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Introduction

Every day, our geopolitical competitors actively work to erode
the U.S." economic and military competitive advantages. In this
era of great power competition, the rapid deployment of the
latest advancements in technology and capabilities with military
applications to deter and, if necessary, prevail in conflict is critical.
Innovation has been and will remain at the heart of the capabilities
that give the U.S. warfighter a winning edge on the battlefield, and
small businesses are at the forefront of innovation.

Small businesses drive innovation in
the U.S. economy and specifically in the
U.S. defense industrial base (DIB). As the
most recent Department of Defense (DoD)
Small Business Strategy notes, in Fiscal
Year (FY) 2021, small businesses made
up 73% of all companies that did business
with DoD and 77% of the R&D companies
that did business with DoD." In recent years,
however, the overall number of companies
in the U.S. DIB has declined, and DoD
estimates the number of small businesses
participating in the U.S. DIB has declined by
over 40% in the past decade.?

NDIA has been a long-standing and vocal supporter of the
Small Business Innovation Research (SBIR) and Small Business
Technology Transfer (STTR) programs. These programs are
some of the nation's most effective pathways for smaller high-
tech innovators to bring cost-effective and valuable innovations to
the DoD and, ultimately, to our warfighters. They are also essential
programs in attracting and retaining small business innovators in
the defense ecosystem. The SBIR/STTR programs have proven their
benefit through their overall contribution to the national economy
and the nation’s security.

NDIA appreciates the congressional leadership in extending the
programs through September 30,2025, and strongly endorses efforts
to further extend the programs before the current authorization
expires. As Congress moves toward the 2025 reauthorization of
the SBIR/STTR programs, NDIA offers the following analysis of the
programs and areas for review to enhance the SBIR/STTR programs
in order to support small businesses more effectively and improve
our national security.

Structure and 2022
Reauthorization

The SBIR and STTR programs have three phases. Phase |
funds feasibility-related R&D, corresponding to the participating
federal departments’ and agencies’ requirements.® Phase Il
supports additional R&D efforts initiated under Phase | with a
focus on meeting specific program requirements and exhibiting
potential for commercial application. Finally, Phase Ill focuses on
commercialization of the results of Phase | and Phase Il grants. It
is important to note the SBIR and STTR programs do not provide
funding under Phase IIl.

The SBIR and STTR programs have been extended and
reauthorized several times and are currently authorized through
September 30,2025 (FY2025). In the last reauthorization, legislative
deliberations focused on provisions to address research security
concerns and the potential for malign foreign influence, increase
performance standards in programs by multiple award recipients,
create an open innovation topic for each DoD component solicitation,
and direct the U.S. GAO to conduct a number of studies.* In addition,
the reauthorization also required DoD to review the provenance of
capital for all SBIR applications.

Benefits of the
SBIR/STTR Programs

The SBIR/STTR programs have a proven track record as a
pipeline for ingenuity and advancements in the defense sector.
The goal of the SBIR/STTR programs is to encourage competitive
smallbusinesses to work in coordination with the federal government
on agency research & development needs and expand private sector
commercialization of the innovations stemming from this research.

By supporting small business competition for these contracts,
the SBIR/STTR programs inspire technical innovation and
inject an important sense of entrepreneurship into the defense
enterprise. Speeding innovations and advanced capabilities to
our warfighters is critical to the DoD’s efforts to outpace the
People’s Republic of China and other potential competitors in
this era of great power competition. The SBIR/STTR programs
have also had a significant impact on the U.S. economy.
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According to the Small Business
Administration, through FY2019, the SBIR
program has provided over 179,000 awards
totaling over $54.3 billion to small business-
es.® Just within DoD, according to its latest
economic impact report released in 2019, the
SBIR/STTR program has resulted in a 22:1
return on DoD's investment.® |t has also had
a significant economic impact with the cre-
ation or sustainment of 1,508,295 jobs, a total
labor income of $111 billion, and over $39 bil-
lion in combined federal, state, and local tax
revenues.

The National Science Foundation has also done extensive work
tracking the trends in R&D expenditures. Over the last 60 years, there
has been a significant shift in R&D investments made by the federal
government and the private sector. In 1964, federal R&D expenditures
accounted for 67% of all domestic R&D investment, and private sector
R&D accounted for 31% of the investments.” By 2020, the roles had
reversed, with private sector business accounting for 73% of
domestic R&D and federal government investment accounting for
21%.8 This change further highlights the importance of the SBIR/
STTR programs as an established pathway to enable small business
innovators to meet federal R&D requirements.

Overall, the SBIR/STTR programs provide a purposeful focus of
strengthening high-tech innovators' abilities to effectively engage with
the DoD with cutting-edge technologies that may be too uncertain
to attract venture capital and too early in development for large
contractors. The SBIR/STTR programs are critical to bridging a key
gap in the national innovation ecosystem and maintaining a pipeline
to innovators across the country who may or may not have access to
private capital sources but nonetheless can deliver innovation critical
to the wide-ranging needs of national security.

Recommendations

Permanently Authorize the
SBIR/STTR Programs

The federal government and small business community have
benefited immensely from the SBIR/STTR programs. The consistency
of these programs is critical to success. Establishing them permanently
is alogical next step. SBIR and STTR are an essential part of America’s
innovative high-tech ecosystem, and even the threat of a short-
term disruption can severely affect R&D-focused small businesses.
Uncertainty around the path forward for these programs does not
signal stability to both the federal agencies that administer them
and the small businesses seeking to participate in these programs.

For example, uncertainty around these programs discourages
federal agencies from investing time and money into SBIR/STTR
initiatives. A short reauthorization period erodes the confidence
of agency program managers in the overall stability and long-term
utility of incorporating SBIR/STTR investments into their technology
roadmaps and acquisition planning. Without a focused program
commitment, the DoD is much less likely to fully realize the innovation,
cost savings, and program efficiencies enabled by SBIR and STTR.

Similarly, uncertainty around the SBIR/STTR programs sends
a discouraging message to Industry. Federal budget variability and
ever-increasing regulatory burdens already make small businesses
hesitant to do business with the federal government. As previously
stated, small business participation in the defense industrial base has
already declined by 40% over the previous ten years.’ Permanency for
the SBIR/STTR programs establishes the certainty that encourages
small business participation in the U.S. DIB, a direct counter to this
disturbing trend.

Streamline SBIR/STTR Contracting

Streamlining contracting processes for the SBIR and STTR
programs is essential to maintaining the vitality of small, high-tech
innovators in the defense sector. Delays between Phase | and Phase
[I funding can span four to twelve months or more, jeopardizing the
viability of small businesses that operate on tight schedules and
limited resources. Funding gaps can disrupt development timelines,
erode trust in the program, and ultimately hinder the delivery of critical
technologies to the warfighter.
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Adopting standardized model contracting templates and
establishing centralized Contracting Centers of Excellence (CCoEs)
dedicated to managing SBIR and STTR contracts would enhance
efficiency and consistency across agencies. Such centers would
provide specialized expertise, standardize procedures, and ensure
adherence to established timelines, thereby mitigating the risks
associated with contracting delays. Such reforms would reduce
administrative burden, increase predictability, and help ensure that
innovative companies can stay focused on delivering cutting-edge
solutions to address national security needs rather than navigating
bureaucratic hurdles or figuring out how to finance operations until
the next contracting phase begins.

Provide More Support for Phase Il
Awards and Transition to
Commercialization

In line with the SBIR/STTR Policy Directive,” the government
is required, to the greatest extent practicable, to give follow-on
efforts to the SBIR investments already made in the capability. This
is both an efficient use of federal funding and a significant incentive
for new entrants to the U.S. DIB.

Attracting and retaining new entrants that can rapidly deliver
innovative technologies and capabilities to the warfighter is a critical
element to building a modern, diverse, and resilient U.S. DIB. These
technologies can also provide the decisive advantage needed to
deter or win a fight.

Review Prior SBIR/STTR Projects
and Assess Opportunities

As part of the acquisition strategy, DoD and other agencies
should be required to review prior SBIR/STTR projects and assess
opportunities to utilize SBIR/STTR investments between the
requirement analysis and Request for Proposal (RFP) for other
procurement solicitations. If the federal government already has
access to an existing technology that is purpose-built, meets the
competitive threshold, and addresses the requirement, it should not
expend additional funds to procure and then duplicate the same
technology. Besides saving money, this review would also save time
as the DoD can leverage the agile, time-saving authorities of SBIR
Phase Il contracting to acquire those technologies and deliver them
to the warfighter sooner. Agencies should be required to report on
their due diligence for this intent.

Extend Follow-on Phase Ill Contracting

Some federal acquisition professionals have a misinformed
perception of “vendor lock” that is incorrectly attributed to follow-on
Phase Il contracting. The SBIR/STTR Policy Directive states that,
to the greatest extent practicable, the follow-on work should go
to the SBIR/STTR investment made in the capability. If it's not
practicable to move forward with that investment, the government
doesn't have to use it, but the government must document why.

This is a meaningful business model to encourage new entrants
to the defense innovation space. For nontraditional innovators, it
mitigates concerns about entering a new space with established
players. It is exactly the kind of incentive necessary to bring new
innovators to an existing marketplace.

Create Additional Dedicated Funding Pathways

The January 2025 report from the Defense Innovation Board™
offers additional recommendations for the SBIR/STTR programs
to assist companies in transitioning their prototypes to production.
This includes re-establishing the Rapid Innovation Fund (RIF)
and establishing a dedicated “OASIS Fund,” which would provide
acquisition executives with a dedicated source of funding from
which SBIR-developed innovations can be rapidly delivered to
warfighters. This approach funds the pathway for the nimble and
efficient tech insertion of successful SBIR/STTR investments.

Include SBIR/STTR Phase Il Authority
in the Federal Acquisition Regulation (FAR)

Furthermore, the Defense Innovation Board recommends
directing the FAR Council to include SBIR/STTR Phase Il authority in
the FAR.? While the SBIR Policy Directive already carries the weight
of law, including this content explicitly in the FAR would go a long
way to promoting the use of already existing SBIR/STTR-developed
capabilities across DoD contracting efforts.

Increase Agency Oversight of
Implementation and Agency
Employee Accountability

Protect SBIR/STTR Data Rights

In many cases, there is a lack of understanding and/or low
prioritization to fully utilize and comply with SBIR/STTR authorities
for small businesses during the acquisition process, especially due
to concerns around legislated preference and sole-source contract
awards. This is especially true when acquisition executives push to
erode SBIR/STTR Data Rights. These critical data rights support a
streamlined approach to federal funding for innovative research and
add industry incentive to engage with government stakeholders in
a more collaborative, trusted, and integrated fashion. When SBIR/
STTR Data Rights are disregarded or enforced incorrectly, smaller
high-tech innovators are disincentivized to participate in the U.S. DIB.

Increase Training

To help address these issues, the DoD should be required
to properly train acquisition professionals on the SBIR/STTR
contracting provisions as well as the congressional intent of the
SBIR/STTR programs. This should include creating a system
to refresh their knowledge and stay current on any changes in
legislation or regulation. This training should ensure that there is a
clear understanding of the benefits and importance of using SBIR
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Phase Il sole-source contracts and that this follow-on contracting
is not only legally permissible but is also expected to the greatest
extent practicable. Small businesses that have successfully
won SBIR/STTR awards have already met a highly competitive
threshold in the initial phases of the SBIR/STTR programs. As such,
acquisition professionals should be strongly encouraged to procure
follow-on goods and services that extend or derive from previous
SBIR investments.

SBIR/STTR training should explain the relevant provisions of
the SBIR Policy Directive to program managers and contracting
officers to reduce any fears or concerns over using this authority.
They should be supported and empowered to utilize this innovative
and deliberately streamlined acquisition approach.

Ensure Our Warfighters Receive
the Best and Most Cutting-Edge
Innovations Available

Like the U.S. military and the service members who fill its
ranks, if a small business is not competitive and adaptive, it can
fail. Driven by competitiveness and agility, small businesses are
an essential source of innovative technology. The U.S. military
has long recognized the critical role small businesses play in
innovation, and the SBIR/STTR programs help to ensure that
this innovation can benefit our national security and warfighters.

However, getting new technologies into a program of record
and/or to the commercial market is very challenging and risky. The
SBIR/STTR programs provide pipelines that successfully do both,
but it is important to remember that the burden of getting past the
“valley of death” is difficult for a small business to manage alone. It
not only takes small business entrepreneurs with the gumption
to learn and navigate the process and push through to success,
but it also takes an entire ecosystem of acquisition professionals
and agency personnel to make timely decisions that allow the
process to move forward. SBIR innovation does not always follow
a linear Phase 1 to Phase Il to Phase Il path with successful
projects evolving through non-linear, iterative development. It is
also important to remember that not every Phase Il results in a
prototype that is immediately ready for Phase Ill commercialization.
Additionally, some technologies that are extremely beneficial for
defense applications may not have a viable commercial market.
Therefore, any evaluation of a project’s merit should consider its
potential value to national security as well as its commercial viability.

Overall, the merit-based aspect of the SBIR/STTR programs
promotes competition and delivers the best and most innovative
technologies our country’s small businesses can produce.

Simply put, agencies chose to move
forward with a SBIR award based upon
the promise of the technology meeting
the specific needs of the agency and
the government through a merit-based
review. These decisions should be based
on the technical merits and potential
of the technology. In the case of DoD,
this will ensure we are getting the best
capabilities possible to the warfighters
who deserve to maintain an all-domain
competitive advantage.

Therefore, careful consideration is needed before limiting the
participation of companies with cutting-edge technologies, which
could undermine innovation and weaken our national security
interests. A merit-based review is critical to the successful impact
of the SBIR/STTR programs and is one of the reasons seventeen
countries have copied the program to create their own version
of SBIR.

Conclusion

Our industry members value the importance of the SBIR/STTR
programs for successfully driving innovation to the warfighter. The
SBIR/STTR programs have proven beneficial to DoD, delivering on
the national security imperatives for technology innovation and
modernization. Furthermore, the programs directly contribute to
the economic stability and participation of small businesses in the
defense industrial base and to the economy as a whole.

NDIA appreciates the work of Congress to reauthorize the SBIR/
STTR programs. Permanent, strengthened SBIR/STTR programs
can drive the innovative potential and competitive nature of small
businesses toward a more coordinated partnership with the federal
government. Defending deliberate and efficient approaches to
include small business high-tech innovators in the U.S. DIB is a
valuable proposition for the government to the benefit of our
warfighters and a direct enabler of innovation and growth to the
benefit of our U.S. economy.
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organizations have been at the heart of the mission by dedicating their time, expertise,

and energy to ensuring our warfighters have the best training, equipment, and support.
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