
Elmer B. Staats, U.S. comptroller general,
Stressing the historical importance of tech-
nelogical innovation in powering America’s
economic growth, Staats warned that unless
specific steps are taken to stimulate innova-
tion, Americans can expect thelr standard
of living to stagnate and their competitive
ranking in the world to weaken.,

How bhas the T.8., which once placed a
premium on inventiveness and made national
heroes out of its pioneers, reached this state
of affairs? Although no one cauld offer a
complete explanation, the panelists general-
1y agreed that government actions were Jarge-
1y to blame—specifically, restrictive tax and
regulatory policies, along with complex and
confused antitrust and patent laws, that
together have ellminated financial incentives
for industrial innovation and have discour-
aged investment in R&D.

“Innovations affect the economy, bt the
reverse is alse true,” declared Ivar Giaever, a
Nebel Laureate who supervises R&D for Gen~
eral Eleetric and the panel moderator, “The
econemic climate affects the ameunt of -
novation, and the climate recenily has not
been encouraging.”

In. addition to Iegal impediments and
financlal disincentives. the waning of 1.8,
Innevation also has been atirthuted to husi-
ess managers’ defeatist attitude and less-
ened inclination to take risks,

Business leaders om the panel coneceded
that U.8. companies are focusing meore on
shtort-term results in their planning, prefer.
ring to concentrate on innovations that wiit
improve existing brocesses and reduce costs
rather than yield a major breakthrough, But

exciusive lcenses on government owhed
patents to achleve commercialization; the
Department of Commerce is authorized to
recelve patents held by other agencies and
% make the necessary steps to determine
the market potential of the patent and to
recelve any fees or royalties due to the
government.

Section 211: Says that after Public notifi-
cation of the government patents available
for licensing the agency will then require
that potential licensees submit plans out-
lining how the inventlon will be developed
&nd marketed, If the agency determines that
the granting of an exclusive or partially
exclusive license will not lessen competition
it will give frst preference in its leensing
to qualified small businesses.

Sectlon 212: States that all contractors
not covered under this bill will continue ta
operate under the existing agency programs

they sald this is simply the result of having
t0 eope. with & more uncertain marketplace.

“As much as enything, it is uncertainty
that affects industry’s inclination to invest
in innovations,"” stated N. Bruce Hanay, vice
president of Eell Telephone Lahoratories.

Fresident Carter appointed & 28-agency
task force last spring to spend a year study-
Ing the innovetion dilemmas, and a spokes-
man for the Natlonal Academy said a report
on Tuesday's panel would be forwurded to
the study group. The panel left no doubt
what its major recommendation would be,

“We must restore incentives, or remove
disincentives, for entrepeneurs to take risks,”
conelwded Ralph Landau, chairman of Hal-
con International. “Our industry is good at
invention and enirepreneurship if you give
it a chance.”

ESTABLISHING AN EQUITABLE
PATENT POLICY
By Sheldon E. Steinbach

Inventions resulting from federally funded
esearch conhstitute a valuable nationsl re-
source. The large amount of federal funds

supporting research dictates the necessity of
examining the government’s patent policy in
order to ensure that inventions are delivered
to the public and that the equities of all
parties are protected. Because of their spe-
clal mission, colleges and universities have
unigue patent concerns that warrant detailed
exploration, particularly with regard to own-
ership of patent rights on inventions devel-
oped on campus under federal contracts
and grants.

The federal government sponsors research
i1 universities to expand the boundaries of
existing knowledge in areas or on problems
deemed to be in the public interest or to he
related to national goals. Universities are
Iree to publish research results, which are
generally made available to all. The right to
publish is normally preserved in the negotia-
tion of grants and contracts, ss is the spon-~
soring' agency’s right to receive certain re-
ports,

Generating inventions is almost never the
maln objective of research conducted with
Tederal funds; rather, an invention is gen-
erally an incidental by-product of the re-
search activity, largely attributable to seren-
dipity, to the personal creativity of the in-
vestigator backed by his years of profes-
slonal training and experience, and to the
scholarly environment and research resources
provided by the university. When patentable
discoveries are made, the equities to be
considered include those of the inventor,
the university, and, very properly, the Anan-
clal sponsors.

When a patentable invention is made by an
Investlgator in an scademie institution with
the help of federal funds, rarely are the fed-
eral funds the sole or even the major ele-
ment contributing-to the invention. Beyond
the critieal contribution of the investigator,
the university itself virtually always helps
to finance the laboratories, equipment, and
persennel contributing to an invention. It
also provides a scholarly atmosphere and
often the Infusion of funds obtained from
nongovernment sources. Accordingly, each
of the partles has a elaim jn equity.

A polley that assigns patent rights to the
government for all federally supported re-
search, however large or small the federal
contribution, eliminates the universittes’
ability to recognize the equitles of other
sponsors and contributions of the Institu-
tions themselves. Because inventions resuli-
Ing irom federally sponsored research involve
equities of the government, the contractor
(on his own behalf or as the result of inter-

continued page 2




ESTABLISHANG AN EQUITABLE PaTENT PoOLICY

mingled funds derived from other than fed~
eral agency sources), and the inventor, many
fatcors must be consldered in meking a gde-
ciston about where the primary right in such
inventions should be vested. In making tl‘:lat
decislon, however, ounly one consideration
should. be paramount—that being in whose
hands will the vestiture of primary rights
serve to transfer most guickly and econom-
jcally the invention technology to the pub-
lic for 1ts use and benefit,

Educational institutions are, of course, nob
organized to manufacture, produce, or market
& patentable invention, Accordingly, if uai-
versity-genherated inventions are to be used,
such Institutions must interest those in the
industrial world who have the commercial
capability for invention and marked devel-
opment, which the university lacks. Interest-
ing the right parties is often a difficult task
because few inventions coming out of univer-
sity research offer readily recognizable pros-
pects of a large market or a high return on
investment. University-based inventions, be-
cause they most often correlate with the re-
suits of basic research, tend to be at besg In
the early stages of development, and there-
fore they require a substential capital in
order to develop the Inventlon eénough to be
marketable.

At the same time, universtiles are in a
unique pesition objectively to seek the best
qualified lindusirial developer and, under
appropriate licensing arrangements, to mon-
itor the diligence of the developmental ef-
forts. If universities canno§ furnish, if ap-
propriate, an exclusive license to developers
for a limited period snd thereby secure the
investment of necessary capital, inventlons
resulting from, government contracts are less
likely to be developed to the point of market-
ability, and thus the public is less likely
to receive the benefits from such Inventions,
or at least may nhot receive themn as quickly
as otherwise would be the case.

WHAT HAPPENS WHEN DELAYS ARE
ENCOUNTERED?

When the right to seek patents resides in
universities, appropriate patent applications
can be filed prompily and negotlatione gan
be begun immediately with prospective de-
veloper/licensees with the assistence of the
inventor. ‘When this right does not exist at
the time of contracting, but must await a
determination after the invention has been
identified, substantial time is usvally re-
quired to prepare the necessary documenta-
tlon for the sponsoring agency and for the
agency in turn to make a determination.
While awaiting the outcome of such adminis-
trative process, the invention lles dormant,
with the attendant risks that the inventor's
interest in assisting in the development be-
comes attenuated and that intervening righis
of others may foreclose sumceessiul transfer
of the Invention to the publie,

Because deadlines for domestic and foreign
patent applications sre sffacted by publica-
tion of patentable ideas in scientific jour-
pals, delays in determining the disposition
of rights to an invention can result either
in delay of publication of research Tesults
or risk of expiration of the time lUmit in
which patent applications can be filed,
Nelther cholce is beneficial to the, publle
interest.

Although the university’s primary motiva-
tion in filing and prosecuting applications
for patents 1s the timely promotion of actual
avallability of new products or processes fo
the general publie, if, in the course of such
transfer, income to support further research
at the institution can be generated, the pub-
lic henefiis a second time. '

The public benefits from university-gen-
erated patents through the efforts of agencies
that offer inducement to those who can re-
cast the frults of basic research into a useful
Torm. Mere exzclusivity in patent rights does
not automatically create artifictally high
prices for related products, snd royalties
usually represent only a very small fraction
of the retail price of marketed goods. More-
over, one must face the inescapable coneclu-
slon that the development of inventions
under a reasonable government patent policy
will benefit the public by making available
products that would otherwise not have been
available at any price.

Without some degree of exclusivity, pri-
vate sources are unlikely to have sufficient
incentive 10 develop a product or process.
Indeed, the investment required to make a
product or process marketable and actually
to market it is almost always far greater
than the investment in the original research,

To bring an invention to public use, fur-
ther development or engineering is usually
required, such ss testing or screening a
prototype of the new product or process.
Before the efforts and expemses incident to
testing or screening are undertsken, inves-
tors warnt to know who has the title to or
owne! p of the invention (that is, the

right secured to Inventors and their
assignees or licensees, for limited times, ag
provided in the Constitution). Sometimes,
prospective licensees have refused to under-
take the testing, screening, or development
of inventions unless the licensor granted an
exclusive license for commercial sale or use.

U.3. Office of Management and Budget

Page 2

SMALIL FIRMS AND FEDERAL RESEARCH AND DEVELCPMENT

INTRODUCTION

There is increasing concern that the capa-
JAlity of the United States to conftinue its
Jusboric successes in technology is in a serious
decline. While astonishing achievements have
occurred since World War II, there 1s now
considerable evidence that product innova-
tiop has either leveled off or declined in many
indmstries. Predictions of a weakened military
posture and a less favorable economic posi-
tion in world trade are associated with anal-
yses showing that the U.S, is losing a signifi-
cant part of its capability to invent new
products essential for the country's defense
and for its international sales market.

Analysis of technologleal capability is an
exceptionally complex matter affected by
meany diverse factors Involring individual and
organizational motivations, economics, and

A ———

In some cases, no ‘éernative has been avail-
able, and, in the absence oi an exclisive
license, the use of the nroduech, process, or
machine has been denied to vne¢ public, Uni-
versities usually do noi possess ihe resources,
critical facilities, or controls necessary to
bring drug products, for example, through
the clinical testing stages to marketability.
Thusg, it is imperative that universities De
ahle to interest through appropriate liceiis-
ing arrangements those organizations which
have those facilities and control capabilities.

Because government personnel would noé
be as intimately familiar with an invention
as those who have developed it in a univer-
sity, they would be in & much less fa-
vorable posttion to ascertain or pursue the
commmerclal marketability of an invention.
The time that would have to be invested in
such activity could well cause a significant
reduction in invention disclosures from uni-
versity researchers, with & consequent reduc-
tion in public access to potential fruits of
regearch. Thus, the primary result of the
economic stimull afforded by a rtealistic
licensing policy is a public benefit—the pro-
duction and intreduction of a good or serv-
ice that otherwise might not become avail-
able in the context of our free enterprise
system.

TUnder the policies of some government
agencies, the agency, on behalf of the gov-
ernment, normally asserts 1ts rights to own-
ership of any inventions and patents gen-
erated in the course of research sponsored
and funded by the agency. But regulations
do exist under which such right can be
waived to the contractor or grantee. If an
institution desires to acgulre title to a par-
ticular mvention, 1t must reqguest a waiver
in sccordance with the regulations of such
agency. Granting a waiver generally depends
on a determination by the agency, based on
evidence submitted by the contracior or
grantee, that the inventlon will be meore
adeguately and quickly developed in tie
publie interest if title to the invention is
waived to the contractor of grantee. Such
walvers are given with & reservation of a
license to the government to practice the
invention for govermmentsal purpoeses and
with other provisions which adequately pro-
tect the public Interest.

An alternative to the “walver” approsch
is the “Institution Patent Agreement” ap-
proach, available since 1968 This approach,
endorsed by 8 1868 GAO Report? permits
the grantee institution to retain title and to
administer the prinecipal ownership rights in
inventions made under department grants
and awards, clearly defines the rights of the
parties with respect to such inventions, and
sets forth general guidelines governing the
licensing of inventions. It includes limita-
tions on the duration of exclusive licenses
t0o be granted: it reserves s royalty-free
license to the govermment for govermmental
use; and it provides other appropriale safe-
guards to protect the publlc interest. These
latter safeguards include a reservation to the
government of the right to require the grant-
ing of additional licenses an a royalty-iree
basis or on other terms that are reasonable
under the circumstances, where such licenses
are necessary to fulfill public health, wellare,
or safety requirements.

With the assistance of inventors, the uni-
versities are in a hetter position than the
federal government to transfer technology to

the public through the economy. A govern-
nient “title” policy, however, would preclude
the university from recognizing the equities
of others, including lnventors and nongov-
ernmental sponsors, and would fail fo ac-
knowledge the bhenefits that now accrue to
the tax-paying public for its contribution to
the institutions' research efforts.
Consequently, gualified universities that
have developed & technology transfer capa-
bility chould be given, with the award of a
coniract or grant, a first option to title in
inventions generated with federal funds on
thelr respective campuses with appropriate
safeguards to prevent abuse of patent rights
retained by any such institution and to
minimize any anticompetitive effects,

governmental actions. Since the Federal Gov-
ernment is the biggest source of research and |
development (R&D) ($26.3 billion proposed
for expenditure in 1978), Government acqui-
sition procedures have a large impact on the
country’s utilization of its best techniecal and
management, talents’ One part of this prob-
lemn—the role and difficuities of the small
firm in selling R&D to the Government—was
given particular attention by an ad hac inter-
agency panel under Mr, Jacob Rabinow, na-
tionally known inventor, lecfurer and writer,
in 1976. The Panel was composed of represent-
atives from the National Sclence Foundation,
Department of Defense, National Space and
Aeronautics Administration, Enerpy Research
and Development Administration, Small
Busihess Administration, and the Office of
TFederal Procurement Policy.

To agsist the Rabinow Panel in its inguijry,
the services of Mr. William E. Scheirer, an
economist, were obtained to perform a litera-
ture search and analysis of the role of small
firms in fulfilling Government contractual
regquirements for research and development.
Bignificant findings of Mr. Schelrer are sum-
marized below. His report, with an exfensive
bibliography, is avallable for inspection ai
the National Technical Information Serviee,
Department of Commerce, as Report Number
OMB/QOFPP/CA-T7/1 and In the Office of Fed-
era! Procurement Poliey.

SUMMARY OF REPORT OF WILLIAM K.
SCHEIRER

I'mportance of stell R&D firms

Many analysts believe that small firms
have a better record for innovation than
large firms. Richard Morse recently wrote
that “a disproportionate number of innova-
tive ideas emanate from our smaller -tech-
nically based companies.”? The reasons for
this phenomenon are varled. Some belleve
that managers of small. R&D firms have a
greater incentive to Innovate while con-
versely, in some cases, the marketing plans

of large firms dictate that technical im-
provements to thelr products be held to a
minimum. There also 1s a possibility that re-
searchers in large firtns tend to overspecialize
to a greater extent than researchers in small
firs. Mr, Rabinow has observed that, “when
one narrows his specialization, he probably
comes up with fewer ldeas. If one loads the
dice in favor of a certaln art, one cuts off
analogows arts, which T think are important.
The more an inventor can pull out of related
and unrelated arts, the more original his
ideas are likely to be.”

Empirical evidence incicates that in a
comparison of firins with less than 1,000 em-
ployees and those with over 1,000 employees:

Firms with less than 1,000 employees ac-
countéd for aimost one-haif of major U.S.
ihnovations during 1953-73.

The ratio of innovations to sales is about
one-third greater in firms with less than
1,000 employees.

Firms of less than 1,000 employees have a
ratio of innovations to R&D employment
which is approximately four times greater.

The cost per R&D scientist or engineer is
almost twice as great in firms of over 1,000
employees.

Federal Government utilization of small firm
capabilities

A striking disparity appears t0 exist be-
tween the capabillities of small technology
based firms and thelr utilization by Federal
agencies. Data collected by the National Sci-
ence Foundation and supplemented by the
Office of Federal Procurement Policy shows
that only eight percent of Federsl R&D con-
tract awards to lndustry and only about
three and one-half percent of oblipations to
all R&D performers® were made to small
firms in PY 1875; that Government R&D ob~
ligations to industrial firms vary from less
than one-half of one percent for the Depart-
ment of Agriculture to 62 percent for the
Department of Defense; and that reHance on
industry for Federal R&D has declined from
58.6% in 1966 to 50.7% in 1978 in current
dollars.

‘The overwhelming percentage of the dol-
lars in ¥ederal R&D goes to development as
opposed to research (basic and applied). Al-
though the Industry share of development iy
substantial, most of this goes to large busi-
nesses capable of performing very large de-
velopment contracts, On the other hand, in
the research area where its capability is high,
small firms lose awards to colleges and uni-
versities, federally funded research and de-
velopment centers (FFRDCs), as well as to
large firms,

Summary conclusions reached are that (1)
Federql agencles tend to use sources other
than industrial firms for basic and applied
research; (1) a significant portion {64%) of
Govern_ment R&D is for development nor-
mally involving large industrial firms; and
(ii1) the percentages of both total expendi-
tures for R&D and R&D contract awards to
small firms are very low,

¢ Industry, ix_awhouse laboratories, educa-
tional institutioms, and federally financed
R&D centers.,
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OMB Report...continued

Small firm impediments

As indicated above, large firms are favored
in the award of development contracts on
the hasis that they are essential for the pro-
duction phase of the program, However, this
is not the only restriction to g greater use of
small firms. Mr. Scheirer found that policies
and procedures foliowed hy Federal buying
activities also restrict the use of small tech-
nology based firms. Followihg are sotne of the
more significant Impediments encountered by
smail companies:

It is difficult to identify and respond to
Government R&D requirements. On g com-
petitive basis, large firms have a greater
capability to determine what the Government
is interested in researching and to unravel

the complexities of “Reguests for Proposals”
for R&D work.

Preparation of proposals is expensive and
time-consuming to a point Irequently ex-
ceeding the capabilities of small firms,

A blas in favor of large firms can exist
when awarding R&D contracts. The ten-
dency is to consider awards to large well-
established firms “safer” than to small firms.

Funding for Federal R&D work fregquently
lacks stability. This condition strains the
financisl capabilities of small firms.

Submittal of unsolicited proposals is fre-
quently discouraged.

Burdensome sdminisirative requirements
for contraci solicitation, evaluation, award,
and performance impair the ability and
desire of small firms to compete for R&D
contracts,

Conclusions

Though the responsibility for refention of

a high technology capability in the United

States is shared by both the private and pub-
lic sectors, the large annual Federal ex-
penditures for R&D places a unique respon-
sibility on Federal agencies. New technigques
must be devised te encourage Ihnovation by
all sources, with particular emphasis on
small R&D firms. In the placement of R&D
work, Government managers should carefully
consider the ultimate beneficial effect of us-
ing small firms and not give tzndue con-
sideration the immediate security that may
appear to exist by awarding R&D contracts
to large firms.

RECOMMENDATIONS OF AD HOC INTERAGENCY

PANEL

The interagency panel chaired by Mr.
Rabinow developed the following recoms-
mendations based on ifs analysis of this
problem

1. Federal agencies should develop formal
programs which encourage the increase of
Federal R&D awards to small technology
based firms,

2. Large research and technology programs
ghould be divided where feasible into dis-
crete parts to permit solicitation of pro-
posals, and award of contracts to small tech-
nology bhased firms in leu of making a
limited number of awards with consolidated
requirements that only large firms can ac-
complish.

3. Bubcontracting to small irms should be
encouraged in contract solicitatiohs, source
gelection criteria, and negotiatlons for R&D
work. A prime contractor’s record in subcon-
tracting to small technology based firms
should be a factor In fee awarded in award
iee and incentive type contracts.

4. Intensive efforts should be made by Fed-
eral agencies to reduce or compensate for
impediments experienced by small technology
based firms. These efforts may include bub
not be limited to the following:

a. Early identification and publication of
agency R&D requirements.

b. Coordination of R&D requirements with
Simmall Business representatives early in the
acquisition process,

¢. Use of the Commerce Business Daily to
provide advance information oh anticipated
contractual requirements for R&D.

d, Providing methods for small technology
based firms to obtain an understanding of
requirements which may mnot be possible
through the written solicitation, For example,
some buying activities currently provide re-
search and technology libraries, catalogs for
technical requirements, and special briefings
to explain their research and technology
needs.

e. Providing sufficient time for firms to pre-
pare and submit proposals.

f. Reducing to the extent feasible the time
and supplemental data required between re-
ceipt of proposals and award of contracts.

g. Providing agency R&D points of contact
for small firms.

5. Agency policies and procedures should
encourage unsollcited proposals. Contracts
should be awarded for research and tech-
nology efforts based upon the merit of such
proposals without converting the require-
ments to competitive sollcitaticns.

8. The agencies, including the Small Busi=-
ness Administration, should use more tech-
nically trained personinel to serve as ad-
vocates for and advisors to small technology
based firms. Special emphasis should be glven
by such persons to the advance procurement
planning process for R&D reguirements,

7. Profit-making firms should not be ex-
cluded from making broposals or recelving
awards on BR&D work that is not assigned to
in-house laboratories.

8. Agencies should consider allowing
greater amounts of independent research and
development and bid and proposal costs than
currently authorized when negotiating con-
tracts with small technology based firms.

9. Methods should be developed for col-
lecting and reporting data on small business
share of R&D contract awards,

10. Establish small business set-nside pro-
grams (similar to those existing for supplies).




