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1.0 DoD’s Small Business Innovative Research (SBIR) and Small Business Technology Transfer (STTR) Programs
The purpose of DoD's SBIR and STTR programs is to harness the innovative talents of our nation's small technology companies for U.S. military and economic strength.  The SBIR Program provides up to $850,000 in early-stage R&D funding directly to small technology companies (or individual entrepreneurs who form a company).  The STTR Program provides up to $850,000 in early-stage R&D funding directly to small companies working cooperatively with researchers at universities and other research institutions.

Small companies retain the intellectual property rights to technologies they develop under these programs.  Funding is awarded competitively, but the process is streamlined and user-friendly.

1.1
SBIR Overview

DoD's SBIR program funds early-stage R&D projects at small technology companies -- projects which serve a DoD need and have the potential for commercialization in private sector and/or military markets. The program, funded at approximately $1.164 billion in FY 2006, is part of a larger ($2.3 billion) federal SBIR program administered by eleven federal agencies.

As part of its SBIR program, the DoD issues an SBIR solicitation three times a year, describing its R&D needs and inviting R&D proposals from small companies -- firms organized for profit with 500 or fewer employees, including all affiliated firms. Companies apply first for a six-month to nine-month Phase I award of $70,000 to $100,000 to test the scientific, technical, and commercial merit and feasibility of a particular concept. If Phase I proves successful, the company may be invited to apply for a two-year Phase II award of $500,000 to $750,000 to further develop the concept, usually to the prototype stage. Proposals are judged competitively on the basis of scientific, technical, and commercial merit. Following completion of Phase II, small companies are expected to obtain funding from the private sector and/or non-SBIR government sources (in "Phase III") to develop the concept into a product for sale in private sector and/or military markets.

The DoD SBIR program, funded at approximately $1.164 billion in FY 2006 is made up of 10 participating components: Army, Navy, Air Force, Missile Defense Agency (MDA), Defense Advanced Research Projects Agency (DARPA), Chemical Biological Defense (CBD), Special Operations Command (SOCOM), Defense Threat Reduction Agency (DTRA), National Geospatial-Intelligence Agency (NGA), and the Office of Secretary of Defense (OSD).

The Small Business Innovation Research program funds early-stage R&D at small technology companies and is designed to:
· stimulate technological innovation 

· increase private sector commercialization of federal R&D 

· increase small business participation in federally funded R&D 

· foster participation by minority and disadvantaged firms in technological innovation 

To participate in the SBIR program:
· a firm must be a U.S. for-profit small business of 500 or fewer employees 

· work must be performed in the United States 

· during Phase I, a minimum of 2/3 of the effort must be performed by the proposing firm; a minimum of 1/2 of the effort in Phase II 

· the Principal Investigator must spend more than 1/2 of the time employed by the proposing firm 

1.2 
STTR Overview
In 1992, Congress established the STTR pilot program.  STTR is similar in structure to SBIR but funds cooperative R&D projects involving a small business and a research institution (i.e., university, federally-funded R&D center, or nonprofit research institution). The purpose of STTR is to create, for the first time, an effective vehicle for moving ideas from our nation's research institutions to the market, where they can benefit both private sector and military customers. A written agreement between the small business and research institution allocating intellectual property rights is a requirement for participation in STTR.  DoD's STTR program, funded at $130 million in fiscal year 2006, is part of a larger federal STTR program administered by five federal agencies. DoD issues one STTR research solicitation each year.

The DoD STTR program, funded at approximately $130 million in FY 2006, is made up of 5 participating components: Army, Navy, Air Force, Missile Defense Agency (MDA), and Defense Advanced Research Projects Agency (DARPA).
To participate in the STTR program:
· a firm must be a U.S. for-profit small business of 500 or fewer employees; there is no size limit on the research institution 

· research institution must be a U.S. college or university, FFRDC or non-profit research institution 

· work must be performed in the United States 

· the small business must perform a minimum of 40% of the work and the research institution a minimum of 30% of the work in both Phase I and Phase II 

· the small business must manage and control the STTR funding agreement 

· the principal investigator may be employed at the small business or research institution 

1.3
Three Phased Program
Companies apply first for a Phase I award of up to $100,000 to test the scientific, technical, and commercial merit and feasibility of a particular concept. If Phase I proves successful, the company may be invited to apply for a two-year Phase II award of up to $750,000 to further develop the concept, usually to the prototype stage. Proposals are judged competitively on the basis of scientific, technical, and commercial merit. Following completion of Phase II, small companies are expected to obtain funding from the private sector and/or non-SBIR government sources (in "Phase III") to develop the concept into a product for sale in private sector and/or military markets.

	
	SBIR
	STRR

	Phase 1:  Project Feasibility
	Six months up to $100,000
	Twelve months up to $100,000

	Phase 2:  Project Development to Prototype
	Two years up to $750,000
	Two years up to $750,000

	Phase 3: Commercialization
	Commercialize with non-SBIR funds, the technology in military and/or private sector markets


2.0 Getting started in SBIR and STTR
First, review the current solicitation.  (http://www.acq.osd.mil/osbp/sbir/solicitations/sttr07/index.htm)

The SBIR and STTR solicitations list all the research topics under which DoD is seeking Phase I proposals, and also contain detailed information on the parameters of the SBIR and STTR programs and how to submit a proposal.  DoD issues three SBIR solicitations and one STTR solicitation each year, according to the following schedule:

	
	Solicitation Internet Release
	Proposals Accepted Starting
	Proposal Deadline
	Contracts Awarded 

	SBIR  FYxx.1
	Approx. Nov 1
	Approx. Dec. 15
	Approx. Jan 15
	Approx. May 15

	SBIR  FYxx.2
	Approx. May 1
	Approx. Jun. 15
	Approx. Jul. 15
	Approx. Nov 15

	SBIR  FYxx.3
	Approx. Aug 1
	Approx. Sep. 15
	Approx. Oct. 15
	Approx. Feb. 15

	SBIR  FYxx
	Approx. Feb 1
	Approx. Mar. 15
	Approx. Apr. 15
	Approx. Aug. 15


All solicitations are available electronically.  Solicitation notifications are available by emailing sbirlist@listserv.dodsbir.net.   
2.1
Getting Solicitation Questions Answered
Contact the DoD SBIR/STTR Help Desk by telephone at 866-SBIRHLP (866-724-7457) or by Email for General questions about the SBIR or STTR.  A prepared set of answers to commonly-asked questions about proposal preparation, contracting with the government, and getting paid in a timely manner are posted.

Technical questions about a specific research topic listed in the solicitation, may be asked in two ways:
· Talk by telephone with the Topic Author, whose name and phone number will be listed in the solicitation topic. Important: The Topic Authors will only be listed, and telephone questions will only be accepted, during the two months following public release of the solicitation on the Web Site and before DoD begins accepting proposals.

· Submit a written question through the SBIR/STTR Interactive Topic Information System (SITIS), in which the questioner and respondent remain anonymous and all questions and answers are posted electronically for general viewing until the solicitation closes. 

2.2
DoD SBIR/STTR Fast Track Overview
The Department's SBIR and STTR programs have featured a "Fast Track" process for SBIR/STTR projects that attract outside investors who will match Phase II funding, in cash, contingent on the project's selection for Phase II award. Projects that obtain such outside investments and thereby qualify for the Fast Track will (subject to qualifications described in the solicitation):
· Receive interim funding of $30,000 to $50,000 between Phases I and II where applicable; 

· Be evaluated for Phase II award under a separate, expedited process; and 

· Be selected for Phase II award provided they meet or exceed a threshold of "technically sufficient" and have substantially met their Phase I technical goals. 

Consistent with DoD policy, this process should prevent any significant gaps in funding between Phases I and II for Fast Track projects.

Questions regarding Fast Track, should be directed to the SBIR/STTR Help Desk by Email or telephone 866-SBIRHLP (866-724-7457).

2.3
DoD SBIR/STTR Phase II Enhancement

DoD Components have developed their own Phase II Enhancement policy to further encourage the transition of SBIR research into DoD acquisition programs as well as the private sector. Under this policy, the Component will provide a Phase II company with additional Phase II SBIR or STTR funding matching the investment funds the company obtains from non-SBIR/non-STTR sources such as DoD acquisition programs or the private sector. Phase II Enhancements (also called Phase II Plus) will:
· Extend an existing Phase II contract for up to one year; and 

· Match up to $500,000 of non-SBIR/non-STTR funds. 
If selected for Enhancement, the funds from the outside investor must be transferred to the company before the SBIR/STTR-matching funds will be added to the Phase II contract. It is possible for a Phase II project to receive additional SBIR/STTR funds from both Fast Track and Phase II Enhancement as long as the outside investment for Fast Track is separate and distinct from the outside investment for Phase II Enhancement.
If you have other questions regarding Phase II Enhancement, please contact the SBIR/STTR Help Desk by Email or telephone 866-SBIRHLP (866-724-7457).

3.0 DoD SBIR/STTR Solicitations
3.1
To download the SBIR/STTR Solicitation:

http://www.acq.osd.mil/osbp/sbir/solicitations/sttr07/index.htm
Since October 2002, all DoD SBIR and STTR solicitations are available in electronic format only from the DoD SBIR/STTR web site, in accordance with the Government Paperwork Elimination Act (GPEA). For email notifications of future DoD SBIR/STTR solicitations and events, subscribe to the listserv. 

3.2
Topic Search Engine

The DoD Topic Search website is available to quickly and easily find topics by keyword across all DoD components participating in this solicitation. Find a topic of interest and remember to read the Component-specific instructions for that topic.

3.3
Technical Questions
During the pre-release period, potential vendors may talk directly with the Topic Authors to ask technical questions about the topics. Their names, phone numbers, and e-mail addresses are listed within each solicitation topic. For reasons of competitive fairness, direct communication between proposers and topic authors are not allowed when DoD begins accepting proposals for each solicitation. However, proposers may still submit written questions about solicitation topics through the SBIR/STTR Interactive Topic Information System (SITIS), in which the questioner and respondent remain anonymous and all questions and answers are posted electronically for general viewing until the solicitation closes. All proposers are advised to monitor SITIS during the solicitation period for questions and answers, and other significant information, relevant to the SBIR/STTR topic under which they are proposing.

3.4
Proposal Preparation and Submission

All SBIR Proposals are prepared and submitted electronically through the DoD SBIR/STTR Electronic Submission Web Site http://www.dodsbir.net/submission/, as described in Sections 3.0 and 6.0 of the program solicitation.

All STTR Proposal Cover Sheets and Company Commercialization Reports must be prepared and submitted electronically through the DoD SBIR/STTR Electronic Submission Web Site http://www.dodsbir.net/submission/. For components requiring complete electronic submission, technical proposals must be uploaded through the Submission Website.

3.5
Navy Phase I Proposal Submission

Read the DoD front section of the solicitation for detailed instructions on proposal format, submission instructions and program requirements.  Phase I should address the feasibility of a solution to the topic.  The Navy only accepts Phase I proposals with a base effort not exceeding $70,000 and with the option not exceeding $30,000. The technical period of performance for the Phase I base should be 7 months and will commence on or about 01 July 2007.  The Phase I option should be 3 months and address the transition into the Phase II effort.  Phase I options are typically only funded after the decision to fund the Phase II has been made. Phase I technical proposals, including the option, have a 25-page limit.  The Navy will evaluate and select Phase I proposals using scientific review criteria based upon technical merit and other criteria as discussed in this solicitation document.  Due to limited funding, the Navy reserves the right to limit awards under any topic and only proposals considered to be of superior quality will be funded.  The Navy typically provides a firm fixed price contract or awards a small purchase agreement as a Phase I award.
All proposal submissions to the Navy STTR Program must be submitted electronically. It is mandatory that the entire technical proposal, DoD Proposal Cover Sheet, Cost Proposal, and the Company Commercialization Report are submitted electronically through the DoD SBIR/STTR Submission website at http://www.dodsbir.net/submission. This site will lead you through the process for submitting your technical proposal and all of the sections electronically. Each of these documents is submitted separately through the website. To verify that your technical proposal has been received, click on the “Check Upload” icon to view your uploaded technical proposal. If you have any questions or problems with the electronic submission contact the DoD SBIR Helpdesk at 1-866-724-7457 (8AM to 5PM EST). Your proposal must be submitted via the submission site before 6:00 a.m. EST on the due date. An electronic signature is not required when you submit your proposal over the Internet.

Within one week of the Solicitation closing, all companies will receive notification via e-mail that proposals have been received and processed for evaluation by the Navy.  Make sure that your e-mail address is entered correctly on your proposal coversheet or you will not receive a notification.

3.6
Phase I Proposal Submission Checklist
All of the following criteria must be met or your proposal will be REJECTED.

____1.
Make sure you have added a header with company name, proposal number and topic number to each page of your technical proposal. 

____2.
Your complete STTR Phase I proposal (coversheet, technical proposal, cost proposal, and DoD Company Commercialization Report) has been submitted electronically through the DoD submission site by 6:00 a.m. EST on proposal due date. 

____3.
After uploading your file and it is saved on the DoD submission site as a PDF file, review it to ensure that it appears correctly. 

____4.
The Phase I proposed cost for the base effort does not exceed $70,000.  The Phase I Option proposed cost does not exceed $30,000.  The costs for the base and option are clearly separate, and identified on the Proposal Cover Sheet, in the cost proposal, and in the work plan section of the propoNavy STTR 07 Topic Index

3.7
Phase II Navy Proposal Submission
Phase II proposal submission is by invitation only.  Only those Phase I awardees who achieved success in Phase I, measuring the results achieved against the criteria contained in section 4.3 of the solicitation, will be invited to submit a Phase II proposal.  If you have been invited to participate, follow the instructions provided in the invitation. The Navy will evaluate and select Phase II proposals using the evaluation criteria in the DoD solicitation.  All Phase II proposals must be submitted electronically through the DoD SBIR/STTR Submission website.

Under the new OSD (AT&L) directed Commercialization Pilot Program (CPP), the Navy SBIR/STTR program will be structuring more of the Phase II contracts in a way that allows for increased funding levels based on the projects transition potential.  This will be done through either multiple options that may range from $250K to $1M each, substantial expansions to the existing contract, or a second Phase II award.  For currently existing Phase II contracts, the goals of the CPP will primarily be attained through contract expansions, some of which may significantly exceed the $750K recommended limits for Phase II awards not identified as a CPP project.  All projects in the CPP will include notice of such status in their Phase II contract modifications.

All awardees, during the second year of Phase II, must attend a one-day Transition Assistance Program (TAP) meeting.  This meeting is typically held during the summer in the Washington, D.C. area.  Information can be obtained at http://www.dawnbreaker.com/navytap. It is recommended that Phase II cost estimates include travel to Washington, D.C. for this event.

As with the Phase I award, Phase II award winners must electronically submit a Phase II summary through the Navy SBIR/STTR website at the end of their Phase II.  

3.8
Navy Phase II Enhancement
The Navy has adopted a New Phase II Enhancement Plan to encourage transition of Navy STTR funded technology to the Fleet.  Since the Law (PL102-564) permits Phase III awards during Phase II work, the Navy may provide a one-to-four match of Phase II to Phase III funds that the company obtains from an acquisition program.  Up to $250,000 in additional STTR funds for $1,000,000 match of acquisition program funding can be provided, as long as Phase III is awarded and funded during Phase II.

4.0 Evaluation and Selection
4.1
Source Selection Authority (SSA)
SBIR contracting officers and technical monitors are involved in the evaluation and selection of proposals to varying degrees.  The contracting officer is designated as the Source Selection Authority (SSA), unless the agency head appoints another individual for a particular acquisition or group of acquisitions (FAR 15.303(a)). Responsibilities of the SSA are provided at FAR 15.303(b). It is important that the SSA follow the regulations to avoid protests being filed with and sustained by the General Accounting Office (GAO). The Office of the General Counsel has prepared "Bid Protests at GAO: A Descriptive Guide" to aid those interested in GAO's bid protest process. 

The source selection authority's (SSA) decision shall be based on a comparative assessment of the proposals against all source selection criteria in the solicitation (See FAR 15.308). While the SSA may use reports and analyses prepared by others, the source selection decision shall represent the SSA's independent judgment. The source selection decision must be documented and the documentation shall include the rationale for any business judgments and tradeoffs made or relied on by the SSA, including benefits associated with additional costs. However, that documentation need not quantify the tradeoffs that led to the decision.
4.2
Evaluations
Evaluations should be based solely on the factors specified in the solicitation. FAR 15.303 (b)(4) requires the source selection authority to ensure that proposals are evaluated based solely on the factors and subfactors contained in the solicitation, and FAR 15.304(d) provides that all factors and significant subfactors that will affect contract award and their relative importance shall be stated clearly in the solicitation. During debriefing of unsuccessful offerors, the information in the evaluations must be used to explain how the proposal was scored in each specific evaluation criterion. The evaluation criteria discussed at those debriefings must include only those that can fairly and properly be used for determining source selection.
4.3
Performance History
The contractor's performance history should be addressed, however briefly, in the evaluation document for both Phase I and Phase II selections. This may simply be a statement that the contractor has no past performance record upon which to base performance history. FAR 42.1502(a)(2) states that there is no dollar threshold for evaluating contractor performance under science and technology contracts. Per FAR 42.302(b)(11), the Contract Administration Office (CAO) may be authorized to provide this information. In most cases, the CAO will have this information on file. It is important to note that, in accordance with FAR 15.506(e)(4), the names of individuals providing reference information about an offeror's past performance shall not be disclosed.
The contractor's record of commercializing its prior SBIR and STTR projects, as shown in its Company Commercialization Report, must be considered when evaluating the potential for commercialization. Proposal evaluators should note two special circumstances discussed in Section 4.4 of the solicitation: (1) Proposers that score very low - a Commercialization Achievement Index (CAI) at the 10th percentile or below - can receive no more than half of the evaluation points available under evaluation criterion c in Sections 4.2 and 4.3 of the solicitation (potential for commercialization). (2) A Company Commercialization Report showing that the proposing firm has no prior Phase II awards will not affect the firm's ability to win an award. Such a firm's proposal will be evaluated for commercial potential based on its commercialization strategy per section 4.4 a. of the solicitation.
4.4
Debriefing Unsuccessful Offerors
Debriefing of unsuccessful offerors is discussed at Part XI. Technical evaluation documents must contain sufficient information for the conduct of a debriefing. Contractors need to understand why they did not win. FAR 15.506 (c) states that the contracting officer should normally chair any debriefing sessions, and individuals who conducted the evaluations shall provide support. Because of the selection procedures used within the DoD SBIR Program, the contracting officer may not be the one to conduct the debriefing of unsuccessful offerors. However, it is the responsibility of the contracting officer to ensure that the personnel conducting the debriefing are familiar with proper debriefing procedures. FAR 1.602-1(b) states: "No contract shall be entered into unless the contracting officer ensures that all requirements of law, executive orders, regulations, and all other applicable procedures, including clearances and approvals, have been met.”
4.5
Selection Decision
Once the source selection decision is made, good faith negotiations should follow. Award would be contingent upon full agreement of the terms and conditions to be included in the contract. Once the source selection decision is made and requirements are placed upon the contractor to provide additional information in preparation for negotiating a contract, the decision should not be withdrawn.

5.0 Processing the Acquisition Package
The contracting officer and technical monitor should start processing the acquisition package as soon as a selection decision has been made. The contracting officer and the technical monitor must work in parallel. This is an important period in the SBIR acquisition cycle, laying the foundation for processing the award, as well as the administration of the program, through all phases. Some general guidelines follow:  The contracting officer should acquire an advance copy of the acquisition package immediately after selection is made. At this point, the contractor should be contacted to establish a good business relationship. The time spent at the beginning of the process will result in much greater time savings later. In this initial discussion with the contractor, explain the acquisition process for SBIR contracts as administered by your activity. Make the contractor aware that the administration of the contract will be handled by government personnel who have the success of the SBIR Program and the SBIR contractor at heart. At the completion of this initial contact, the contractor should have, as a minimum, a general knowledge of:
1. The basic procedure for the acquisition process and whether or not they have an acceptable accounting system for the type of contract being contemplated;

2. A schedule of when things will happen;

3. What they are expected to do, and when;

4. What type of contract is contemplated, and the nature of that type of contract;

5. How, when, and under what circumstances payment will be made under the contract;

6. Who the government players are and how they may be contacted; and

7. The importance of an adequate cost accounting system.
The contracting officer should provide necessary information to the contractor, including handouts that will assist him or her in providing the required cost information. This may include a copy of the suggestions for the preparation of the quantitative/qualitative analyses. During contacts with the contractor, practice: openness, not secrecy; firmness, but not arrogance; cooperation, not inflexibility; and discussion, not arbitrariness.
5.1
Cost Proposal
The technical monitor and the contracting officer should review the cost proposal. The technical monitor should prepare a Quantitative/Qualitative (Q&Q) Analysis, to include specific recommendations for each of the items in the cost proposal. If a modification to the proposed statement of work is recommended, the technical monitor should address the increase or decrease in cost elements to be expected. For example, if Task 10 is to be deleted from the statement of work, state the labor and material cost elements that should be reduced. If sufficient information is not available in the proposal to develop the Q&Q, the contracting officer should contact the contractor and obtain the required information.
An audit should be requested only if required to prepare a sufficient price/cost analysis. If an audit is required, the DCAA auditor should be asked to initiate it early in the cycle. The audit is often a real bottleneck in the process. Do not wait for a final Q&Q if it is not quickly available. The final Q&Q can be provided later. The audit and pricing procedures should proceed as far as possible while the Q&Q is being finalized.
A memorandum by Eleanor R. Spector, Director, Defense Procurement, points out that the Federal Acquisition Streamlining Act revised the Truth in Negotiations Act (TINA) to permit the head of the procuring activity, rather than the head of the agency, to waive the requirement to obtain certified cost or pricing data. This authority is at FAR 15.403-1(c)(4).

Documentation justifying the waiver should be included in the contract file. This documentation should include a description of how the price was determined to be fair and reasonable, types of data required from the offeror, and the benefits achieved from use of the waiver.
5.2
Security Clearances
To pursue commercialization, SBIR contractors may require a security clearance even though the work otherwise required for completion of the effort does not. SBIR contracts will usually be unclassified. SBIR legislation stresses commercialization of the technology developed through federal SBIR research and development. Commercialization includes both government and private markets. Many SBIR contractors do not possess a security clearance. If this situation arises, a request for facility security clearance should be processed through the Defense Investigative Service.
5.3
Contractor Qualifications
FAR 9.103(b)  states, "No purchase or award shall be made unless the contracting officer makes an affirmative determination of responsibility." FAR 9.105-2(a) states, "The contracting officer's signing of a contract constitutes a determination that the prospective contractor is responsible with respect to that contract."
As part of proposal evaluation, SBIR technical evaluators address qualifications of key personnel and availability of facilities and equipment. The first question the technical evaluator must address is "Does the contractor have the qualifications to perform the task?" For Phase I awards, this evaluation will normally be all that is necessary for the contracting officer to make an affirmative determination of responsibility. If a cost-reimbursement contract is anticipated, FAR 16.301-3(a) states that a cost-reimbursement contract may be used only when the contractor's accounting system is adequate for determining costs applicable to the contract, and appropriate Government surveillance during performance will provide reasonable assurance that efficient methods and effective cost controls are used. In the absence of any adverse information, the determination that the contractor's accounting system is adequate should be sufficient information to allow the contracting officer to make an affirmative determination of responsibility for the award. In addition, the performance of a Phase II contractor during Phase I must have been excellent; otherwise he or she would not have been selected for a Phase II award.
If the contracting officer determines that a small business lacks certain elements of responsibility, he or she will withhold contract award and refer the matter to the Small Business Administration in accordance with agency procedures (FAR 19.602-1). The referral shall specify the elements of responsibility the contracting officer found lacking and provide pertinent information that supports the contracting officer's determination. Contract award should NOT be withheld without this notification being made.
6.0 Fast Track
For assistance  processing a Fast Track application, you may call the DoD SBIR Help Desk 866-SBIRHLP (866-724-7457), which will put you in touch with DoD personnel who can provide assistance.
6.1
Background
Under the Fast Track policy, SBIR projects that attract outside investors receive a significantly higher chance of Phase II award and continuous funding. Starting in FY 1996, DoD implemented an SBIR "Fast Track" policy, the purpose of which is to focus SBIR funding on those R&D projects most likely to lead to viable new products that will make a major contribution to U.S. military and economic capabilities. Under the Fast Track policy, SBIR projects that attract matching funds (cash) from outside investors receive a significantly higher chance of Phase II award, as well as continuous funding between Phases I and II. The rationale is that an outside investor's willingness to make a cash investment in an SBIR project is very strong evidence (1) that the small company not only has strong R&D capabilities, but also the business and marketing expertise needed to develop its SBIR technology into a viable new product; and (2) that there is a significant market for the SBIR technology. It usually represents stronger evidence of market potential than anything the company could write down on a piece of paper in its research proposal. Fast Track guidance and a list of Fast Track Awards is available at: http://www.acq.osd.mil/sadbu/sbir/fasttrack/
6.2
Processing a Fast Track Application

The sponsoring DoD organization should determine whether the applicant meets the Fast Track requirements. When a DoD organization receives a Fast Track application, it should first determine whether the proposing company meets the Fast Track requirements. The Fast Track requirements are set out in Section 4.5 of the SBIR solicitation, and can be summarized as follows:

1. The company must submit its Fast Track application within 150 days after the effective start date of the Phase I contract, unless a different deadline is specified by the DoD Component funding the project. In the application, the company and its investor state that the investor will match both interim and Phase II SBIR funding, in cash, contingent on the company's selection for Phase II award. The matching rates needed to qualify for the Fast Track are set out in the solicitation. In the application, the company and investor also must certify that the investor qualifies as an "outside investor," as defined in DoD Fast Track Guidance. Outside investors may include such entities as another company, a venture capital firm, an individual "angel" investor, a non-SBIR, non-STTR government program; they do not include the owners of the small business, their family members, and/or affiliates of the small business.

2. If the Fast Track requirements are met, the sponsoring DoD organization should process the SBIR project in accordance with the Fast Track procedures in section 4.5(c) of the solicitation. The Fast Track procedures in section 4.5(c) can be summarized as follows: if an SBIR project qualifies for the Fast Track --

a. It should receive interim SBIR funding of $30,000 to $50,000, commencing approximately at the end of Phase I. This can be readily accomplished through a modification to the Phase I contract - see sample provided by Phillips Laboratory. Alternatively, if an option of $30,000 to $50,000 was negotiated at the start of the Phase I contract, the interim funds can be provided by exercising the option.

b. The Fast Track Phase II proposal should be evaluated under a separate, expedited process, and may be selected for Phase II award provided it meets or exceeds evaluation criteria (a) and (b), as described in Section 4.3 of the solicitation, and has substantially met its Phase I technical goals.

c. The Fast Track company should receive notification, no later than ten weeks after the completion of its Phase I project, of whether it has been selected for a Phase II award. Once the company has been notified that it has been selected for Phase II award, it must certify, within 45 days, that the entire amount of the matching funds from the outside investor has been transferred to the company. 
d. If selected, the company should receive its Phase II award within an average of five months from the completion of its Phase I project.

e. Consistent with DoD policy, this process should prevent any significant gaps in funding between Phases I and II for Fast Track projects.

7.0 Contract Type
The firm fixed price contract is used by most agencies for Phase I awards. For Phase II, the cost- plus-fixed-fee contract is more typical. Fixed-price, level-of-effort contracts are used, on occasion, for Phase I and Phase II awards.

The type of contract awarded is an important factor for simplification and reduction of regulatory and administrative burden. When determining the contract type, consider whether the administrative burden involved in the type of contract being considered is necessary to protect the government's interest. A firm fixed-price contract requires a minimum of regulatory and administrative burden. This type of contract can be constructed to provide for payments as work progresses and allow for final payment as soon as the final report and any other required deliverables have been accepted. Some advantages in using firm fixed-price contracts are:
1. Unlike cost-reimbursement contracts, firm-fixed price contracts do not require a Government approved accounting system.  Cost-reimbursement contracts do require approval of the contractor's accounting system. For proposing companies that have not been awarded a Government contract before, developing an accounting system capable of DCAA approval is a formidable task. Thus, a fixed price contract for Phase I presents a more efficient contract type for the Government and the contractor. It should be noted that the deliverables and the statement of work on a Phase I contract should be appropriate in risk for a fixed price contract. Usually the deliverables are reports, which keep the risk to the contractor reasonable. However, some companies are overly optimistic about the statement of work that can be completed for the funds available on a Phase I contract. In a case where the Contracting Officer believes the company cannot realistically complete the statement of work for the proposed value, the Contracting Officer should discuss these concerns with the company and the Technical Monitor.

2. Fewer financial/cost reports are required. This would result in a substantial reduction in administrative costs for both the contractor and the government;

a. Vouchering procedures are simplified. Vouchers for provisional payments under cost-reimbursement contracts are complicated, and submission of incorrect or incomplete vouchers will result in delays in payments. The completion or final voucher (for cost-reimbursement contracts) requires even more data, including a contractor's release of claims. This would not be required for fixed-price contracts. In contrast, invoicing for a Phase I fixed price contract is typically accomplished using a DD250 or an invoice in contractor format based on acceptance of a report by the Technical Monitor. If an invoice in contractor format is used, the contract should contain instruction on the information required by the DFAS. Firm-fixed-price contracts may also be financed by the Government using "progress payments." However, progress payments require approval of the contractor's accounting system. Other interim payment procedures are usually provided;

b. Final payment can be made soon after satisfactory completion of the effort. Final payment for a cost-reimbursement contract will be delayed because an audit of indirect rates must be completed before submission of the voucher.
c. The Allowable Cost and Payment Clause at FAR 52.216-7 would not be required. This clause must be included in cost-reimbursement contracts and requires the contractor to submit an incurred cost proposal to determine actual indirect rates, together with supporting data, within the 6-month period following the expiration of each of its fiscal years. The incurred cost proposal is discussed in chapter 6 of DCAAP 7641.90 (see Part VI, paragraph D). An auditor from the Defense Contract Audit Agency (DCAA) will usually set up an "entrance conference" and if the submission is inadequate, the audit will be delayed pending receipt of the necessary financial information. This is a burden for a first time Phase I SBIR contractor, and may not be necessary to protect the government's interest in most SBIR contracts.

7.1
Specific Contract Types
Under a Firm-Fixed-Price Contract, the contractor is required to perform the work described in the contract for the negotiated price.

The price is not subject to any adjustment on the basis of the contractor's cost experience in performing the contract. In order to provide for periodic payments without the administrative burden required to administer "progress payments," the contract may require periodic progress reports, listed by contract line item number, and allow for payment of that portion of the work upon approval of each report. Upon satisfactory completion of the work and delivery of all items required, the contractor is paid the remaining contract amount.

Under a Firm-Fixed Price, Level-of-Effort Term Contract, the contractor must provide a specified level of effort (hours) over a stated period of time, and the government pays the contractor a fixed dollar amount. 
This type of contract may be practicable and appropriate for SBIR efforts (both Phase I and Phase II). FAR 16.207-2 states "A firm-fixed-price, level-of-effort term contract is suitable for investigation or study in a specific research and development area. The product of the contract is usually a report showing the results achieved through application of the required level of effort. However, payment is based on the effort expended rather than on the results achieved." 
This contract type may be considered when it is determined that the work required cannot otherwise be clearly defined, the required level-of-effort (hours) is identified and agreed upon in advance, and there is reasonable assurance that the intended results cannot be achieved by expending less than the stated effort. Under this type contract, the contractor is paid based upon the hours expended, and "completion" (usually a final report) with less than the stated number of hours expended will result in final payment of less than the total contract price. As the amount of work that can reasonably be expended during performance of an SBIR contract is usually greater than the amount which limited funding can allow, this should not be a problem. The contract should allow the contractor to voucher for hours expended based on an hourly rate computed by dividing the total contract price by the number of hours specified. The model firm-fixed-price contract includes the clause at FAR 52.246-15 -- Certificate of Conformance. This clause requires the contractor to provide a certificate with the receiving report or voucher. This procedure should simplify payment procedures and is allowed when the conditions stated at FAR 46.504 apply. Up to ten percent of the contract price may be withheld under the clause at DFARS 252.227-7030 Technical Data-Withholding of Payment, until the required technical data are delivered and accepted.

7.2
Cost-Plus-Fixed-Fee Contract
Under a Cost-Plus-Fixed-Fee Contract, the contractor receives payment for allowable incurred costs to the extent prescribed in the contract.

All cost-reimbursement contracts provide a negotiated best estimate of total costs for the purpose of obligating funds and establishing a ceiling which contractors may not exceed (except at their own risk) without the approval of the contracting officer. The fee is fixed; that is, it does not vary with actual cost. This type of contract may be either a term form or a completion form. Under the term form, the work is described in general terms and obligates the contractor to devote a specified level of effort (number of hours) for a stated period of time. If the performance is considered satisfactory (usually best effort), the fixed fee is payable if the specified number of hours has been expended in performing the work called for in the contract. The completion form of a cost-plus-fixed-fee contract describes the work by stating a definite goal or target and specifying an end product (e.g., a final report) to be completed within the estimated cost, if possible, as a condition for payment of the entire fixed fee. In the event the work cannot be completed within the estimated cost, the government may require more effort without increase in fee, provided the government increases the estimated cost. The completion form is used by most agencies for Phase II contracts when the work, or specific milestones for the work, can be defined well enough to permit development of estimates within which the contractor can be expected to complete the work.
7.3
Cost Sharing Contracts
Under a Cost-Sharing Contract, the contractor receives no fee and is reimbursed only for an agreed-upon portion of its allowable costs.

This may be agreeable to the contractor under certain circumstances, such as when the contractor expects substantial compensating benefits from commercialization. This type of contract is not recommended unless unusual circumstances indicate that this type would be practical.  

8.0 Negotiations
Negotiation means contracting through the use of either competitive or other-than-competitive proposals and discussions. Any contract awarded without using sealed bidding procedures is a negotiated contract.
A list of clauses that may appear in SBIR contracts is provided. This list: (1) identifies the clause by number and title; (2) provides the effective date of the clause when last reviewed; (3) explains briefly what the clause contains; (4) lists the paragraph in the FAR or DFARS which requires the clause; (5) provides information as to when the clause is required; and (6) states whether, or under what circumstances, the clause must flow down to prime subcontracts. This list should not be used as an authority base, but may be used as an aid in understanding and deciding whether further reading of the clause is necessary.
How negotiations differ in the SBIR arena
A. The Phase I award may be the first government contract a company receives. Selection for a Phase I award is a strong indication that the firm has knowledge and is well qualified in the technical field, but it does not assure that the firm has knowledge of government contract administration. SBIR Phase I proposals are selected for award based primarily upon technical merit and innovation. The contracting officer should consider the potential inexperience of the SBIR contractor throughout negotiations. The goal is to award the contract at a price that is fair and reasonable, not the lowest price attainable.

B. It is important that the contracting officer call attention to important clauses and other terms in the contract. Many FAR and DFARS clauses are included only by reference. When it appears that a contractor lacks understanding, the proper action is to proactively provide assistance.  
C. It may be appropriate to modify the proposed statement of work. For example, a proposed task may not be of benefit to the government, or the work in certain tasks may need to be reduced. In such cases, the parties must agree upon precise changes to the statement of work and resultant changes in cost.

D. It may be appropriate to allow for additional labor costs during negotiations. It is not unusual for an SBIR proposal to include equipment costs which are not allowable as direct costs. A common problem occurs when a contractor includes a unit of equipment in his or her cost proposal that will be classified as an indirect cost and thus is not allowable as a direct charge to the contract. For example, a new contractor may include the cost of electronic equipment that would be used in performing various contracts and expect that the cost would be allowed as a direct charge to the specific contract. As SBIR contracts have a monetary limit, any disallowed cost would cause the price to be significantly below the amount allowed in the solicitation. 
8.1
Taxes
Federal, State, and Local Taxes may be required when purchasing Special Testing Equipment or components even though the Government takes title to the equipment immediately upon delivery. If there is a question as to whether these taxes are properly assessed, the contractor should request instructions from the Contracting Officer in accordance with FAR 31.205-41.

8.2
Profit and Fee
For DoD contracts, the profit/fee calculation is usually based on the record of weighted guidelines method as discussed at DFARS SubPart 215.404-71-1. DD Form 1547 provides the format for performing the analysis. The form is available at: http://www.dior.whs.mil/forms/dd1547.pdf. Instructions for processing the DD Form 1547 are at DFARS 253.215-70.
The weighted guidelines method focuses on four profit factors:
DFARS 215.404-71-2 addresses performance risk, which includes technical and management/cost control. 
DFARS 215.404-71-3 addresses contract type risk, which focuses on the degree of cost risk accepted by the contractor under varying contract types.

DFARS 215.404-71-4 addresses facilities capital employed, which focuses on encouraging and rewarding capital investment in facilities that benefit DoD. 
DFARS 215.404-71-5 addresses the cost efficiency factor. This special factor provides an incentive for contractors to reduce costs by demonstrating cost reduction efforts that benefit the pending contract.
8.3
Cost Sharing By the Contractor
Cost participation could serve the mutual interest of the participating agencies and certain SBIR performers by helping to assure the efficient use of available resources. Cost sharing, however, shall not normally be encouraged except where required by other statutes.   SBIR legislation further states that cost sharing is allowed but will not be an evaluation factor for selection of a Phase I award. Cost sharing may be proposed for a Phase I contract for several reasons:  The contractor is limited by the funding level provided in the solicitation; however, it may be desirable for the contractor to provide work in excess of what will be funded in the contract.
If the feasibility study for Phase I cannot be completed sufficiently with allotted funds, the contractor may want to perform all necessary work without additional funding in order to enhance commercialization, improve the chances of qualifying for the fast track, and/or selection for Phase II.
Cost sharing, although not an evaluation factor for Phase I awards, may improve the technical score. When a contractor proposes to accomplish work beyond what can reasonably be expected to be accomplished with the hours and money proposed, that contractor's proposal may be scored lower for that reason. The only way to overcome this is to show all the effort and cost in the proposal. If this is the case, the contractor would have to absorb some of the costs to stay within the funding limit.
A. If the technology being proposed has a very high potential for commercialization, the contractor may want to contribute a considerable sum towards its development.
 When a contractor wishes to participate in the cost of the effort, and a fixed-price contract is to be awarded, the following should be recognized:
A. Profit is allowed. No fee is allowed in cost-sharing contracts; however, a fixed-price contract is not a cost-sharing contract. A cost-sharing contract is a cost-reimbursement contract in which contractors receive no fee and are reimbursed only for an agreed-upon portion of the allowable costs.

B. In a fixed-price contract, a reasonable price (cost and profit) must be negotiated prior to award. If the contracting officer takes exception to some of the cost elements or profit, but the price (what is being funded in the contract) is considered fair and reasonable, that price should be allowed even though all cost elements or profit may not be agreed upon. Consider the proposed dollar amount prior to deducting any amount the contractor claims to be cost sharing; and if the amount to be funded is reasonable for the total effort proposed, further negotiation on price should not be necessary.

C. A Cost-sharing contract may be appropriate if a cost-reimbursement contract is to be negotiated and cost sharing is proposed. The description and application for this type of contract is at FAR 16.303.

D. Funding Profile and Schedule of Payments.

1. It is extremely important that the funds provided be sufficient for the contractor to perform on schedule. Any delay while awaiting a funding authorization will likely impact the small SBIR contractor to a much greater extent than larger contractors. The very small SBIR contractor may have at least one engineer whose primary work is for the accomplishment of a specific SBIR contract. It becomes very costly to retain that person when funds are not available to continue the work.

2. Funding schedules (specifying the amount presently available for payment and anticipated dates for future allotments) for incrementally funded contracts are discussed at Part VI. C. The funding schedule should be a part of the negotiation. The clause at DFARS 252-232-7007 required in incrementally funded fixed-price contracts, provides that the amount available for payment upon award be included at paragraph (a) of that clause. Also, paragraph (i) of the clause requires a schedule of the dates the parties contemplate funds will be made available. The clause at FAR 52.232-22, required in incrementally funded cost-reimbursement contracts, contains no such paragraphs; however, the same information should be included in the schedule of the contract.

3. Payment schedules (specifying when and under what circumstances payments will be made) are discussed at Part VI. A. A schedule of payments should be developed and agreed upon during negotiations. The contracting officer should explain the payment procedure, reach agreement, and include it in the contract. If the contract does not include complete instructions for how and under what circumstances each payment may be made, the voucher will surely be rejected by the paying office. It may be helpful to call the contractor within two weeks after contract award and offer any assistance required in the vouchering and payment process.

8.4
Confirmation of Negotiations
At the completion of negotiations, the contractor should be required to provide a letter confirming the agreed-upon price, terms and conditions. Examples of what might be included in the confirmation letter would be the method and schedule of payments and any exceptions to the work originally proposed which were discussed and agreed upon during negotiations. If the contract amount is over $650,000, the contractor will usually be required to provide a certificate of current cost or pricing data (format at FAR 15.406-2) as of the date the negotiations were completed.
The DoD SBIR Program Solicitation requires that the awardee certify that "he or she has not previously been, nor is currently being, paid for essentially equivalent work by an agency of the Federal Government." If this has not been accomplished by other documentation, the contractor should be required to include this statement in the letter confirming negotiations.
9.0 Special Contract Provisions
Proprietary Information which is identified in the proposal must be protected. If the contractor identifies pages in the proposal which contain proprietary information describing work to be performed, those pages should probably be included at Part III, Section J of the contract, by reference only. This would help prevent any inadvertent disclosure of proprietary data when making routine distribution of the contract document. 
A prototype deliverable or a prototype to accomplish special purpose testing is often required in a Phase II contract. Some suggestions for identification, control and disposition of this equipment follow:
A. A prototype that is fabricated during performance of an SBIR contract will usually meet the description of "special test equipment." FAR 45.101(a) provides this description.

B. A prototype acquired during, and funded by, an SBIR contract will belong to the government. However, delivery of the prototype may not be desired. The purpose of the testing is to see if the new technology is working, as development progresses. The government's primary interest is usually in acquiring the technology (i.e., final report, etc.), not the hardware itself. Paragraph 8.(c) of the SBIR Policy Directive states: "Title Transfer of Agency Provided Property. Under the act, the Government may transfer title to equipment provided by the SBIR agency to the awardee where such transfer would be more cost effective than recovery of the property." If delivery of the prototype is desired, it should be so written into the contract. If delivery of the property is not desired, the property officer (usually at the contract administrative office), will conduct property disposal procedures to determine how the property should be disposed of. Paragraph 8.(d) of the SBIR Policy Directive states: "Continued Use of Government Equipment. The Act directs that an agency allow an SBIR awardee participating in the third phase of the SBIR Program continued use, as a directed bailment, of any property transferred by the agency to the Phase II awardee. The Phase II awardee may use the property for a period of not less than 2 years, beginning on the initial date of the concern's participation in the third phase of the SBIR Program." This requirement must be considered when determining how the equipment will be disposed of at completion of the Phase II contract.
Special test equipment should be identified in the contract. FAR 45.307-2 provides that the contract shall separately identify items to be furnished by the government or fabricated by the contractor for the government. Individual items of less than $5,000 may be grouped by categories. A list of components for special test equipment is usually known at time of negotiations. 
The government will take title to the material/equipment when it is acquired, produced, or first used by the contractor in the performance of this contract. The contracting officer will give disposition instructions for such property at the end of the contract period of performance."

When equipment is identified and included in the contract at time of award, further approval is not required. When the equipment cannot be identified at time of award, the clause at FAR 52.245-18, Special Test Equipment, should be included in the contract. This clause states that the contractor may acquire or fabricate special test equipment at government expense when the equipment is not otherwise itemized. In this case, the contractor would have to provide the contracting officer with a written notice at least 30 days in advance of his or her intention to acquire or fabricate the special test equipment. The notice would include essentially the same data as shown in the above suggested clause.
9.1
Funding and Contract Financing
When special funding contingencies are required, a special obligations clause could be included in the contract to provide a simplified procedure for administering the requirement. An example is provided as follows:

Example: The source selection authority selects a Phase II for negotiations for $750,000, with the condition that any expenditures beyond $500,000 must be matched by funds other than from the U.S. Government (there may be other conditions, such as the satisfactory demonstration of a specific technical objective). This situation is not unique. The procedure should be simplified as much as possible. Use of a special obligations clause, rather than the basic/option procedure of awarding a basic contract for $500,000 with an option in the amount of $250,000, would require much less administrative burden. Exercise of options can cause delays in work and in some cases loss of the optional work due to administrative requirements, even though the conditions for funding the complete amount were met. 
Costs in excess of the original amount negotiated in cost-reimbursement contracts may be requested by the contractor. A common reason for such a request and a discussion and suggested actions that may be taken are:

The indirect cost rates for a small R&D company can increase rapidly due to a decline in revenue with no commensurate decline in indirect expense. FAR 16.301-1 provides that the contractor may not exceed the ceiling established in cost-reimbursement contracts (except at its own risk) without approval of the contracting officer. The clause at FAR 52.232-22 requires the contractor to notify the contracting officer when the expected costs will reach a certain percentage of that which is funded. When costs are expected to exceed the estimate established in the contract, the contracting officer must determine whether to increase the funding. If the funding is not to be increased, the contractor should be notified and advised that in the absence of a modification to the contract to provide additional funds, the Government is not obligated to reimburse the contractor for any costs in excess of the total amount than allotted by the Government to the contract, whether incurred during the course of the contract or as a result of termination.
As recommended by the DoD SBIR Process Action Team and approved by the Under Secretary of Defense (Acquisition and Technology), patent searches and applications may be included in the statements of work for Phase II contracts. (Patent searches and applications may be included in the proposed statement of work or as part of indirect cost.) It should be noted that obtaining a patent will probably take a number of years. In the case where a cost reimbursable contract has been awarded for the effort, the contract may need to remain open until the patent is granted in order for the associated cost to be recovered. If the statement of work does not contain authorization for the direct charging of patent effort, the Contracting Officer may want to add a clause that the patent cost is an allowable indirect cost. The Government obtains rights to the patent in accordance with 52.227-11, Patent Rights--Retention by the Contractor (Short Form). This clause will assure that the contractor will at least receive partial compensation for the incurred patent cost.
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