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Small technology businesses, such as Scientific Systems Company Inc., could receive up to $2.6 billion more in research funding through two federal programs during the next six fiscal years.

House and Senate negotiators agreed on Dec. 12 to gradually increase annual funding set asides under the Small Business Innovation Research (SBIR) and Small Business Technology Transfer (STTR) programs and to extend them for six years, through Sept. 30, 2017. Congress is slated to approve the agreement this week and send it to President Barack Obama as part of the fiscal 2012 defense authorization bill.

The programs fund research to help small companies create and profit from commercially viable technology. The 11 government agencies with research and development budgets of more than $100 million are required to allocate 2.5 percent to the SBIR program.

Five of the 11 must set aside an additional 0.3 percent of their research budgets for the STTR program. Funding for both programs totaled $2.5 billion in fiscal year 2009, the latest year for which the government has filed an annual report to Congress.

Under the agreement, the set-aside for SBIR would increase from 2.5 percent of the 11 agencies’ research budgets to 2.6 percent in fiscal 2012. The set aside would go up each year until it reaches 3.2 percent in fiscal 2017.

SBIR was $2.2 billion of the $90.7 billion base research budget at the 11 agencies in fiscal 2009. SBIR funding would total $13.5 billion from fiscal 2012 to fiscal 2017, if the set- aside stayed at 2.5 percent and the research budget remained at the fiscal 2009 level.

Incremental Increases

The incremental increases included in the agreement would add $2.1 billion to the program during the next six years, bringing SBIR funding to $15.6 billion, according to a Bloomberg Government analysis.

The value of the increased set-asides would be lower if research budgets are cut and higher if research budgets are increased.

Under the agreement, the set-aside for STTR would increase from 0.3 percent of five agencies’ research budgets to 0.45 percent by fiscal 2016. In 2009, STTR funding totaled $262 million. During the next six years, incremental increases would boost STTR funding by $527 million, bringing the total to $2.1 billion instead of $1.6 billion if the set-aside had remained 0.3 percent and the budget at the fiscal 2009 level.

Under the agreement, funding for the two programs would increase by $2.6 billion total over the six years, if the research budgets of the 11 agencies remained at 2009 levels.

SBIR was created as a pilot program in 1977 at the National Science Foundation under program manager Roland Tibbetts, who designed it. The 1982 Small Business Innovation Development Act extended the program to other agencies. In 1992, Congress created STTR, a similar program that funds cooperative research conducted by small businesses working with non-profit research institutions.

The SBIR program was last authorized in 2000 through Sept. 30, 2008. It has been funded since then through 12 short-term extensions. The latest one expires on Dec. 16. Congress is expected to pass the defense authorization bill with the new agreement before then.

Sonicare Toothbrush

SBIR awards have helped create well-known products and companies. The National Institutes of Health SBIR program funded the Sonicare electric toothbrush, a heart stent and improved infant formulas. Qualcomm Inc., based in San Diego, Genentech Inc., of South San Francisco, and Symantec Corp., of Mountain View, California, received early funding from the program. Symantec had $6.2 billion in fiscal 2011 revenue, according to Bloomberg data.

Scientific Systems Company, of Woburn, Massachusetts, is one of the nation’s top recipients of SBIR contracts, according to its website. The company announced Dec. 8 that it received a $1 million SBIR award to develop technology that reconstructs radar images for intelligence agency use. Its partners on the project include Raytheon Missile Systems and Boston University.

To be eligible for awards, small businesses must be at least 51 percent owned and controlled by American citizens or permanent resident aliens, be for-profits, employ their principal researcher and have no more than 500 employees. The STTR program allows U.S.-based non-profit research institutions -- colleges, universities, domestic research organizations, or federally funded R&D centers -- to participate with small business partners.

Venture Capital

The House-Senate conference bill would allow some small businesses funded by venture capital firms, hedge funds and private equity firms to receive up to 25 percent of SBIR dollars from the National Science Foundation, the Energy Department and the National Institutes of Health, and up to 15 percent at the other eight agencies.

Those formulas would have allowed venture capital-backed firms to compete for about $419 million in fiscal 2009, an amount equal to about 24 percent of the venture capital industry’s early-stage investments that year, according to the Small Business Administration.

Agencies solicit SBIR and STTR proposals throughout the year. Submissions are evaluated for technical merit, commercial potential and company qualifications.

Companies receive awards in three phases. The maximum statutory award for Phase I, during which the feasibility of research is evaluated, would increase to $150,000 from $100,000 for both programs under the conference bill. The maximum statutory award for Phase II, which builds upon previous work toward a prototype, would increase to $1 million from $750,000 for both programs. The SBIR and STTR programs don’t provide funding for Phase III, during which the business pursues commercialization.

The Dec. 12 House-Senate agreement allows the Education and Defense departments and the National Institutes of Health to award SBIR Phase II awards to companies that did not receive Phase I awards. That opens the program to firms that receive nongovernmental funding for early-stage research.

The agreement also allows Phase II recipients in either program to receive a second Phase II award to continue work on projects.

