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SECTION I - INTRODUCTION
\



In January 1986 AID requested that PATH utilize the services of an outside
business person to assist in evaluating 12 subprojects that had been developed
by PATH in accordance with its Grant No. PDC-002-G-SS-4184-00. The primary
purpose of this grant is to establish health-related businesses in the private
sector, primarily in Thailand and Indonesia. To fulfill AID's request, PATH
hired Jonathan A. Green (the Consultant) for approximately 30 days of profes-
sional effort, approximately 15 of which were to be spent on site. The
enclosed document is a draft report on these efforts.

In addition to work on the site, meetings were held in Washington and
Seattle for orientation to the project and debriefing meetings are planned for
Washington and/or Seattle.

At the orientation in Seattle, it appeared that there wete 14 subprojects
that needed to be considered. This compares with approximately 18 projects
between the two countries that AID had been tracking as of their internal
correspondence January 2, 1986 from Robert Dodson to Russell Henderson and to
the 12 projects identified by Compton Chase-Lansdale upon which the Consultant
based his proposed scope of work.

While it had originally been envisioned that the ocutside Consultant would
merely evaluate each of the active projects identified by PATH as still boing
potentially viable, the actual effort deviated somevhat in that additional
projects surfaced during the visits to the site and a substantial portion of
the Consultant's efforts were devoted to assisting in turning various projects
into closed, bankable deals. Also sadded was a request to evaluate the bank's

and PATH's subconsul tants.



The enclosed report, therefore, goes a bit beyond the original anticipated

scope of work to suggest possible areas for clarification by PRE/PATH as well

as & blow-by-blow description of subprojects, banks, agencies, and subcon-

tractors together with suggestions for pushing projects to completion.
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(see also Section IV - Meetings Regarding Banking in
Thailand and Indonesia)

General Observations



SHIFTING PROJECTS

1.

Some of the major projects which have absorbed emormous energy frome
PATH during the first year of the project are going to raquire either
substantial additional research, spplied research, or development
before they will come to & stage which results in subprojects which
can provide msjor valus added economic asctivity to either Indonesia
or Thailand. Specifically, the rabies vaccine, hepatitis B vaccine,
and larvacide subprojects ~ while among the most significant from a
long-term health impact in the countries involved (as well as in
other AID target countries) ~ face major institutional and technical
burdles which will have to be resclved and which will require signi-
ficantly more effort than was ever anticipated to be expended on any
single subproject under the current grant. However, the work that
bas been expended so fsr hes NOT necesserily been wasted and, indeed,
such of it is extremely valuable from & health standpoirt. Neverthe-
less, it is ounlikely that these projects will go to commercial
operation during the preseat life of the Graat. A detailed descrip~
tion of the situation regarding these projects appears in Sac-
tion III - Project-by-Project Analysis -Projects to be Supplemented
and/or Shifted.

Consaquently, it is recommended that s detailed review of the
status of five projects be undertsken in conjunction with the Science
and Technology wing of AID as well as with Migsion staff and that
these projects be considered for funding on s long-term bdasis
separately from the Health Link program.



CLARIFYING POLICIES AND OBJECTIVES
———c oo AND OBJECTIVES

i. The objectivas, structure, evaluation Beasures, etc. of the Grant are ,
tee vide-ranging and multi-faceted:

« A primary thrust of the program is to premote the private sector
economies of the target countries.

» Asecond objective is to previde services orproducts relatsd tohsalth
or nutrition to the lower-income secters of the target coun-
tries.

« A third set of other potential objectives or points which are
mentioned in the Grant and might be used to measure the seccess
of the effort include:

= The writing of technical plaans.

= The writing of feasibility studies,

= The placing of losn guarantees on new projects.

= The number of new companies started.

= The number of products introduced.

~ The expansion of output of existing products.

= Reductions in price of existing health and nutritiop-
related products,

« A fourth objective that seems to be implicit in the opcutich
methods of PATH as the Progras has proceeded is the strengthen-
ing of private sector banks in their ability to undertake the
financing of health and nutrition products by indigenous pri-
vate-sector entreprenuers.

It is recommended that tlase variouns objectives or seasuresents

of_program performance be prioritised and clarified by PRE and that

these clarifications be accepted by PATH At _as early a date as




possible. Among the items which require clarification are the term

“low-income people,” end "substantial relevance to the basic health

or family planning needs.”



GENERAL OPERATING PROCEDURES

3. The requirements in the graant for technical studies followed by
feasibility studies (followed by loan applications) are confusing and
should be reccusidered. At present, the "technical study® amounts to
about half of what generally is viewed as a "prefeasibility study."”
(A prefeasibility study should establish the basic technical possi-
bilities and economic sense of a public or private-sector project up
to some level of confidence, perhaps +25 percent.)

"Yeasibility studies” on the other hand, are designed to provide
greater levels of confidence in the predictions of both cost and
benefit for public sector projects perhaps to a level of +5 percent
(although this valus is determined on a case-by-case basis and is not
a8 fixed part of the state of the art.) Peasibility studies are
appropriats and necessary for major undertakings by the govermment
sector for projects that may have s substantial portion of the bene~
fit side coming from indirect and nonmonetorized sources. Societal
or national benefits which are externalities to the project iteelf
are often important in a feasibility study and are usually & major
part of the justification for a project.

A straight a business deal must stand entirely oa its om
two feet. Both income and benefits are measurable and cost should be
determined before undertaking an investment. For these reasons,
recent work in the business field has pretty much asbandoned the coa~
cept of undertaking "fessibility studies™ for poteatial businesr
investaents and, instead, has developed a scmevhat more rigorously
defined analysis that is now called a "business plan.” Tha mest
important difference is that a business Flan should explicitly expose



4,

those alements of a proposed investment which are particularly sen—
sitive and have & major impact om the sucecess or failure of a feture
veature: In some business plans the sarketing study is crucial; in
others, interest rate changes, foreign exchange fluctuations, or cogt
of raw materials are eritical; and these especially sensitive ele-
ments of the business plan will receive special and expanded atten-
tion,

In the case of Health Link, an additional complication exists:
some projects come to the attention of Health Link which require or
at least benefit from a loan guarantee but have already had substan—
tial workup, feasibility analyses performed, or business plans
prepared in order to quality for private bank financing. In these
cases, the need for a. "feasibility ntudy". by PATH is reduced or
eliminated and ingtesd all that is required is & thorough review of
vork alresdy performed.

For all of these reasons as vell as those cited under point

No. 4 below, it is recosmended that the requirements of the Grant
relating to technical studies, tmihﬂig studies, aete. be clarified

and amended.

During the on-site investigation of the status of projects, a major

source of potential new projects was prasented to the Consultant. In
particular, Mahidol University in Bangkok has already tsken s number
of aggressive steps and obtained permission to spin-off businesses
vhich would be at most particlly owned by the university (a govern-
aent-owned institution) but which would be substaatially (msjority)

owned by private sacter actors. These investors could include



members of the university staff or unrelated entrepreneurs or private
sector companies.

As could be expected, maxy of the best future projects ia the
bealth sad nutritiom fields for countries such as Thaileand and Indo-
nesia are being worked oa at aniversity levels where applied research
is being performed to medify existing preducts or develop new
products for loecal markets. Much of this work may also have applice-~
tion in other developing countries that are supported by AID pro-
grams, and in fact, some of the research ig undoubtedly receiving at
least indirect support from AID programs. If the model that is now
being used in the United States by such institutions as Stanford
University, the Massachusetts Institute of Technology, the Carnegie-
Mellon University, etc., is followed in developing countries, the
universities occcasionally will participate in partial ownership of
some of the projects that are an outgrowth of the research done by
ics staft.

It is felt by the Comsultamt that partial ownership by govera-
meat-owned institutioms, Sspecially educational/resesrch institu-
tions, should not disqualify a compsny from participating ia the
Health Link program se loag es the project is defined and developed
o8 & free market, profit-making basis without the benefit of special
govermmeat support ia its competitioa with either imports or othr‘

private sector businesses. It is recommended that so long as s
—_————————0C_SOAC 80 long as a

business is less than 40 percent owned by a government :I.utitutioa,

it should be entitled to participate in the developmeat of Health

Link- _Pproducts utiligin Healthlinks' support rovided that



6.

wherever possible, & provisiom be made for private sector partiei-
pants to purchase half the government's share at seme predeternined

stage of the company's development so that the govermmeat-related
institution's share would mex out at 20 pezceat in the loag rux.

Some of the subprojects with long-tem profit potential which are
under development within university departments and which will need
the technical input of university faculty and staff in order for them
to move to successful commercial operation suffer from a shortage of
venture or equity capital st their present stage. While substantial
sums have been invested (both in money and t:-hnical time) by che
university (this is one of the reasons why the universities have some
right to claim an equity end/or royalty position from the fruits of
this work), additional funds for commercializing the projects may not
sxist at the moment. It is at this point that the Health I,ink
program can provide s valuable service by undertaking either a pre~
liminary feasibility study or, prefersbly, the development of a pre-
liminary business plan. If s promising idea turns out to have com
mercial viability, it will then be possible to obtain private-sector
investment; and, at that poi.nt. it may be possible to charge. the
investors for the expenditures made for prefeasibility studies or
business plans. Therefore, it is recosmended that sp to that poiat
where wniversity initiated comecepts have beea provea through !A!l/
Health Link study, a waiver should be provided with regazrd to the
cost recovery sectiom of the Grant provisions.

A variety of actors presently are involved in activities of a similar
nature to that of PATH, and additional players are anticipated to

cume on board in the nesr future. Consequently, it is recommended



that the various Consultants, Missions, projects, mission personnel,
Science and Technology personnel, other multinationsl agency person~
nel and their consultants, and PRE personnel convene on a seni-annual
basis to discuss the work that is going on in the development of
private sector businesses in Thailand and Indonesia in order to do
the following things:

+ Identify areas of overlap.

« Identify productive areas for cooperation,

« Identify gaps in the process of developing private sector bugi-

10



BANKING RELATIONSHIPS
(See also Section IV - Msetings Regarding Banking in Thailand and Indonesia.)

7.

The normal situation for a business person is to develor a long-term
relationship with a major bank. By virtue of this long-term associs-
tion the officials of the bank can learn to depend upon the quality
of judgment and honesty of the borrower, and over the long-term a
bank may finance the borrower in both very safe periods as well as
during times of econocmic difficulty and incressed risk. A bank that
has provided coatinuing lomg-tern services to s borrower, including
during periods of some buainess difficulty, deserves the opportuaity
te Zinance high-quality projects, especially whem the risk has beem
sinimised by a U. S. Government guareatee. It verges on the unethi-
cal to heve s borrower take a low-risk, gusranteed project to a new
bank rather than giving his long-term bank the opportunity to parti-
cipate in 4 wortlwhile proiect.

Additionally, it has been found that opportunities for fruitful
private sector insestments in the health and nutrition fields have
been "surface” by Chase-Manhattan Bank in Indgonesia and recently by
the Bangkok Bank in Thailsnd. It certainly would be improper to take
these cpportunities to another bank after the project was originally
identified by a nonparticipating bank. Consequently, it is recom-
sended (hat ne restrictions be made prohibiting utilising the domes-
tic brarches of foreign banks or any other msjor local banks, and
that all msjor private banking institutions be encouraged to ideatify
fruitful project opportumities for the Health Lisk program.

The present interest rate from private banks in Thailand is 15 per-
cent for industrial iovestments. (It is 15-1/2 percent for both

vorking capital and capital investments in nonmanufacturing sectors.)

11



Cn January 24, 1986, in Indonesia the prime rate vas 22 percent at
the private banks, although the actual rate to good customers often
is reduced by two or more points depending on the strength of the
security and the other factors used by the banks to evaluate an
investaent. On the other hand, in Indonesia the government owned
banks are lending @oney at only 15 percent.

Given the present rate of inflation in Indonesia g well as the
cost of money around the world, an interesting and paradoxzical situs-
tion exists in the Indonesisn banking sceme: “free market® rates are
available from the government-owned banks, while the privately owned

government rastrictioms oa the momey supply ia Indomesia. The
result of this peculiar set of circumstances (which is complicated
even more by the fact that it ig not impossible to obtain rates of 10
to 12 percent from off-shore banking ingtitutions which utilize the
world "free market™ interest rates for dollars) is that aany poten—
tial investors in pPlant expansion naturally prefer using government
banks in Indonesia rather than privately owned bankg - even with the
incentive of 4 y, S. Govermment guarantee for half the borrowed
amount|

Given that the Primary thrust of the Health Link program is to
promote realistically financed, private sector, Profit-making enter-
Prises in the health and nutrition fields, it is therefore recom-
mended that no Testrictions be placed on the technical assistance
Provided by Health Link or the loan guarantees that 8re associated
wvith the Health Link program in terms of what bask is utilized te

provide the losa, 4o long ss that bask is able ¢o pecform the

-1 %



respoasible functions of leader upon which the Health Link program
depends. 1If it if felt that government-owmed basks do mot have the
techaical expertisz to properly evaluata the quality of a borrowers’
project and provide sufficieant protection fer the guaraater, thea
this respoasibility caa be assumed by either.the PATH staff, outside
comsultants or U. S. Goverameat persomsel.

/

h



GENERAL OBSERVATIONS
\

9.

10.

Much to the surprise of the Consultant, it was found that, 4t

Present, Iadonesia seems a mueh Bere comdusive area for successfal

Thailand. Two possible reasons for this may be that:

+ The technical input which is provided from outside the country
has & much greater incremental impact in Indonesia (than in
Thailand) because Indonesia's technical and professional exper-
tise is spresd more thinly over its large population,

- The recent sharp declines ia of1 prices seems to be csusing o
msjor chaage in the views of thohdm”nt-ututoth
importance of the role of the private secter inm Indonesia’s
economic development. Thisg preseats s msjor target of eppor~-
tuaicy for enhancing the role of the private sector.

Health Link may be devoted to ideas and concepts which do not carry
through to a U. §, Government-sponsored loan guarantee. In addition,
some of the prefeasibility studies and even business Planning
(feasibility study) effort may have been expended on specific firmg
that did not proceed vith an investment. Thisg does not mean, however,
that the work had no effect, In Rany cases, the stirring wp of
interest in o ¢coneept becomes knowa within the community (these are
very small business communities in both Indonesia and Thailand) aead
the effect is to hasten o competing firm ia ics developmeat of o
commercial venture irn the ares being worked on by the Health Link
staff,



11,

One such example of this "stirring the Pot! effect was in the

infant weaning food project in Indonesias. The Consultant made o

special point of visiting the firm that “best Health Link to the
market” in order to determine whether their speed of implemsntation
vas affected by their knovledge of what PATH was doing with g compe~
titor., This suspicion was confirmed to the Consultant, The balance
of the meeting was then uged to develop a relationship between PATH
and the more sggressive firm which hopefully will generate rapid
action on other nutrition-related Health Link projects.

Consequently, it ig recommended that during the evaluation of
mnum.iyrm-armmamm that the
"stirring of the pot® effect be examined by the evaluators.

Although the Consul tant specifically requested Bot to evaluate the
overall performance by the institutions involved in implementing the
Health Link program, s number of overview conclusions can and should

be presented at this stage:

informed on the general gubject of health and nutrition-related
technology, the field is so broad and the specific opportunities
to be applied in 8ny particular economic System or country gsre
80 individual, substantial initial effort had te be expended ia
identifying the primary targets for Successful imvestmeat in the
specific countries idencified for this project.

« For each country, establishing additional relationships with the
business community, the banking Community, the government (a

necessary contact point given the high degree of regulation of

15



business that exists in the target countries), as well gg with
the specific Possible suppliers of technology from outside the
target countries Tequires s certain amount of set-up time. Thi,
also slows down the implementation of project objectives, espe-
cially during the firce year,

There is scme learning curve time required in taking an ingtity-
tion guch g3 PATH which hag prodclinantly Ooperated in the
not-for-profit sector to focus their thinking and efforts on
developing nonsubsidized Profitable businesses in the health and
nutrition fields,

As with any major new Project, some of the staff members will
perform better than anticipated whiie the performance of others
will be disappointing, This is true vhather the Personnel
az3igned are long-tera employees or new hires. Conclqunntly; it
can be expected ther Some of the effor:, Particularly in the
early stages of o Project suck ag Health Link, will be misplaced
or ineffective. The Consultant believes that PATH would noe
Necessarily disagree with thig point and would point in parti-
cular to g disappointing experience vith g key stetf member in
Thailand who had been hired to Play an important coordinating
role in that country. Thus, shaking down the organization hgg
been part of the early phase of the Health Link program.

Some of the most impertant Project ideas baged oa their potem-
tial impact om commuaity health require the longest lead time ia
their implementation, This is not Surprising in thge they

undoubtedly would have already been implezented if they were not



d:l.!ﬁcult to bring about. It was not possible for the Consul-
tant to evaluate whether excessive energy wvas expended on these
very important (from a health impact standpoint) projects to the
detriment of less obviously major or crucial HLealth-related
projects and whether any misplacement of emphasis resulted in
overlooking opportunities for investsent in sungller and less
dramatic subprojects.

+ Givea the receat clarification to PATH of the objectives of MR,
i.e., achieving the most rapid possible level of investment in
profit-making, private-sector, heslth and nutrition pProjects in
the target countries oz other AID-supported countries - a shife
of emphasis by PATR staff probably will take plage which will
incresse the likelihood that worthwhile isvestaerts csa be made
awuumm.uam-ugfuuymw
sature prior to the expiratica of the grant in September 1986.

12, BOWEVER, THE JURY IS STILL OUT; A THE FPROOF OF THE PUDDING WILL BE
IN THE RATING.



SECTION III -~ MEETINGS WITH U. S. GOVERNMENT OFFICIALS

\
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A.

PRE Officials in Wuh:i.ngton, D.C.

Maetings on January 13, 1986, Compton Chase-Lansdale and Bob Dodson.

At the meeting with Compton and Bob, the Consultant was informed that
there were 12 projects in various stages of development that nseded
evaluation. The task assigned to the Comsultant was to evaluate “whether
these 12 projects were for real® in &ccordance with the phone call during
the prior week.

At the end of the meeting with Compton, two other tasks wvere given
the Comsultant:

« Assist in pushing projects to completion as rapidly as possible by
providing whatever advice and assistance might be constructive; and

- BEvaluste the subcentrsetors from the local countries who are
assisting PATH in the execution of the Health Link project.

The mest importaat mw-.m:mmmmam
project will succeed and does NOT wamt it to fail. Nometheless, PRE is
prepared to take action to terminate the grant, at least at the ead of
September 1986 and pessidly evea Soomer, {¥ it locks as though the funds
that have been allocated can not be prodectively employed.

Meeting with Ms. Neal Pedan Head of the Bureau for Private Enterprise
Mmduﬁthmm'ummlyhortnthmumm
Coasultant to perform the essigned tasks with PATH both in Seattle aad

in the field. The discussion with Neal vas the first time in the Consul-
tant's experience in dealing with AID, that a genior official publicly
delineated AID various roles of the subunits within the Agency and their
relationship to the development process.

Ms. Pedan pointed owt that over and above the value of the subproj~-

ects for improving the health and even the economy of the target

18



o the business of improving the econenies of developing coeuntries by
getting private sector businesses teo fonetion offectively, efficiently,
and profitably in the shortest elapsed time. She indicated that if some
vorthwhile Projects were not able to be implemented jin the short runm,

perhaps they should Rore properly fit within the portfolio of activitieg

unless thers are clearly measureable dccomplishments to match ths objec-
tives that have been sstablished for these programs,

Ms. Pedan eavigions R as aa setiom-orieated isplementer thae
strengthens the overall econamic welfare of developing countries threugh
the mechanism of Streagthening the private sectors; and that the bensfits
derived from thig economic strengthening will spread throughout the entire
economy by improving employment, training Renagers, eliciting entrepreneu~
rial talent, pProviding less expensive needed Products for the consuming
publie, reducing foreign exchange requirements, and enhancing the diver—
sification of pover and, thus, the daocratizing of the society. She
exphasized that PRE doeg Bot object te longer-term development efforts,
especially on sebjectr which Tequire resesrch and development: byt

» Pedan indicated thee this is not my', mission nor is mrg scaffed to
undertake such long-tera assignuents,

With reference to the Health Link project, she recognizes that it zay
be am worthwhile eéxperiment with goals and objectives that both PATH ang

Agency staff had felt could be accomplighed in the two-year period of the
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contracting Grant. If the asswaptions om which the program had been
initially established were wroag, and it was impossidle te make a signifi-
cant impact ia the development of private sector businesses in the bealth
and mutritiom-rulated fields em a rapid basis through the mechanisms of
Health Link, then the failure te schieve the desired results should be
acknowledged sad sppropriate actioes takes to terminate the activity. She
ended by expressing her desirs that the project succeed but affirmed her
willingness to mske the hard decision if it appeared that the results

were not there.

"Market Niche"™ SRohz Analysis of PRE Functions from Discussions with
Ms. Pedan

As & result of the Consultant's recent involvement in evaluating
whether a fund for the commercial ization of technology would serve a use-
ful purpose in the development process of the Private sector in Kenya, he
Vas reasonsbly wall-informed about this area of the AID's activities,
Moreover, recant experiences during the Health Link subproject evaluation
and an earlier PRE-sponsored program with the YPO provided some initial
exposure to the role that ig played by Science and Technology and the
Country Missiong respectively,

haunlto!chocmmt:lmdthlll. Pedan aad Mr. Chase-Lans-
dale ss well as conversations with Mr. Ed Harrell on the commercialization
of technology, it was possible for the Comsultant te explain to PATR us
vell as to mission personnel who asked for debriefings on the Consultant's
vork during the field stages of his mission, what are tha evolving roles
of the various subunits of the AID organization. The explanation is
1llustrated in the chart shown below:



LONG-TERM DEVELOPMENT IMPACT

1.

2.

Science and Technology

Long-tern Mission Programs for Inltitutioﬂ
Building

Research and development of technologies
& techniques that will have major long~
term impact for developing countries but
but which require significant additiomal
development before they will be translac-
able into actual operations.

Long-term educational efforces to provide
neceasary human resources for the public
and/or private sector of developing
countries.

Long-ters institutional modification efforts
to set the stage for privatization, deregu-
lation and removal of ‘market controls.
Essentially programs undertaken in thia
market niche of AID's gctivities have a
time horizon that may Tequire four to as
much as ten ysara (in the case of basic
research efforts) before their full affects
will begin to be felt by the general popu-
latioa.

TIMING

MID-RANGE DEVELOPMENT IMPACT

THE THRUST OF AID OPERATING UNITS/ACTIVITIES

1. Cosmercislization of Technology

2, Midterm Mission Progreas for Institution
Strengthening

3. Demonstration Projects, Ete,

IMMEDIATE ACTION

ASSOCIATED CHARACTERISTICS OF EACH AID PROGRAM THRUST AREA
———— e 1R AREA

a. Very spplied regesrch and developmsnt of
technologies which cus be commercislised
in developing countries im not more then
four and prefersbly less thaa three
years.

b, Provide support for privatizations, deregu-

lation, and removal of market controls -
through the detsiled mid-range pisnaing

of programs that sre expected to be imple-
sented beginning mot more than thres years

from the initistiom of the prograa.

2.

3.

4. Emer

PRE Private Sector New Enterprise or Product
Developmént

PRE Privatization of SOE's

PRE Programs to Strengthen Existing Private
Sector Enterprises

Emergency AID and FL 480 Assistance

Pushing idess with commarcial potential inte
actual private sector, profit-makiag produc-
tion in & period of not more than 2-1/2

years and preferesbly less than 2 years.

Fulfilling this mission through a mixture of
technical asssistance in marketing, finance,
production, and Banagemsent technology proposed
to existing end proposed private sector busi-
nesses; and by providing financisl sapport
in the form of (preferably) market rate
losns. The development of venture capital
sources vhere the financial systea has not
yet evolved to provide these gervices suf-
ficient to support a private sector based
econoay.

Strengthening the indigencus finsncial
institutions to provide necesssary financial
Services to a maturing private sector
economy.

Provide temporary emsrgency aid to asgist

in meeting food and other crises of a mou—
recurring nature.

21



In the laaguage of the private sector, the above anslysis resembles
8 description of the market niche objectives for variows asjor program
thrusts and/or operating catities of AID.

Just as private sector business unit smst define and understand the
market niche which they are best. able to £ill if they are to bo profitable
and successful, so too must nonprofit and governmental operating units
clearly define the role that they can best play, their objectives, and the
linits of their primary operating respoasibilicy if they are to achieve
the objectives set for the organization.

In the case of AID, various operating units can provide services to
one or more of the three basic thrust aress of AID s0 long as they clearly
understand in which thrust ares they are operating and what, therefore,
the time horizon must be for their efforts. Similarly, the individual
technical specialists from the operating units could be detailed to pro-
vide specialized technical support outside of the basic thrust area of
their their subcomponent. Here again, the distinctions between the thruse
areas must be clearly understood by the individuals so that their work can

meet the requirements of the particular unit for which they are tempor-

arily working.

An Example from the P sical Sciences to Illustrate the Market Niche

To further clarify for PATH the above description of PRE's role in
AID and its expectations for the Health Link program, the example of the
“energy of asctivation" (Bgee) in chemical reactions was described: ia
chemical reactions the energy level necessary to trigger s reaction is
comnsiderably more tham that required to sustain it. In other words, te
got a chemical reactiom started, you must really turn uwp the burner mader



the besker in orxder to overcome the resistance of substances to combing
to form & new product. Ismediately after the resctica starts, however,
it is possible to turn down the burner and provide a much lower level of
emergy but, the resctioa will, aonetheless, coatirue to coapletion.

The Consultant stated his belief that im the formstiom ef new busi-
nesses in the private secter and in the area of making major imstitutiomal
changes in a nation's economy such as that involved in privatization, it
is necessary to provide a grest deal of "energy of activatioa (heat)" teo
get the process started. After the process has begun, however, while
energy =may still be required from outside the system to continue the
Process through to its proper completion, the level of energy does set

have to be so great. Health Link wes described to PATH as s
—_————0f120eC to TAIH as s program

which is expected to provide that high level of initial energy - the

"Boce” - vhich will begin an oagoing process of private sector ecomomic
development in the heslth and nutrition-reldted products field,

From the above analogies, and the earlier description of the Consul-
tant's perceptiom of the recently defined market niche decisions within
th§ Agency, the reasons for PRE's Very great interest in seeing that sub-
stantial tangible results in the form of increased private sector produc-
tion in the health field within Thailand and Indonesia; PATH aow better
appreciates the necessity to demonstrate that the Health Lisk program caa
provide & wortlwhile aad efficient method for achieving Agency objectives.
Based on the above understanding of - evolving “market niches" certain
projects have been recommended (in the following sections) to be possibly
shifted out of Health Link and PRE into the Science and Technology wing of
the Agency. The basic reason is that these projects probably require

substantial applied regearch and development before they can reach the
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stage where they are susceptible to being pushed into actual commercia-

lization through the efforts of either a "fund for the commercialization

of technology” or the efforts of PRE.
mmtpdntlwdhmmuthmlmhmmm.

of PRE and chemical reactioms: in chemical reactions the smomat of extra

energy - i.e., the size of the "Bace” factor - cannot be predicted from

any known chemical theories. It can only be determined from experiments

under which various levels of energy are gradually added uatil the resc-
tion finglly starts. Similarly, the effectiveness of the activities of
PRE - given the relative newness of the overall thrust of its sctivities -
cannot essily be predicted umtil they arc attempted im seversl differeat
coatexts. Thess program: must, by definition, be experimental since this
type of overall effort hss not been attempted before on any scientific or
continuous basis. Thus, it msy turn out that the Health Lisk progrim
should properly have beem & three~yesr effort instead of a two~year
effort because that is the sncunt of "heat" that it mey take to initiste
the process that Health Link was designed to get underway. On the other

hand, the Consultant feels that two years is a reasondle length for demon-

strating that the Health Link concept makes basic sense by uh.(cvh. sub~
stantial measurable results during the first two years.

Measuring the Effectiveness of the Health Link Program

Some confusion exists with regard to whether or not the utilizing of
the loan guarantee capacity associated with the Health Link project is s
crucial and necessary element for judging the success of the project?
The Consultant feels that if the Health Link program is able to achieve

substantial additional production, distribution or lower cost access te

bealth and nutritionrelated products without even using sny of the loan
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F.

guaraates facility, the project would be an ogmhnz great success. As
will be described in the summary statement regarding the banks (see Sec-

tion IV, Banks, below), the loan guarantee is met always of majer value
for potentisl investors aad serves more as & goed talking point and as en
excellent method for eliciting imterest om the part of poteatial investeors
in working with the Health Link contractor. The two primary cases in
vhich losn guarantees will be used are 1) when the investing firms in new
production capability are financially weak; and 2) when the projects are
financially risky. These are not necessarily desirabls attributes for thoﬂ

subprojects under the Health Link Grant.

Meetings with Other AID Officials

In various meeting with a wide range of AID officials, an 'oquuy
wide range of “degrees 6.‘. urgency™ with regard ta the Health fink program
were exhibited. Some officiale were very quick to say "“will, you know,
health projects take & long time to develo).” Others seemed to feel that
businesses should be created immedistely and that the fact that PATH nay
only now - after 15 months of operation - be on the verge of getting busi-
nesses kicked off is clear evidence of a failure of the Health Link.
concept or the inability of the PATH organization to accomplish the
prrject. The result of these differences of opinion on contractor per-
formance is difficuvlt to quantify, but it should be pointed out that
either excess pressure for rapid measurable results or insufficiemt pres-
sure for tangible achievement cam result is confusiom and partial paraly-
sis on the part of asa employes or comtractor. Consequently, it is

important that within the Agency a carefully reconsidered consensus be
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achieved on exactly what are the demanded expected results of tho Health

Links program. This subject was addressed extensively in the

policy-related igsues of Section I
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SECTION IV - DETAILED PROJECT-BY-PROJBCT. BANK,
AND SUBCONTRACTOR ANALYSIS
———— X _ANALYSIS

Projects to be Supplemented and/or Shifted

Projects on the PATH List as of 14 January with the Best
Prospects for Implementation

Projects on the PATH List as of 23 January with Lesg Certain
Prospects for Implementation

New Projects Which Surfaced During the Pield Visit
Meetings Regarding Banking in Thailand and Indonesig

Evaluation of Local Subcontractors

A



PROJECTS ToO BE SUPPLEMENTIYD AND/OR SHIFTED
\

A. Hepatitis 3 Vaceine Subproject - Thailand and Indonesia

Meeting with Dr, Bddie Lembong, President Director, P.T, Pharos Indonesi,

Led,

= 21 Janusry 1986

1. Eddie Lembong ig an intense and strong-willed, relatively young (42

3.

4.

to 44 years of age) head of 4 nedium-large Pharmaceutical company ir
Indonesis,

His feeling was that at present and in the near future, there is no
sarket for the sanufacture of Hepatitig B Vaccine in Indonesia.

He ig already importing the Marc-Sharp-Dome product which retails
for somewhere between $50 ¢o $60 a dose and which requires
three doses to provide immunity (total coge $150-$180). me believes

He questions the good senge of utilizing the Plasma derived approach
for manufacturing Hepatitis B Vaccine in Indonesia. Thig is based on
two basic factors:

8. Since utilizing the Plasma derived approach would probably
require that for Some period of time blood products wvould be
éxported from Indonesia to South Kores (the Win Ralona
approach), and gince ethical or religious factors uake thig
difficule, political/rcligotu OPposition might ki1j 8 staged
Program baged initially on bulk e@xport of Indonesian Plasma and
bulk import of Hepatitis B Vaccing (with loecal production to
follow later). This question must be dealt vith if the Korean/

Kalona approach is adopted,
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5.

b. He also raised an interesting question: “Shouldn't Indonesia
wait for the much more powerful and probably more viable for the
long-tera aepproach of creating vaccine through recombinant DNA
technology? "This process pPresently is being developed by Marc~
Sharp-Dome but in the estimstion of some, is perhaps four to
ten years mray from being exportable.” This technology also
would have wide uses for other industrial products. ™

Bddie recommeaded that Health Link support him in developiag a

distribution program for sales of a much-reduced price Merc-Sharp-

Dome Hepatitis B Vaceine and that this could be achieved by guaran-

teeing much larger orders from Merc-Sharp-Dome. This would develop a

niddle~class market for the vaccine and would be a prelude to even-

tual larger-scale importation or manufacture of the product.

10. Meeting with Dr. Wim Kelons, President Director of P T. Wigo and P T Darya
Varia Laboratia, also with Sonny Kalona, Francisco D. Alanpay, and Dr, A.
Widjaya.

6.

Dr. Kalona's group probably is the largest private pharmaceutical
company in Indonesia. It is strong financially and technically,
Dr. Kalona has more years of continuous service as ¢ pharmacist than
anyone else in Indonesia, but he is still the vigorous leader of his
business.
Dr. Kalona proposed the following program for implementing the
Hepatitis B project.
- Work with/get agreement from the New York Blood Center or the
Koroan Group to import bulk quantities of plasms-derived Hepa-

titis B“Vaccine,

28



Present a business plan for the importation and distribution as
well as the quality control and dosage preparation of the bulk
product to PATH by June 1.
Register the vaccine within six months after he makes applica-
tion on June 1.
PATH is required, therefore, to confirm the United States FDA
tinmetable for vaccine registration of the New York Blood Center
product. Subsequent conversations with Dr. Henry Wilde indicated
that this vaccine probably will naver receive U. S. FDA approval
because it is not likely to be sold inm sufficiently large quan-
tities in the United States to require this approval or to make
the approval process cost-effective (Rich Mahoney disagrees on
this point).
Dr. Kalona indicated during the discussion that the New York
Blood Bank/Korean product will be difficult to sell if it only has
Korean FDA approval which presently is the situation. This asy lead
to an impass is the introductiom of this product.
February 4 meeting with Dr. Henry Wilde and Don Douglas of PATH regarding
Hepatitis B vaccing
8. Inforaation recently had been received by PATH that s ssjor cost
breakthrough might be achieved in obtaining plasma-derived Hepati-
tis B Vaccine from the Koresn source. This information is highly
confidential. In all likelihood the Koreans have developed and
produced a lazge smount of vaccine which cannot be sold for approxi-
mately six months until the results of chimpanzee tests are completed

which will prove the safety of each batch of the vaccine. This
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9.

Deans that they may have produced s million or so doses which are now
in the freezer vaiting for sale.

In locking at Hepatitis B Vaccine from the standpoint of immunizing
the high-risk group (new-borns), s number of cost factors were dig-
cussed. Because both Thailand end Indonecia have Red Cross groups
that collect substantial amounts of blood with the hepatitis B anti-
gen included, and this blood ig now disposed of rather than used, the
availability of blood from either country probably is gufficient to
Provide enocugh vaccine for both countries from blood domors in either
country. This conclusion is based on utilizing the New York Blood
Center - Koresn Cheil Sugar Company approach which, as mentioned
above, only has Korean FDA approval. This production method is the
most advanced approach Presently svailable and produces 16.5 adult
doses or approximately 30 child doses from one ailliliter of plasms.
This mesns that & mere 61 liter or 13 gallons of plasma from high
titer domors would produce & milliom adult doses or emough to immm-
nise 330,000 adults. This B6® process of usiang high titer domers is
an improvemeat of 30 to ome over the Duteh Red Cross spproach and an
improvement of over 16 ¢o one over the the Pasteure approach in
terns of the amount of doses derived from each mait of plasms.

The equipment costs for o Hepatitis B Vaccine production
facility are probably betveen $800,000 and $1,000,000. This
undoubtedly is a conservative figure and could be less. A high-tech-
nology building also would be required of spproximately 4,000 square
feet; and, utilizing a maximum of $200 U. s. per square foot, would

require an additional $800,000 investment,

W)
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10.

If high titer blood and the New York Blood Ceater approsch is
stilized, it is more tham possible to produce the 12,000,000 doses
per year required in Indomesia end the 3,000,000 deses ‘POr year
required in Thailand in coe sweh facility. The tetal operatiag staff
vould be approziascely six pecple.

Bstimating the salaries for these six people at §60,000, power
at $20,000, materials at $10,000, and miscellaneous costs at $10,000,
the total anmnual operating expenses for production of 15,000,000
doses would be $100,000 for operating expenses plus $240,000 to
smortize the $1,600,000 cspital cost. The total predection cost, in
other werds, would be $340,000 per yesr, (3.0266 per dess) plus the
cost of bottling.

Another major cost, however, would be the cost of chimpanzees
(and their msintensnce) which are required to test the safety of each
batch of vaccine that is produced.

Based on Henry's breakdown of cost and capability of the techmical
approach, it appears that 15,000,000 doses could be produced at a
cost of not more than $1,000,000 pex year when allowing $660,000 for
chimpanzee maintenance and bottling. This results is s dose price of
somewhere between 6 and 7 ceats per dose verses the curreat imsported
cost of $23.00 per dose from Merc-Sharp-Dome. The answers as to why
cost can be reduced to such an extent are related to various factors,
but include the cost to amortize research and development of a new
product method as well as the cost for obtaining FDA approval in the
United States. Thus, even if the Korean Cheil Sugar Company were to
make svailable vaccine at $5.00 per dose, significantly larger
distribution could be obtained it delivered dose prices could be

i



lowered to 50 cents a dose ($1.50 per course of treatment) or to an
even lower possible figure if the above analysis can be relied upon.

(It must be recognized, however, that even this low price does not

mean the governments in either country can afford or will undertake a
total program to wipe out hepatitis B at this time.) Less than total
utilization (i.e., lower sales) will raise unit prices. Fortunately,
this vaccine is not highly heat sensitive and has reasonably esasy to
meet storage requirements.

Summary of Hepatitis B Subproject

8. Hepatitis B is an often fatal dilcnac. It is the one disease
that has been almost certainly proven to casuse cancer ~ cancer
of the 1liver - and it was reported that approximately
20,000 such cases occur in Indonesia every year whick sculd usve
been prevented had not the afflicted individual earlier suffered
from hepatitis B. Beyond cancer, many patients die from the
disease itself. Finally considersble cost to the society is
generated by the sicknesses resulting from hepatitis B.

b. While it might be possible to obtain the Korean-spproved vaccine
at $5.00 per dose, this is net yet asssured. However, it would
prove out the New York Blood Center technology on s large-scale
basis and insure that this method is presently the best, least-
cost method for producing this needed vaccine and may even be
superior to the recombinant DNA approach which is several years
down the road. And the Korean Cheil Sugar Company has the sole
vorldwide license from the New York Blood Center to use this

process!



d.

Some conflict exists raegarding protein contamination of the
vaccines preduced using the Dutch Red Cross approach and the
World Health Organization (WHO) is concerned about this iggue,
Dr. Wilde and other technical experts strongly disagree with the
WHO as to the importance of thig criteria, nonetheless, WHO's
positions on these matters are taken very seriously in both
Thailand and Indonesia. This is one of those situations where

the regulatory bodies “cure the disease but kill the patient.™ A

aa tly funded basis AID te _and in sdditien

to the Health Link project gtcvidid that rapid action is taken.

The project is a viable poteatisl business ia either Indonesia
or Thailand but probably mot beth, Development of o successful

method rfor producing low-cost vaccine, in one of these
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twv countries should be pursued with the stipulatiom that sup-
port provided will result in & process that cam be utilized in
other sreas of the world that seffer from hepatitis B and which
would desire to obtain access to the technology for producing
their own vaccine; or, alternately, these countries would be
supplied vaccine at a predetermined cost with s limited markup.

It night be possible to make a deal with Thailand and Indonesia
to have cne country produce rabies vaccine and the other produce Hepa-
titis B Vaccine and then exchange them for use in both countries
at & preferred rate. Negotiationr for such an approach will
require that top U. S. health officials work st fairly high
levels in both governments. This subjeet should be byought te
the attention of the Mission Directors in beth comntries asd
perhape should be coordinated by the head of Science and
Technology ocut of Washington.

Thus far PATH has done excellent work in the Hepatitis B Vaccine
ares through the Health Link project evea through ne near terms
investaent has yet been established. Nevertheless, if this work
continues its present course, the opportunity to obtain an addi-
tional and competitive source of supply, which might drive the
price of this vary needed product downward to its ultimate low
point (cents instead of dollars) msy be lost in the process of
obtaining the best possible result under the programmatic objec-
tives of Health Link. For the reason given sbove - namely the
large-scale world-wide importance of Hepatitis B Vaccine far

AID-supported countries - it is most strongly recommended that a

strate session be held as soon ac possible and that the PATH
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organization proceed very cautiocusly (or held off proceeding)
until this strategy can be developed in conjunction with USAID's

personnel.
After the overall strategy has been set, it may still be

very possible for the Health Link project to provide for the
ismediste bulk importatiom aad bottling of Nepatitis B Vaccine
4t a vastly reduced price to that which this vaccine presently
commands. BHealth Link support weuld go toward the importatiocn
and distribution phase rather than the msnufacture at this
stage. Even if it turned out that bulk shipment to Indonesia or
Thaiisnd and bottling on site is not a cost-effective invest-
sent, the shipmeat of blind bettles for labeling sad quality
mudunuudutrﬂnuuuyvuynuhumuo
Health Link project.

Larvacide for Malaris Control ~ Thailand and Indonesia
\

January 20, 1986 Meeting with Tiu Huisman, Ares Director, Agricultural
Chemicals, Abbott S.A.

1. At a brief meeting with Mr. Huisman of Abbott Labs, the quastion was

2.

raised regarding utilizing B.t. H-14 (BTI), a larvacide which is gold
under the trade name Vectobact™®, a5 gn alternstive to DDT use. One
of the key problems pointed out by the Leona d'Agnes and discussed
with Mr. Huismen were questions regarding the proper formulations for
Vectebae (i.e., whether in ponder, spray, floating discs, granuals,
etc.) for use in the particular environments of Indonesis and Thai-
land. These questions have mot yot been resolved by Abbott.

The second question discussed was the staying power or longevity of
BTI and how often it would have to be reapplied in order to be
effective. Mr. Huisman admitted that this was a problem and that
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3.

Abbott was developing a new product which is another variety of this
larvacide called bacillus sphericus (BS), which they predict "will
ultimately replace bacillus thuringiensis (31TI)." Presently they have
developed a BS strain to replace BT but they have not yet had suffi-
cient field testing to finally conclude that it is safe and has no
side effects. Because it is a naturally occurring bacteria, in all
likelihood it will be found to be safe and it has the advantage of
much longer (three to ten times longer) life that the BT version
which means that its cost for application and the amount required for
use vill be vastly reduced.

Mr. Huisman conceded that BT and perhsps even BS will be more expen-
sive than DDT control methods. and, given the reductions in its budget
by the Indonesian Government for all programs, it may be very diffi-
cult to sell the more expensive product even though it is safer than
DDT. Moreover, it is likely the government would wait for the BS

version if possible.

January 22 wmeeting with Haryanto Adikoesoemo, Executive Director, Pt.
Aneka Kimia Raya

4.

Se

6.

This firm is a maker of various chericals as vell as & matal fabri-
cating firm for heavy industries. They manufacture sorbitol (a
stabilizer used in many foods), and lastly import chemicals for sale
to other manufacturers

The firm has limited connections with the Ministry of Health but are
confident that they can build up their contact base.

They are waiting for a feasibility study to determine the scale ot

government purchases of insecticides.
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7.

They are willing to start vith a trial of larvacide sales by using
just imported goods as demanded by sales. They would do thig rather
than even keeping stockpiles on hand,

Leona's feeling is that she thinks thig Product (larvacides) would
need a subsidy,

January 29, 1986 Meeting with Dr. Sonsak Pantuwatana, PhD, Associate Pro~
fessor, Department of Microbiology, Mihdol University, Thailand; and
Anaret Bhumiratans, PhD, Department of Microbiology.

10,

PATH staff and the Consultant met with the two professors in Thailand
vho have done the majority of work in this field. They presently are
producing small quantities of both the BTI and BS versions of this
larvacide at laboratc.y scale in a llboutory-typ. fermentstion
Systes. The two professors started in 1975 working on thig project,
beginning with ¢he isolation of the microorganisms BTI and BS.
Between 1980 and 1983 they began production of both substances. They
recognized that gome questions regarding the safety of bacillus
sphericus have not Yot been tested although there ig little or no
likelihood that thig Product will not be safe for vector conmtrol use.
However, they estimate that two years of figld trials will be
required te establigh safety, ss well ag ¢t develop appropriate
formulations and confirm their effectiveness against the target
mosquitoes.

At present the Thai 8overnment is the only significaut buyer of
mosquito vector control products. (Vector control of insect pests ig
& government responsibility in almost every country including the
United States.) - The govermment buys DDT at a cost of $170,000,000
from Indonesia (thig Product is bought probably from one of the

target companies with which PATH ig vorking in Indonesia).
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11,

12 L]

At present in Thailand, the Ministry of Public Health ig doing

field trails along with the university. The Interior Ministry is
responsible for mosquito control in urban areas.
One version of the BT bacteris group, BTHDI- is a videly used for
cabbage worms in Thailand, the United States, and elsevwhere. At
Present it is imported in bulk and repackaged in small quantities
vhich can be purchased for 200 baht by farmers (under $8.00). Since
in all 1ikelihood vide spread mosquito control with BTI is probably
two or more years &way, but HD1 ig acceptable now for vide-spread.
use, HD1 could possibly be commercialized in Thailand much sooner
than the BTI and BS products.

It was estimated by Dr. Somsak and Dr. Amaret that the capital
costs for getting into the commercial fermentation of HD1 would be
approximately 100,000 bsht ($4,000,000). This product would not only
be used in Thailand but would: be exportable to other countries in the
region. This could be s Health Link project.

Suamary of Larvacide in Thailand and Indonesia

8. BTI (Abbott trade nsme - Vectobac) is & bacteria that is
produced through a. fermentation Process. In fermentation, major
economies of scale exist and quality control and pProcess control
are very important. In spite of the fact that the locsl labors-
tory at the university in Thailand is producing some small
quantities of the bacteria BS and BT, the availability of large-
scale industrial fermentation facilities m&y not exist at

Present in either Thailand or Indonesis. Consequently, it may

be very likely that even if larvacides become videly used for

vector control programs of malaria carrying mosquitoes, the
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b.

active product will be produced in the labs of Abbott ana
shipped for formulation in the local countries!

"Cost effectiveness has not beem established for BTI. There is
no recycling potential, and the operacion cost of repeated
applications, combined with the cost of the currently commer—-
cially available formulations, could impose serious comstraints
in its usage in developing countries. However, improved and
longer-floating slow-release capabilities, coupled with
inexpensive local production, msy completely reverse the situa-
tion. Comstraints om loecal productiom include the need for
vell-trained manpower; apprehensiveness of the local population
about the use of microbial control agents; and a requirement
that a fermentation plant be of adequate size to be cost-effec-
tive.

"With bacillus thuringiensis, production is by fermentation
process and where sophisticated fermemtation plants exists in
developing countries, coupled with bicassay facilities which are
essential for quality control, the possibility of loeal produe-
tion msy be comsidered.

"It should be emphasized, though, that this orgsmism er
other beeteris should not be produced on a cottage industry
basis, or evea in a crude industrial fermentatiom plant, for
reasons of safety aad efficacy. If local productiom is uader-
takes, it will be ecomomically advantageous te use the same
fermentation plant to produce a variety of microbial end other
products useful for both agricultural ead public health pests
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C.

aad vectors. Where facilities for local production (fermenta-
tion) and quality control are inadequate, consideration should
be given to the possibility of local formulation of imported,
good-quality, stable, bacterial Primary products. With all
microbial pesticides, the maintenance of quality through bio-
assay is a key production factor; as is the need to carry out
safety tests to insure that the product is not contaminated with
microorganisms which might be pathogenic to nan." (The above ig
all from the literature search and other investigations made by
PATH staffer, Carl McEvoy and is contained in his memo of
October 24, 1985. Emphasis by the Comsultaat.)

Based on the meetings with the professors in Thailand as well ag
the research done by PATH staff in Jeattle, it is the Ceagul-
tm'-cmludnthtcn.tnkﬁnhnuhukaun
1m:un-unmu:umuu1mumhm
target countries. 1Twe Primary steps have to be investigated
firses

- The availability of excess fermentatiom capacity for this
type of product in either of the two countries.

« A sesgurement of the actual comparative costs from usiag
these larvacidal products as opposed to DDT for moequito
control,

If no excess femmentation capacity exists, the Health Link
efforts with regard to lazvacide probably should be shifred to

are in large demand, since the facilities that are constructed
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c.

to produce these products would serve as pilot plants for later
Production or larvacides for vector control of mosquitoes.

In addition, even for a proper business evaluation of
establishing a formulation facility based on bulk imports of the
raw bacteris, it is Decessary to undertake a detsiled fessi-
bilicy s =~ first on £ -~ and them in the field,

environmental set of Thailand and Indonesia to
determine the actual cost for vector control using larvacidal
products. These studies basically are environmental engineering
efforts. The costs for which far exceed the scale of effort
allotted for a particular subproject in the Health Link program.

UimmmmnMMluhqumc
control ia typical loeal ectosystans by takisg inte coasiderstioa
air movemeat of sosquitoes, climate, topogzaphy, agricultural
astivities, dn&dﬂu!mmsnd:humm
costs with other forms of coatrel; it is very difficult to
imegine en ianvester meking a ssjor commitasat to preduse these
predusts.

d. As is the case with Repatitis B Vaccine, this overall subject
should be considered for a larger scale, independently funded
program supplementing the work that has been dons thus far by
Health Link.

Rabies Vaccine in Thailand

Maeting with Rich Mahoney and other Health Link staff in Seattle, Tuesday,
January 14, and January 15, 1986; and Supawat Chutivongse, MD, Director,
Thai Red Cross, January 30, 1986

1. The basic goal has been and remains thé production in Thailand of

rabies vaccine utilizing the process developed by Institut Merieux of
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2.

3.

Lyon, France. A private sector nomprofit organization, the Thai Red
Cross, or a profit-making subcontractor to the Thai Red Cross were
identified as the potential vaccine producer. This was necessitated
by the fact that the Thai Red Cross can produce the vaccine without
obtaining clearance from the government vhose parastatel pharmacuti-
cal company is very powerful and would object. The Thai Red Cross
already produces some vaccines including low quality rabias vaccine
using a less efficient process.

An agreement has been developed (and signed on February 11, 1986)
vhich provides for the importation of unlabeled vials containing
individusl doses of rabies vaccine by Thai Red Cross from Institut
Merieux. These doses will be supplied at the price of $6.35 U. §.
per dose CIF Bangkok, which compares very faborably to the current
cost for the German product of $13.00 per dose; and the Merieux
products are superior to both the German version and vaccine pres-
ently being produced in Thailand.

Paragreph 3.2 of the sgreement between the Thai Red Cross and Insti-
tut Merieux provides that upon the cumulative impertation of 500,000
doses or at the end of 1987, which ever shall occur first, the Thai
Red Cross shall have the option to purchase the vaccine in bulk form
and obtain the nacessary know-how and technology for processing and
manufacture of such product in bulk in Thailand itself. Subsequent
paragraph 4.3 states that the price for the product in bulk shall be
mutually sgreed upou by the parties upom such time as they shall be
ready to deliver and accept the vaccine in bulk. In other words, at

that point the Thai Red Cross has a right to either purchase in bulk
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4.

3.

and then bottle on site or to obtain the technology for actually
producing and bottling the vaccine on their own.
Although it originally was anticipated that the Thei Red Cross would
utilirze & for-profit private sector firm to produce the vaccins at
some later date for its own distribution as well as for distribution
by the Thai Red Cross, Dr. Supewat appears not to be perticularly
excited abeut private seetor produstiom of this or amy other vaceine.
This, however, conflicts with the difficulty that the Thai Red Cross
would have in gemerating sufficiemt imvestaemt capital to produce
the Marieux vaccine om its owm.
Both in Seattle and in Indonesia the Consultant pointed out that
without preestablishing a price for the importation of bulk vaccine
that would substantially lower the price per dose, it is pessible
that in two years time the Iastitut Meriewz will offer s price fer
the bulk prodset sufficieatly high that it will net mske amy sease
for the Thai Red Cress te attempt (em its own er through a fer—-profit
fira) to have the bulk produet bettled and labeled ia Thailand. The
Consultant was ssured that the motives of the Institut Merieux would
guarantee that this would not occur. The Consultant was assured by
Dr. Supswat that he would attempt to raise the subject with Institut
Marieux before the signing on February 11, 1986.

PATH reports that they initially wrote amuch more definitive
contract provisions but that the Thai Red Cross softened the language
in the document and Merieux, upon receiving it, jumped forward to

agree.
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6.

Sumag of Rabies Vaccine Subgrojoct

b.

At present, there seems to be little or no further role for
Health Link with regard to rabies vaccine in Thailand. Progress
toward possible receipt of bulk shipments of vaccine and local

 value—added bottling is spproximately two years avay. Simi-

larly, the Production of vaccine in Thailand is two eop
N0Te® years away under the present agreement unless it ig modi-
fied by the Thai Red Cross (which is doubtful),
mmmmwmmuugmzmum-n.m
ssjor and importamt goals:

» Lower-priced, higher-quality vaccine has been introduced
into the Thai market to treat the dreaded, much~needed, and
often fatal rabies disease.

o In addition to increasing sales by the Thai Red Cross (a
nonprofit private institution), « local private sector firm
which distributes vaccines also will be receiving the
lower-priced, higher-quality Institut Merieux product and
thus this segment of their business is likely to expand.

« A program has begun which Sgy ultimately lead to of the
vaccine in Thailand by either a profit-making or not-for-

profit private sector institution sometime after 1987,
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PROJECTS ON THR PATH LIST AS OF 14 JANUARY WITR THE BEST PROSPECTS FOR IMPLE-

MENTATION

Low-Cost Manufacture of High Correction Lenses
\&

23 January Meeting with Cyrille De Montvalon, Dalegate to Pt, Vigion
Technik Utams and Dominique Jumesux, President Director; and Daniel L.
Kraushsar, Helen KReller International, Country Director

2.

3.

4,

3.

Presently thig group is attempting to do a pilot project near Bogar
to provide low-cost eye glasses and low-cost cataract operations.
The problem has been that the local physicians have recently evi-
denced resistence to the project. This also may be coming from the
optical shops who generally give a kick-back to the physicians who
recommend them,

The project in Bogar has been Spproved at the top of the Ministry but
the lower-level resistence hes been able to stall it thug far.
Although the. original program for high~-correction lenses, such as are
needed after a catarger operation, was based on the govermment's
five-year plan to performs 500,000 operations, this large-scale
program is not needed to Support an immediate, smaller yet still a
viable project.

A basic outline of o project which would require loan guarantees for
140,000,000 rupiashs (spproximately $120,000) was described. Based on
the figures presented, the payback for this Project is between - throe
and four years.

A second project can be anticipated within a Year as demand for the
high-correction glasses is further developed in the more rural areas.
This second expansion would require spproxizately $60,000 for

investment but would double the capacity of the first investaent.
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6.

The company that we met with is owned by Lily Kasoen, but technical
assistance is being provided by the French firm of Pt. Essilor. Esgsi-
lor has guaranteed any equity commitments which will ba made by the

local Indonesian investor/owner.

Meeting 23 November with Lily Kasoen and -Bemco Droston of Deka Optalite

7.

9’-

This firm is also owned by Remco and Lily and was inherited from
Lily's father. It has a long history of activity in the eye glass
business, producing both glass and framas.

The owners are expansion-minded. They have plans for a series of
expansions in their eye glass business including a bifocal line
(which will have an investment requirement of $250,000) and their
low-cost frames line (which would require between $100-150,000).

The representative of the Helen Keller Institute will prepare a scope
of work for a feasibility study designed to test the msrket's absorp-
tive capacity for production beyond that which is going to be made
available under this first expansion project. This feasibility study

may receive Health Link' support.

Meeting of Monday, January 27 with Bank Duta and the Eye Glass People

10.

At the initiative of PATH staff and the Consultant, a meeting was
held to introduce the potential eye glase investors to Bank Duta
staff. The road map for obtaining the bank's review, a bank loan,
and & U. S. Government guarantee were outlined and all parties weat

sway from the meeting with their respective assigmmeat. Leocna
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11.

x.

will on top of this process until it reaches its ¢ o=

tion. It will receive PATH's highest prioricy.

Summary of Low-Cost Eye Glass Investments in Indonesia

b.

The participamts in this project have & goed track record of
low-cost profitable production of necessary products. They have
the technical capability to undertake several expansions in the
eye glass field, all of which will ba beneficial to the locsl
econcmy, both by expanding a profitable business and by pro-
viding essential products at lower costs than presently exist
within the Indonesian economy.

Subject to review by Bank Duta of the financing arrangements,
this first Health Lisk loen guaraates projest is likely te
proceed in the very nesr future.

Health Link staff sheuld centimme to wezk with the Helem Kallem
Instituts is order to bring additiossl investmeats castresa im
the proper course of times.

ui t Subproject - Thailand

Preliminary Meaeting, 28 January, with Khun Kongsak Tatiyanukule, Directing
Manager, Medical Industrial Domestic Company Limited (MID); and a follow-
up visit to the production facility later in the week

1.

With the exception of MID's machines, all other x-ray equipment

presently is imported into Thailand., The price of these machinas

range from $30,000-$100,000 and more. MID presemtly is producing

246 units & year of an excelleatly rated x-ray machine that retails

for aspproximately $10,000. Righty pexceat of the sales are to small

privately owned clinics ocutside of Baamgkok, in particular iz northera
Thailand. There appears to be a major demand fer additiemal

machines.
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2.

3.

4.

S.

6.

7.

To confirm this incressed demand, a market study is being conducted
by TISCO, a private consulting firm located in Bangkok.

Khun Kongsak enjoys an excellent reputation in the Thai business amd
professional community. He has been in the x-rsy busimess for
30 years. He began after graduating from high school when he toock a
job in the x-ray department of a large foreign-owned company. He was
sent to the United States, Germany, and elsewhers for training.
Seventeen years ago he started the MID Company and now has several
family members in the business, two daughters and one son. One of
them is a business person, another an engineer, the third a physi-
cist, and his wife does accounting,

He has obtained Board of Investment approval for his new investment,
vhich may total up to $500,000 in borrowings. Although it may be
reduced to $400,000.

The project is enhanced by the fact that the location of the new
facility will be near his Primary markets in the north as he intends
to establish his new factory in an industrial park in the Chaing Mai
area.

It is contemplated that an ILF losn also may be provided to him on a
somewhat concessionary basis to constitute part of the total borrow-
ing.

In addition to manufacturing x-ray machinery, MID repairs all types
of x-ray equipment as well as other fairly complex medical machinery.
As a bands-on, from-the-bottom-wp techmician, Khua Koagsak provides
excellent management and training in his compamy. This is a firm
that is likely to succeed and grow substantially over the years. In

the long run it could be a repository for the production of many
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9.

10.

11,

other types of medical equipment that combing electroni.:s, metal
fabricating, and plastic forming.

Because of the potential repid growth of this firm, a detailed long-
tera business strategy plan should be developed. Health Link might
assist in this process.

During the visit to his Mant, the Comsultant was favorably impressed
by the operatioam ef this light industrial facility. Cross training
of personnel had taken Place, workers clearly were high motivated and
knowledgeable in the operation of u].-ativoly complex machinery. Khun
Kongsak's son, the engineer, demonstrated a high level of proficiency
in alectrical engineering and electronics. Labor-sanagement rela-
tions were outstanding with Khun Kongsak providing housing for
workers from ocutsids the Bangkok ares and other amenities.

The tax situstiom in Theiland mandates the establishment of & new
company for this investment. Establishing the amount of equity to be
reposited in this new company in order o provide a proper debt to
equity ratio is still open to negotiation. Although the basics of
tu!mtiumuhm (assumiag that the market
Mnh@“hudymmmthwudmd
M).mmmozmwmmﬂuu
care.

At a meeting with the Vice President of Thai Farmers Bank, the com-
sultant was reassured that the Vice President in Charge, Khun Ajarie
will provide the proper assistance in seeing that the deal ig
properly structured. During the discussion with the bamk, the Com-
sultant raised the question of a blended rate, especially if an 1LY
loans might be provided for this project oa o concessionary basis.
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12.

Although the ILF program is of no direct concern to U. S. AID, it

vould be advantageous for all concerned if a single loan was made for

the project from the Thai Farmers Bank utilizing either syndication

wvith ILF or a subloan from ILF to Thai Farmers Bank with an adain-

istrative fee being added by Thai Farmers Bank and a blended rate

resulting overall.

Summary of the X-Ray Equipment Project in Thailand

Ce

m-projoethlikdytobothoﬂutdmdulhm:und.
Thlmmmvulhmhnhthuuhutmu
$200,000 againgt o $400,000 loan. The resulting project is
likely to be profitable and to result in gide benefits for the
economy of Thailand by enhancing the capability of a good small
firm to grow into a- major supplier of sophisticated equipment.
If the suggestions on blended rate Spproach to financing are
followed through, the implementation of thig Project by local
PATH staff will be an excellent learning experience in teras of
utilizing several of the instrusents available to PATH for
aasisting and promoting worthwhile projects in the aedical
field,

mmmm«:um&mrm result in s shake-
dmdthpmmtorobmmm.udmmdu
Health Link projects and vill greetly facilitate the process in
the future. The ability to make additional projects come into
being will be very much strengthened by being able to point to a
completed deal that has been beneficial to all parties involved
and this will hgve a very favorable public Telations impact upon

the Thai business community,
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F. Medical Diagnostics in Indonesia

Meeting with Dr. Wim Kalona, President Director of P.T. Darys Varia
Laboratoria, and his staff, 23 January 1986.

1.

2.

3.

&,

3.

The Kalona group was described earlier Section IITI during the a
detailed discussion of hepatitis B. The fimm is substaatial aand is
capable of undertaking large medical projects.

The technical staff of the firm has done & detailed economic analysis
of five to seven diagnostic tests which could be commercialized in
Indonesia. The combined sales would range from $1/2-1 million U. S.
annually, and the capital cost for getting into the buginess is
relatively smsll (probably in the range of $200,000 or less).
AWMWMO&I“M!M&&M&:
htumby'ﬁchhmundlhduthuﬂ.-znm
the sctive diagnostic ingrediemt. This allows the diagnostic test to
remain stable with a long shelf life during ordinary storage that is
relatively unlimited. PATH is vorking to obtain this techmelogy and
undoubtedly will do so im the near future.
Itmnndthntchaﬂdhdmuphalnthlmt-dlh'
of the disgnostic tests (pregnsacy) wvould be completed by the Kaloma
mbymlsudmlomuybylhzeh 1. In addition,
Dr. Wijays, the technical leader of the group, is to go to New York
City and make & technical review of various monoclonal diagnostic
test methods. He also will study the latex technology. It will be
PATR's job to tie down the availability of the memoclomals.

Sumuaary of the Status of the Diagnostics Subproject in Indonesis

a. The consultant believes that if PATHE is able to fimalize the

technology transfer of the latex technology, this projeet should
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Ce

The Kalona 8roup is financiall Stable and ghle to execute thig

Project..



PROJECTS ON THE PATH LISTS AS OF 21 JANUARY WITH LESS CERTAIN PROSPECT FOR
IMPLEMENTATION

G. Disposible odermic @8 _in Indonesia and Thailand

Maeting on 4 Fabruary 1986, with Semart Powpeka, Marketing Manager, Thai-
land for Becton Dickinson and meetings with the PATH staff,

1.

2.

This project is an example of the role that the Health Link progras
can p;ay in i-lilting an American-baged company in setting up a joint
venture with local business persons in g developing country. In the
United States one firm dominates the disposable syringe market -
Becton Dickingon (BD). Beonomies of scale are o major factor in this
business, and consequently, the number of firms in the business hag
been rapidly declining ag sutomation forces consolidation. of the

far behind the Japanese :'.u market share. Because this is & capital
intensive business, Becton Dickinson heg consolidated substantial
parts of its North American operation in the United States and Puerto
Rico. BD is planning to Open & major facility in Taiwvan to produce
the syringe components for the Asian market. It ig possible that
assembly of components could take place at decentralized locations
Provided that this would assist Becton Dickingon in obtaining 4o
larger market share in those countries; and consequently, it has been
thought by PATH thet it may be possible to establigh assembly facil-
ities in either Indonesia, Thailand, or in both countries. Unfor-
tunately, at the present time, no firm word is available on vhether
OF not the ability ¢o breskdown the sanufacturing process inte
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two stages (msnufacture of the ¢omponents and assembly) ig truely
feasible,
3. Complicating the picture is the fact that:

Ce

d.

Mr. VanDusen, who had Primary marketing responsibility for the
Asian area, hag recently left Becton Dickinson.

Becton Dickinson hag jus. moved its headquarters to Hongkonk and
is not yet staffed up for the expected major push into Asis but
is in the process of doing go.

The distributor for Becton Dickingem in Thailanc - a subgidiary
of ItalThai called MedicThai. MedicThei ig headed by the scme~
what difficult Me. A. R, Maestrini, and this pPotential partner
for Becton Dickingon in Thailand has been doing a very poor job
in selling the Becton Dickinson product in Thailand.
Boctcubicuuahuuku the approach tht.utﬂthrn:
uarket share has beem obtained in Thailewd, it would not com-
-ucmuuu.nmu.umxy sight for its products.

4. At the meeting with Khun Semart it was also learned that various
internal politics with regard to the Thai personnel that Becton

Dickinson had initially chosen to consult for it hag resulted in

paralysis in the effort to date.

5. Sumag of D:i.lgouhlo §zringc Production for Thailand and Indonesia

a. mzmttm'tohumlhhduvheh.rthnhnybuie

sense in separating the locatiem for msnufseture of components
and assembly of disposable syringes. It oust be determined
vhether or not thig is economically disadvantageous to guch an

extent that even the ability to enhance market penetration will



b.

C.

not overcome the cbstacle. This is s primary task that sust be
aceomplished by PATH,

The Consultant outlined a strategy for Thailand with Mr. Samart
which could be utilized to break the chicken-and-the-egg problem
of a need for increased market share before Thailand would be
considered as sn assembly location. This approach would involve
the creative use of Health Link feasibility/marketing front end
funds to assist Khun Samart in implementing a test marketing
plan that he has been developing for the Becton Dickinson
products. Khun Ssmart has agreed to send a marketing plan to
PATR by February 20, 1986. If the answer to question “a” above
is affirmative, (i.e., it is possible to separate sanufacture of
compouents from assembly,) and if the marketing program for
Becton Dickingon products appears reasonable, then PATH will
support this test marketing effort on s cost-sharing basis with
Becton Dickinson utilizing Health Link funding under the market
research sections of the project. Negotiction te provide this
assistance sheuld Mﬂccthmlme,omlﬂnqea-

A successful test marketing campaign would lead to the estsb-
lishment of productive value—added effort in Thailand. In turm,
the investment can be utilized as a promotional device in
obtaining further market penetration for the Becton Dickinson
product line. Benefits from this would be the introduction of a

locally assembled, high-quality, low-cost disposable syringe and
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the consequent replacement of less safe rausable products gg
vell ag the displacement of totally import-baged products from
Japan and Italy,

d. The situation in Indenesia ig oqually umclear and no definice
Prediction regarding the 1likelihood of syringe assembly ia
Indonesis can de made at this time,

H. Production of Interocular Lenses in Thailand

1.

This projeet is stalled for o very interesting and almost laughable
Teason: the best source of technology for interocular lenses (which
&re sewn into the eye after cataract operations) is a fim jip
Huntingtor, West Virginia called CILCO, Ine. cmco vas founded by
Jim Cock, & very independent, strong-minded, eye doctor. The firm
vas bought by a large United Starge firm, and thig firm is now dig-
posing of CI]:CO (perhaps to the former management) basically because
of ics inability to work comfortably with CILCO'sg founder, During
this corporate Testructuring, CILCO ig too conswmed with other
u:tmtomuththm mjoet.thtnudbocjm
veanture in Thailand.

The potential Partner in Thailand ig Dr. Utahi Rutnin, founder of the
Rutnin Eye Clinje, The owner is extremely strong professionally and
financially with 4 high standing in the community and a good finan-
cial history,

Given the rapidly expanding demsnd for interocular lenses, thisg
product should juseify 4 substantial investaent which, depending on
volume, would be between $300,000 and $1,000,000.

Development of thig Project with the industry leader in the United

States, CILCO, would result in cutting in half the current price for



interocular lenses from spproximately $150 to between $40-$60. In
addition to generating profits in the private sector through the
zmanufacture of thig product, a great number of people could be added

to the list of those who receive this needed treatment.

5. Summary of the Status of Interocular Lenses in Thailand
8. A persom familiar with West Virginia Psychelogy should meet with
Jim Cook, th’udduto!mwumumduo. Having
opened and closed three offices in West Virginia and having

lived within 15 miles of its border, the consultant recommends
that he be instructed to attempt to work with Dr. Cook.

b. Ab.chpmdw.cchuuhlm.inqinot the
fact that Dr. Utahi Rutnin from Thailand hes been completely
sold on the CILCO product. (This is one of the dangers of con-
centrating only on the best svailable technology and not devel-
oping a backup if the best turns out not to be availasble.)

¢. This project Mdhiqlmﬂmhi.lm
becsuse the recipiemts of the teskmelogy ia Thailand are both
q.rw-dmwu-hitm M
continue to remain a tiordi Eoject for Health Link and
it is aaticipeted that it can be brought to fruition within the

next four moaths,

J. Water Purification in Indonesia - Potable ua
w

Meeting 25 January with Suseno S. Reksodimidjojo, President Director, and
John D. Napitupuluy, Director, or Pt. Binuma Widya Karsa

l. An excellant market study was prepared by SRI with regard to the
potable aqua technology which involves putting & table! of iodine-

based material into containers of drinking water in order to kill al11

57



3.

bacteria and virugses in the vater. The market study indicated that

there could be substaatial iaterest in obtaining thig Product among

individual users, perhaps sufficieat to establish the viabilicy of

the project.

However, the market study ig not sufficient to justify at the Present
time the expenditure of substantial monieg in the formulation of the
product in Indonesia if thig formulation would require major capital
costs.

Since capital cost is estimated st $200,000 v, S., it is pre-

services opn behalf of the govermment. Another marker vould be
scouting §Toups and traverlers from outside the country, At Present,.
the local firm heg ROt undertaken sufficient effore to indfcate their
commitment tq making thig Project go. e the 25 January seeting,

market plan is the cost of the product from its source in the United
States, Wiscomsin Pharascal. Thig information was not &vailable in
Indonesia at the time of the consultant'g meeting on thig Project and
it remaing crucial determinant of the fcuibility of the program.
The market study indicated that &Pproximately 20 rupish per tablet is
all the market wily stand (approxiutcly 2 centsg a tablet); and if



K.

Wisconsin Pharmacal's costs for production are greater than one cent,
this will not be a viable project.

4. Considerable discussion was held with regard to how you would market
this product; and at this point, the target firm in Indonesia seemed
considerably more interested in the subject and enthused by the
prospect of the project. It was isuggested that the key term which
the market study indicates would sell the product is the werd “pure”
as this is what consumers are looking for in an additive to drinking
vater. Ome name suggested was Sure-Pure. Certainly "potable qua®
is not going sell in Indonesia as even in the United States very few
people could define the term potable.

Se Susmary of the Status of the Potable Aqua Project

8. Additiomal werk must de deme by all parties: the business plan
sust be developed after obtaining cost information from the
United States. A proposed advertising program would have to be
developed as part of the business plan and a test marketing
campaign undertaken. This preecess wadoubtedly will occupy st
least six moaths aad it will not be matil after that poiat that
8 decision could de made by eay poteatial isvestor or loem
guszaster as to the feasidility of imvesting in this preject.

Disgnostics in Thailand

Meeting with Dr. Supawat Chutivongse on January 30, Director Thai Red
Cross; meeting with Drs. Somsak snd Amaret of the Department of Micro-
biology, Mshidol University on 29 January: and Dr. Natth, Office of
director, Mahidol University on 31 Jenuary; and Dr. Boon Vanasin, Director
Applied and Technological Service Center, Mahidol University, 8 February,

1986.
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1.

3.

The Thai Red Cross is very interested in adding a diagnostic capa-
bility for producing a research required steroid for sale to research
institutions as a control substance.

Dr. Natth is & Ferson of very high scientific achievement and poli-
tical power in Thailand, As director of a major university, he is
highly respected in the society. He ig vell known throughout the
world community in his field of dengue fever. In thig regard, he has
Produced a vaccing at the pilot plant level that can produce
100,000 doses but which could be expanded to gg many as
1,000,000 doses. This bench 1lab, pilot-level type facility is now
producing 40 ismunodiagnostic products on a small scale,

Dr. Natth has pioneered & business concept which can 1lead to "spin-
ning offw profit-making priuto-ucto: businesses that are an out—
growth of work prcuntl'y:‘ done at the university. (Some products
alresdy are sold to produce revenus.) To head this spinoff effore he
has recruited a doctor by the name of Dr. Boon Vanasin who serves
without pay at the university and who ig o very luccoum busingse-~
man and physiciag. Dr, Vanasin left the university and medical fields
because of the high degree of buresucracy and because of his basic
entrepreneurial nature. He now owns several hositals and other
nonrelated aanufacturing fimg,

Dr. Natths' long~term plans hgve included the development of an
applied research facility on a new campus (the Salaya Campus) which
includes land for an industrial park to be rented to pPrivate- sector
firms for high technology, clean industrial production. This indug-
trial site can be obtained on the following bases:



3.

» Rent straight commercial, plus g possible donation to be uni-
versity, plus the possible purchage of technical services
through an agreement giving the company access to university
equipment and expertise on a very favorable cost-plus basis, or

« As & joint venturer with the university on o particular profit-
making undertaking,

Thus far, only the first approach (straight commercial basis)
has been used but the industrial park is relatively new.
It has been anticipated by PATH that a combination of one or more
outside sources of technology would ¢o=venture the production of
diagnostics with & nee company to be formed in Thailend for this
purpose. It makes logical sense that the new company be partially
owned by the uwiversity, partially owned by specific faculty members
vho have a msjor role to play in thig business, and partially owned
by a private firm that has a capability for sarketing and digtri-
buting the produces that are produced. Ultimately, if Health Link
were to become hvdmmum“uhduuum:
ornership (i.e.. the wiversity), it might be poseible the taiversity
to receive a royalty for the work that ithudnuypor!nudu

Sunng of Diagnostics in Thailand

8. The disgnostics field ig vide open and suceesptible to commer-
cialization in Thailend,

b. In addition to serviciang the local market, Thailand ig suffi-
ciently advanced technically to provide products that it might

€Xport to other countries in the region.



States from o variety of sources so that latex can be utilized
8 the carrier nedium for the diagnostic agents. This insures
long-term shelf 1ife uﬁdor normal storage conditions of the
produce,

Putting together & deal with the tmivcr-ity or its faculty and g
Private firm or nev investors or Some combination of these is o
complicated undertaking, Bveryone ig willing to see it happen
and in the Person of Dr. Natth and Dr. Boon Vanagin boch poli-
tical and entreprensurial Pover are present in sbundance. Hoy-

mr.mutm&mummmm.th

complex. Given the full plate of activities that PATH Presently
needs to attend to in Thailend, iticmmﬂntth

policy clarification can be ocbtained frog PRR with regard ¢, the
university's minority participation ip Commercial, for-profit
investaents, thea i¢ is saticipated chae Sctual deals can bhe
structured for diagnosticg within th- nexe six months ang that
they can be submitted to bankg for financing before the ead of

the curreat STant period.

(5@/



L. Inexpensive Eye Glasses in Thailand

Meetings with Rhun Narong Tankerdmonkol, Owner, Pilter Optical Industry;
and Khun Choochai Virakietkamjoran, Vice President; and Phichian
Vikayanon, President of University Optical Company Limited.

1.

Khun Narong was just recently turned down by the Thai Farmers Bank
for a loan for the subject project - expansion of his low-cost eye
glass manufacturing facility. The Teasons given by the bank for
turning hia down include:

o Major questions with regard to the market study performed by
TISCO, which was based on information provided by Khun Narong.

« No hard financial data on the Khun Narong's company (Filter
Opdct)uluhhbuimuisdmlnmh(mmum for
successful operation in Thailand).

- Khun Narong's personal ‘credit has been damaged by a recent,
nonrelated investment in g shrisp project which has not suc—
ceeded.

- The hard assets, namely the Productive facilities at the
existing plant, do not have a great deal of resale or collateral
value for reasons which will be stated below.

» Questions as to why the Plant did not add & second shift in
order to increase production rather than adding additional
equipment.

The equipment developed by Khun Narong for his existing plant works
very well according to the PATH observers who have seen the plant,
but all the equipment has been designed and built by Khun Narong
utilizing used equipment from outside Thailand that has been recon—-

struction for use in his plant. This is the reason way it is not of
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3.

be

3.

high-colleratal value in the eyes of the bank. It does, however,
indicate a high degree of capability and initiative.

The turn~down of this project by the bank was a msjor disappointment
to PATH and, of course, to Khun Narong. The Thai Farmers Bank also
was regretful that they could not approve this project as they have
been iooking forward to assisting with this program for some time,
but the irvestment did not meet their normal tests. Because they
could not ascertain the real worth of Khun Narong and because they
vere concerned that he may not have the management capability to
handle an expanded production, they felt that no matter what the
collateral, they would not mske the loan nor encourage a guarantee by
the United States Government.

Nonetheless, Khun Narong has impressed all the PATH staff with his
sincerity and homosty. The Consultant 8lso vas favorably impressed
by Khun Narong's personality which is quiet, simple and open.
MQmWn:mott&mtyﬂ\bd. PATR has
altered itowhnﬂnﬂthm 1oeal firms who might
mnlmmnm&c&mm'ﬂIMOnh
utﬂhothMlthodonhckmMu!hmm
cspability before getting deeply involved with a potemtial invester.
In reviewing on this mstter ome fact struck the Consultant: Khua
Nezong's eye glass factory amd the business s & whole appears to be
highly successful end profitable. More important, he is still able
to provide the lowest-cost eye glasses in Thailend. Consequently the
Consultant insisted, and PATH was very willing to attempt, or
reopening the subject even though it originally have been considered

clcsed after the bank's turndown.



Further study of his history reveals that Khun Narong's weakness
from a banking standpoint was not inconsistent vith the view that he
can produce a good product and has basic personal integrity: Khun
Narong started working in a factory producing eye glasses as a young
teenager and never left this line of work. He has not had much
schooling but is a craftsman, mechanic and artigan of the old school
vho has expanded into manufacturing. He represents a true success
story. He started his own frame shop and manufacturing enterprise
about eight years 8go and expanded into lenses when this proved to be
successful. He is now ready tc take on a larger market and is
looking forward to importing some advanced technology once the larger
market and the expansion of hig Present plant has proved successful.
The new technology he would look to is the manufacture. of plastic
lenses, their hardening, and the manufacture of shatter-proof glasses
vhich can be exported. He had indicated that he would be making
these moves on a gradual basis after the first step - expansion of
his existing machinery at a cost of about $400,000 - has proved to be
successful.

The original contacts with Khun Nazong had been under the ILF program
which is funded by the Ford Foundation and provides for low-interest,
gubsidized loans for worthwhile medical projects in developing
countries. This fact undoubtedly led to the view that the Health
Link program (which superseded the ILF loan program) was, to some
extent, a grant-type program rather than a strictly business pro-
position. As can be seen below, this attitide probably was communi-

cated to the partners that, prior to the meeting requested by the



Consultant for 4 February, had not yet surfaced. These partners are

the Universal Optical Company people.

8. At the meeting of February 4, the following items were learned:

a. Universal Optical, as opposed to Filter Optical, has received o
BOI approval for eye glass manufacture.

b. Universal has future Plans to go forward into the @id end of the
market although it Plans initially to concentrate on the lower
end,

¢. The Universal Optical Company Limited is part of a pretty-good
sized conglomerate that includes Siamo Franc Company Limited,
Bangkok United Development Company Limited, Telecom. Devel opment
Company Limited, Rattanadhanee Company Limited, and Agricul tural
Machinery Company Limited. The firm is a rather sophisticated
business enterprise by any standards.

d. Universal end Filter aTe in some way “sister companies®.

9. At the February 4 meeting the Consultant emphasized that before a
losn could be processed by Thai Farmers Bank and guaranteed by the
United States Government, the following would have to take place:

a. Clarification of the ownership of the investment - who is the
borrover, beneficiary of the investment, and the security for
the investment?

b. Where does the investment that is proposed fit into the long-
term plans of Filter and Universal?

Cc. What ig the management Plan for the expanded operation of
Filter/ Universal?

It was pointed out that if these questions are angwered satis-

factorily, it may be possible to process a loan for a properly

.
W
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designed project in the low-cost eye glass field or even in the mid-

cost field with some additional capacity at the low end. It was

emphasized, however, that the investment must be able to stand on its

own two feet as a profit making operation,

10. Sumng of Inexpensive Eye Glasses for Thailand

C.

I it can be restructured, this projeet is a perfect one for
Health Link on a number of counts. First it pProvides a necessary
product at a low price. Second it has the potential to trans-
form a mom and pop type industry gtarted by a hard-working,
capable entrepreneur into a substantial business with long-term
potential for the future. Third, there is a need for technical
assistance in making the management and technical moves that are
required for this expansion to take place.
chutkotin;uti-mbynscomumimd and recom—-
firmed and still juseify a substamtial expension of the
low-cost eye glass business in Thailand, or if it can be demon-
strated that additional demand exists for these produ~ts outside
Thailand, them PATH should continme to work with the combined
Universal/Filter Companies to structure a realistic and
feasible project for expandiag the eye glass business ia Thai-
land,

If it is possible to develop a reconstructed business proposal
with reasonable equity and debt-to-equity ratios, which can
sustain a free market rate of interest, and if this process can
be facilitated by PATH staff and the Health Link program, it

will be a prime example of the ways in which Health Link can
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function: namely noet omly is it Decesssry to tramsfer tech-
vology in the specific Production function 8Teas, bdut alge %o
transfer mansagement technole te highly entreprensurial byt
relatively inexperienced managerial persomnel in the developing

world.

M, Inugenlive Surgical Equipment in Either Indonesia or Thailand

Although this Project was on the PATH list during the Consultant's reeting

with PATH on January 14 and 15, 1986, a memo of January 14 very properly elimi-
nated this ag a Primary area of interest for the Health Link program. The
reagons for this are the Very great concentration of expertise in the Black
Forest of Germany and, for the last ten years, in Pakistan. It hag taken over
ten years for Pakistan to penetrate this industry aad they have done so caly
88 & result of the the relocation location of several of the Black Porest
experts to Pakistan. Other nedical equipment, mot of & surgical nature, will
be described in the following section of the report.
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NEW_PROJECTS WHICH SURFACED DURING THE FIELD VISIT

It is the Consultant's experiance that finding and doing deals is a never
ending process. One propogition leads to another, one ides spins off several
new ideas, and aggressive pPlayers in the entrepreneurial game will usually
produce or find new and unexpected opportunities in every field they explore.
Some of the ideas listed below are brand new and only arose during the field
visits by the Consultant, others had received some consideration in the WLEL
but had been rejected because they did not initially appear to be within the
scope Of tha Grant, and still others are 8 direct outgrowth of work being per—
formed with potential entrepreneurs on projects either listed in the active
files above or on Projects that have been abandoned for various reasons before
getting this far on the active list.

N. Tetracycline Manufacturing Plant in Indonesia
l. Ata meeting with Bank Duta (see report of meeting with Bank Duta in
Section IV below), the Consultant emphagized to the bank the com~
tinuing interest of PATH and the Health Link program in additional
pProjects not yet under active consideration. The bank agreed ro talk
to its clients and surfaca worthwhile projects which might be of
interest to Health Link. One such project was described by the bank
as being a major antibiotic manufacturing facility in the $20 million
range and put together by one of the bank's most importzat customers
in the pharmaceutical field. (The name of the client was NOT men-
tioned.) Later, at the initial meeting with Win Kalona's group,
P. T. Darya Varia Laboratoria, to discuss the Hepatitis B and Diag-
nostics projects, the question was raised as to what other major
undertakings were being contemplated by the P. T. Darya group? They

responded that they had some other undertakings planned on a gcale
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much larger than the diagnostic project. Two and two came together,
and the question was asked whether or not it was an antibiotics'
production facility. With much excitement the Kalona group desecribed
their most aembitious and important curreat undertaking and one in
vhich they have already expended substantial funds: a8 facility to
produce 220 tems of tetracycline per year, of which 200 tons will be
for tctt;acycl:‘.nc hydrochloride and 20 tons for tetraphosphate, with a
capacity for 10 percent increase in production capacit: as experience
brings the potency of the drug from the projected 25,000 grams per
cubic meter to the theoretical potential of 28,000 grams per cubic
meter. (Imports to Indonesia in 1983 amounted to 204 tons of tetra—
cycline, most of which came from Europe and some from China.)

The techmology involved in ‘producing tetracycline is large-scale
fermentation with very t.i.ﬁg: quality control of the process. Large
amounts of power and even Iprgei' amounts of water for process cooling
are required for such production. Consequently, a four hectare site
near a dam in West Java was scquired for the project.

The status of the Project is that an agreement has been reached
between the Kalona group, supplemented by a number of key investors
vith both economic and political muscle and an outside company,
Pharmachin Engineering SRL, a diversified Italian company with prin-
cipal interests in pharmaceutical materials and know-how. Detsiled
engineering drawings and a model of the project are in the possession
of the Kalona group,

Historical data on demand for tetracycline indicate that it is
growing at 10 percent per year on s compound rate. It has wide

application as aa aatibiotic and enjoys a comparatively lower price
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versus other antibiotics, which assures continued high usage in Indo~
nesia. Next to pennicillin, tetracycline is the highest volume anti-
biotic consumed in Indonesia.

The total project cost ig estimated to be 22,578,840,000 rupiah, or
approximately $20 million. Of this emount, 1,200,000,000 rupiah are
for working capital, and 14,000,000,000 rupiah are for machinery and
equipment. Most of this latter figure will require foreign exchange.
The financing proposed for the project involves a 15,120,000,000 rp.
bank loan (67%) and 7,458,840,000 rp in equity (33%). Of these
4mounts, approximately $4 million of the almost $7 milliom ia equity
mbmrdudldthbcﬁlmhnbo.mothtdfo:thht-
rowed portiom. Approximately $3,000,000 U. . of "equity” ornear
equity is required to move the project off the drawing boards and
into construction.

Based on the projected profitability and the Proposed financial plan,
the payback period for the loan is five years after start-up of
operation. This includes a reasonable provision for interest during
construction. The return on a discounted cash-flow basis based upon
the proposed financing plan is 18.7 percent after taxes. Depreciation
has been conservatively valued and it ig likely that after the first
ten years of operation (and all throughout the plant's life) a sub-
stantial reserve will exist of additional value reprasented by the
resl value of the assets as opposed to their depreciated value. The
return om equity utilizing the propesed finaneisl plan as a basis is
25.7 percent after tax for a period of tea years. Becauge this
project is too large for Health Link, the Consultant immediately

contacted Compton Chase-Lansdale to inquire what the types of loan

71



facilities are available through PRE's programs. It vas learned

during this phone comversation that PRE does have the facility to

provide convertible debentures that are designed to "strengthen the

balance sheet.®™ Furthermore, it was stated that grace perioeds were

Fossible in loam repayment in erder to assure asdequate cash flow to
repay primary bank loans and allow for solveacy during the early

years of operatiom.

8. Summary of Tetracycline Hanufacturing Plant Project.

b.

It may well be possidle to :azrve out a subcomponent of the
tetracycline project for Health Link pacticipation. This sub-
project would be the development of a pilot plant, the functions
of which would include producing the fermented antibiotic from
locally available materials. This pilot plant research then
would enable the main plant to cut its costs and increase
returns if locally available nmaterials are found which are
suitable for full-scale operation. The pilet plant could also
be used in the early stages to shake down the operstion and to
produce competitively priced tetracycline in small quantities
to serve part of the local market. Lastly, the pilet plant
would later be shifted into the productiom of relatively small
quantities of other fermeatation produets; this could include
larvicides, other antibiotics, etc. This subproject is presently
under examination by PATH staff.

This type of project should fit.very well within the objectives
of AID, PRE, and Health Link: it would be 100 percent privately

owned, result in the introduction of a major new industrial
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technology with wide application for many products in a devel-
oping country, contribute to the growth of a potentially major
private sector industrial company which could play a msjor
developmental role in the nation's econoamy, and it would produce
8 less expensive product that is of great impofrtance to the
health needs of the country and region.

c. The potential economic strength of the venture is preliminary
indicated by the commitment of external financing that has been
offered to date.

d. Assistance to this project would further the likelihood of other

Health Link projects being implemented by the Kalona group.

¢. Consequently, it is recommended that substantial effort be made

eoﬁudamtorthhgrojoct to .oahudud!ormto&-
cipate in its development.

O. Potential Medical Related Projects Generated b Rcuu'ch and Develo
Activities Presently Under W

1. The original meetiag with Dr. Natth, Rector of the University, which
vas described above in the disgnostics portion of the report idemti-

fied major sreas for poteamtial Health Link activity. As indicated
above, the University under Dr. Natth recognizes that Thailand is
ready for the commercialization of the technology coming out of its
own university. Moreover, the univerity is concentrating on pro-
ducing the trained scientists, engineers and operators that are
required for any industrial production on a large and sophisticated
scale. Dr. Natth has created the University Sarvice Center at
Mahidol with a volunteer director from the private sector who is a

very successful busingssman, Dr. Boon Vanasin. This University
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Service Center was established to arrange and serve as a comduit for

various kinds of potentially profit-making activities going om at the

University. Dr. Natth has also developed a mew campus at Salays,

vhich includes an associated industrial park which has just opened up

and has its first actual industrial operations undervay.

2. Among the ideas that Dr. Natth has been considering for commercial

operation are:

Contract research.

Production of diagnostics.

Production of larvicides.

Testing of various drugs and other products for safety and
efficacy.

Breeding and maintenance of animals needed for laboratory

research and product testing.

3. In addition, Dr. Boon Vanasin has been looking to commercialize =

number of other ideas which include:

» The asnufacture and repair of medical equipment.,

An industrial toxicology lab.

An entrepreneur workshop similar to that developed by the Car-
negie—Mellon University for its faculty (and similar to those of
M.I.T. and Stanford) in which space and facilities will be made
svailable to faculty members with profit-making operations. This
facility will support and enable entrepreneurial faculty members
to get into business without the need to build new facilities
during their start-up phase.

The creation of computer software.
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4,

Dr. Vanasin introduced the Consultant and PATH staff to Professor
Dr. Chusak Vejbaesya, M.D., PhD., Director of Research and Develop-
ment, Project on Biomedical Instrumentation, that is part of the
Medical School of the University. Dr. Chussk has beea involved in
sctually building usable medical instruments utilizing staff avaeil-
able to him at the University. Among the instruments that he has
been making sre dialysis machines snd fetal beart memitors.

Dr. Chussk is capable of building approximately two dialysis
machines per yedr with his curremt staff. The cost of thase machines
is about ome-third the price ($100,000) for comparable Japanese
instroments ($300,000) aend ome-fourth the price of comparadle
U.S. instruments (3400,000). Thase instruments were seen in service
providing vitally needed medical support to kidney patients in the
hospital, and they were performing alongside the imperted versioas
wvith no differemce ia efficiemcy. While examining these instruments,
it was noted that the dialysis solution, which is an I.V. type solu-
tion, is also manufactured at the University but only for its own
use. This preseats snothber area for possible project davelopment ia
the private sector.

Dr. Chusak uppears to be a classic professor type whose interest
is primarily research and teaching and, consequently, it is extremely
difficult for him to spare the time to produce as many instruments as
the country needs or which he is capable of producing if his time
vere devoted to straight production.

Dr. Vanasin recognizes the need to bring in private sector business
persons who can operate a business who will then utilize the techni-
cal skills of University personnel for the process technology.
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6. Summa

Recognizing, however, that substantial investment has already been
made by the University in the products which are prepared to be com-
mercialized, it is only fitting and proper that some of this work be
recognized as an equity contribution to a potential commercial
venture. Am important dividesd which commercializing these research
efforts of University faculty would bring is the opportunity for
faculty members to supplement the pPresently very neager salaries by
doing consulting or by obtaining an equity participation in coumer-
cial ventures that are spinoffs of their work, thus assuring the con-

tinued stremgth of the University faculty.

of the University of Mahidol Potential Projects.

a. The commercial viability of these projects should be examined by
PATR uader the Health Lisk program.

b. Health Link is an appropriate mechanism for asgisting in the
commercialization of resesrch work and development work per-
formed at the University in the medical and nutrition related
areas.

€. Because of the effort expended to date, the University system
should be entitled to receive at least a royalty on commercial
ventures and quite possibly an equity position of not more than
40 percent of ventures which sre commercialized. AID sheuld
permit Health Link support of- commnercislly viable ventures
vhich begin with a University equity ownership of up to 40 per-
cent provided that buyoﬁt provisions exist to reduce the quasi-
~public institutional position to 20 percemt within five years

after the beginning of commercial operation.



d.

Because the initial work to prove commercial viability must be
undertaken prior to identifying the other equity participants in
each operation, these project should be exempted from the
requirement that the initial prefeasibility studies and/or fol-
low-on technical studies and business plans be reimbur~ed prior
to their initiation. Provisions for reimbursement should be
vaived until the private investors come in and should then be
recompensed by the private sector investors after their eatry
into the project.

Because the time demands for structuring these new businesses
4re more extensive than the simple joint ventures emvisioned
vhen the Health Link program was initiated, and because of the
heavy demand on the staff in Thailand to push forward with
existing projects, it may be Decessary to employ additiomal
in-house staff or outside consultants to assist ia bringing
these projects into commercial operation.

It should be povsible to have ome or more projects undexway and
submitted to bamks for finaseing of the debt portiom within the
remsining life of the gramt.

Strong consideration should be given to utilizing the industrial
park at Salaya as a site for some of the other Health Link
projects that are planned but which presently have no relation-
ship to the University. The basis for utilizing the site should
be on straight commercial terms. The synergy derived from close
proximity to the University may be significant.

Some of the projects envisioned by the University should be

presented to firms which are investing in other Health Link
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projects for their consideration as investors/operators. This
is particularly true of the medical machinery which should be
presented to Khun Kongsak (MID) for hig consideration as a manu-

facturer.

P, The Production of HD1, a Close Relative of HDI in Thailand.

1. As mentioned above in the discussion on larvicides, HD1 is a larvi-
cide utilized in the agricultural industry on &8 wide-scale bagis in
Thailand and elsewhere. It is particularly useful for controlling
cabbage beetles. Since exigting demand is-presently met by foreign
sources, and the fermentation techmology for producing HD1 is the
same as that required for BTI (the mosquito-malaria-control larve-
cide), the productiom of HD1 should be considered for two Teasoas:

« To develop the industrial technology and infrastructure for the
fermentation of various larvicidal products, and

- To incresse the nutritionsl welfare of Thailand by providing a
needed pest control product at the farm level.

2. Summary of HD1 Production Project.

It is recommended that the chemical firms who might be ulti-
mately interested in Producing larvicide for mosquito control be
approached with the prospect of producing HD1 ag a first product and
that if this project turns out to be feasible, Health Link partici-

pate in the development of this project,

Q. Production of Dental Products in Indonesia

Meeting with Mark A. Edleson of BAI, Inc. and Hamid Djojonegoro, Director
of Perindustrian Bapak Djenggot-and Pt Ultra Prima Abadi,

1. During discussions with BAI. which is a consultant to PATH on busi-

ness matters and feasibility studies, the Consultant raised the
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3.

question as to whether or not BAI had any othor clienmts who might
need the benefits of a loan guarenty to assist in expanding
businesses in health, pharmaceutical or nutrition areas. Mark indi-
cated that they had a client who was contemplating an investment in
dental products, the first stage of which would be toothpaste. At
present there is only one major manufacturer of toothpaste in Indo~
nesia and this investment would provide an equally good product at a
lesser cost. Based on subsequent meetings with Hamid and other BAI
staff, a project was identified for Poscible Health Link loan
guaranty participation.
At present all the feasibility work on this Project has been done.
The bank loan has been sought from the firm's traditional banker,
Chase Manhattan; and, provided there is sufficient collateral, a very
favorable rate of interest has been negotiated. In return for a loen
guaraaty of betweem 3$250,000 and $300,000, the firm has sgreed to
participate in various public health related sctivities regarding
dental hygieae. Mactivitiuhelmndmucnnmmh
mum--m-mmm free dental supplies from the firm,
public interest advertising Tegarding the importance of proper deatal
hygiens techniques, and the developmeat of other products in additiom
to toothpaste such as deamcal floss and pumice, which are very much
needed in Indonesia.
Summary of Toothpaste Project
8. The firm in question ig strong but the provisiom of a loan guar-
enty will achieve additional public purposes snd free ap col-
lateral for the firm's other investaents in public health,
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C.

By making the loan guaranty to the fim's existing bank, compe-
tition in the banking system ig enhanced and Chase is brought
into the Health Link pProgram in a constructive vay so that it
can gsurface additional potential Health Link type projects.

If approvals are not denied for various Policy reasons, thig
Project should be able to go ahead with great rapidity and the
gusranty should be safe.

R. Additional Eve Glass Projects in Indonegia

1. Summary of Additional Eye Glass Projects in Indonesia

C.

The second Project to be undertaken would he a marketing analy-
8is and test marketing program utilizing technical assigtance
from the Helen Keller Institute who &re presently on the scene
in Indonesia. It should be highly advantageocus to have such
strong technical Participation in thig field at o relatively
modest cost.

The fruitg of thig market development work should yield an addi-

$140,000 investment by the addition of another $60,000 of equip~
ment,)

A third project being investigated ag a corollary project to the
expanded production of high correction, low cost eye glasses is
the production of lwwer cost bifocal lenses and the production

of additional low cost frames.
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d. It is anticipated that within gix to 12 soaths, one or more of

the three projects in the eye glass ares caa be ready for appli-
cation to the bank for funding and for possidle loan guaranty.

S. Surgical Plaster Production in Thailand

Mseting of 31 January, 1986 with Khun Chatchai Chantawongvut, Managing
Director for Worldeco Company Limited.

1. Sumug of Surgical Plaster in Thailand

8. Current imports amount to approximately 10 million baht per year

d.

with a potential market of 25 milliom baht per year for surgical
plaster. This is basically a result of the high proportion of
young people in the society and the iargc number of motorcycles
and other precarious vehicles that are utilized on a daily
basis.

This project has been stalled because of the change of staff in
the Bangkok office but it should be possible to activate rapidly
now,

Khun Chatchai of Worldeo Company Limited reported thaz the
investment to get into this business should be approximately
10 million baht ($400,007) and that the Worldco firm vas already
attempting to obtain technology from a Swiss firm,

The prospects for this investment caanot yet be firmly evalusted
but because of the business astuteness of Kuhn Chatchai and the
strong demand for the product in Thailend, all of which is
imported at high cost, this project should be pursued further
by PATH staff.
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T.

u.

An Additional Diagnostics Project in Thailand
1. Sumaﬂ of Additional Diagnostic Project in Thailand

8. The Congultant arranged a meeting between a representative of

the owners of the Bangkok bank and PATH staff. It turned out
that this individual had been approached with regard to raising
funds for a diagnostic project at another university in Thai-
land. The project involves producing a diagnostic product
necessary for research. PATH staff ig investigating thig
Project but no information ig availabie at this time. However,
the contact with the Bangkok Bank msy lead to other projects
being identified and surfaced withowt vielating the primary
relationship with Thai Yarmers Bank.

Projects which Increase Health Nutrition Supplements to

Exigting Food Products ~ Indonesis

l. Meeting with PT Aneka Kimia Raya, 22 January 1986. The production of
Vitamin C in Indonesia was discussed and it was noted that if a cut
of price by 50 percent could be establighed through local production,
then this could be added to the sorbitol product presently being
produced by PT Aneka Kimia Raya. PATH staff will follow up, although
it is too early to determine whether this project will become
viable.

Meeting of 24 January with Mr, Atir A, Haslin, SH, Director and K. P.

Nadkarni, Director of Business Development, of Mecosin, a pharmaceutical

firm. A meeting of 27 January, 1986 with Hendy Rusli, Managing Director

of PT Indofood Interna Corporation.

2. The meeting with P.T. Indofood was to establish, first, whether or

not they had been triggered in getting their weaning food to market

by the work of PATH with o competitor. This was confirmed during the
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meeting. In addition, because P.T, Indofood had moved more rapidly
than the firm with which PATH was working, the Consultant recommended
that additional efforts in the nutrition field be developed with this
firm. A proposal was to be sent by PATH staff to Mr. Rusli to start
the process of developing additional Healch Link projects which could
be undertaken in the time remsining on the grant. This hopefally
wvill revive the Vitamin A supplement-to-foods subproject.

3. Summary of Additional Food Products and Vitamin Additives in

Indonesia.

It is anticipated that it msy well be possible to develop one
or more additional Health Link subprojects which ecan be implemented
and for which a loen gusaraanty will be required by working with P.7T.
Indofood on a high intensity basis. This process could either be te
add vitamin mlmtomo!thdrcdumtoouortobrh;
out new food products with high nutritional value for youngsters

beyond the weaning food stage.

V. Surgical Plates in Thailand
1. Summary of Surgical Plates in Thailand

8. This project does not yet have a solid in~country corporate
sponsor, although a key orthopedic doctor is interested in
putting together an investmemt group to invest in this project.

b. Surgical plates, which are used for the repair of broken bones,
are a precigely machined product which is very labor intensive

to produce. The techaical expertise is known and available to
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C.

PATH and is being pursued by them in order to put this proiect

together.

The present prospects for thig investment are not known but the

project should continue to be pursued by the PATH staff.



MEETINGS REGARDING BANKING IN THAILAND AND INDONESIA
——————ee o ST O SRALLAND AND INDONESIA

W. Bank Duta Indonesia

Meeting of 21 January 1986 with Amirullah Sumadhie, Assiscant Vice Presi-
dent, Corporate Bunking Division; and Achmed Dudiono, Assistant Manager.

l. Amarullah (Amir) is in the corporate loan section. He handles larger
projects for the bank, namely those in excess of $300,000 U, S. It
had been his understanding that the Health Link program was only to
cover a maximum project loan of $200,000 U. S. (whether that refers
to the si~e of the guarantee or the total loan is unclear). Conge-
quently, he had assigned the Health Link project to his smali busi-
ness sectiom to look for customers for the loan guarantees. Lesona
D'Agnes and the Consultant corrected the misimpression and emphasized
how pleased they now were to be vorking with the proper corporate
level people. Mr. Amir committed himself to handle this program in
the future as opposed to his small business group.

2. The prime rate in Indonesia was 22 percent as of late January 1986
and occasionally there is a rishk premium of up to two percent added
to the prime rate. Depending, however, on the nature of the clieat
and the amount of collateral, it is alse possible to quote a rate of
prime less some ameount.

3. The break between "small business” and "major projects" is
$300,000 U. S. of total loan.

4. Inflation in Indonesia is now down to three to four percent annually.

5. The price of loans is based on s package analysis which involves all
factors including compensatary deposits, other services purchased

from the bank, etec.
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6.

Prime rates are expected to be 19 to 20 percent in approximately
one month (after the 21 January meeting). Some corporations pres-
ently are looking for and obtaining even lower rates at the present
time.
With regard to Bank Duta's loan portfolio: 88 a percentage during
1985, the real Property investments declined, especially for office
space. (Throughout the banking system, housing continued to uge a
lot of the available funds, especially from the savings banks.) Bank
Duta now is concentrating in the trading sectors. Thic occupies
50 percent of their present portfolio. Industrial gector loans are
viewed as a big prospect for the future. At present the corporate
section of the bank serves the following five sectors:

+ Trading and services

o Industrial

o O0il and gas

« Real estate agsets and construction

- Pinancial institutions
The problem in banking in Indonesis ig allocation of loang throughout
the system. Basically a few top corporate clients exist and everyone
is fighting for them. The banking syastem is not necessarily pene-
trating to less well-known players,
While PATH cannot work with the Development Finance Corporation, Bank
Duta is able to work .with noabank finsneicl institutions which offer
lower rates. Bank Duta also syndicates their loaas. Consequently,

it is conceivabdle that a packsge could be put_together which would be

8 blend of rates from 8 variety of institutions with Bank Duta as the

lead. This should be explored by PATH.
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10.

11.

Mr. Amir asked whether loans could be available for new hospitals.
And this was answered negatively.

Bank Duta has agreed to search again through its customer list to
identify major project opportunities that were thought originally to

be too large for the Health Link program.

Additional Information charding Banking in Indonesia

Meeting of January 22, 1986 with Mark A. Edleson, Business Advisory Indo-
nesia (BAI)

1.

With Regard to Collatezal - Banking practices in Indonesia are
characterized by high collateral requirements. Banks prefer cash
first of all. They are only now beginning to use asset-based col-
lateral. Personal guarantees are never checked.

Banks will take shares, power of attorney, or any other device

in order to avoid the legal recourse of trying to collect a bad debt.
In summary the banks are very security conscious.
Mark Edleson said that it wvas a sarious mistake to exclude the loeal
branches of foreiga banks, in particular Chase, from participation in
the Health Link program. Manmy good firms amd many good projects go
cthtmmbyclukoluuiciuteoununl.Mth
Health Link project umnecessarily puts limitatioms om 1ei¢1£ by not
utilizing Chase as one of the working banks in the program.

Y. Sources for Equity, Asian DwoloMt Bank

The Consultant pointed out to PATH staff that although venture capital

companies do not really exist in Thailand or Indonesia, there is a facility

that has been established by the Asian Development Bank at the Siam Commercial

Bank in Thailand to provide equity support for worthwhile projects. This sub-

ject should be looked at as a potential factor in putting together complex

financing deals. Similar kinds of institutional initiatives are underway by
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AID and these ghould be communicated to the Health Link staff g¢ that they will
be able to take advantage of additional .equity support on behalf of their
pProjects and Clients,

2. Thai Farmers Bank Policies

February 5, 1986 meeting with Khun Ajarie Vigessgiri, First Vice President
Bugsiness Development Department, Thai Farmers Bank

l. Khun Ajarie sitg on the Advisory Committee to PATH in Thailand. She

160 people working for her in development of ney business for her
bank. She ig an ideal person to have on the Advisory Committee: ghe
is bright, professional, honest, and holds g Powerful position in the
bank,

2. In Thailend you carnot rely on financial statements because of tax
avoidance. Thus, the use: of financial Statements to evaluste o
potential project Seeking a-loan frog the bank is minimal. The benk
relies on the following four elements listed in order of importance.

« The persom and his or haer personsl reputation,
« The project finances.

« Collateral.

« The balance sheet.

3. Receivables rarely are 8cceptable for collateral. On the other hand
personal guarantees are very important and usually ;rc expected, not
only from the presideat or managing director of the firm but also
from all tbe active directors or major stockholders,

4. With Regard to Rateg - There are two bagic Tates or prime rates in
Thailand:

« The minimum overdrafe rate (MOR) (presently 15.5 percent)

» The minimum logn rate (presently 15.5 percent)
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S.

« In addition there is a special rate for loans that will generate
new factories, and the maximum permittad rate currently is at

15 percent.

The minimum overdraft rate is adjusted daily (or at some similar
ghort interval). The minimum loan rate, on the other hand, is
adjusted usually every year but occassionally every six months if
negotiated into the loan agreement. BOI investment approval of
strength of collateral does not affect the rate.

With Regard to Export Credit - The Bank of Thailand has an export
credit facility: an exporter will discount a letter of credit to a
commercial bank which then rediscounts it to the Bank of Thailand,
leaving a two percent margin for the commercial bank. The amsxizum
borrowable amount for this type of lcan is 70-80 percent of the face
value of the letter of credit.
In Thailand at present there is very little commercial paper used by
banks to raise money. Mostly this is done between banks themselves.
The interbaak rate as of Janmary 2 wes 135.5 percest (leaving little
or no margin for loess that are being msde). However, by Jammary 29,
the rate had fallem to 12 perceat, and comsequently, it is likely
that the rates for commercial losns will fall swbstantially ia the
upeoming moaths.
With Regard to Processing of Loan Applications - The example of the
x-ray investment was utilized:
a. The bank will be able to do the workup in approximately
tvo veeks after receiving the TISCO market study. It theam will

take one week for the loan committee to review it.
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8.

b. In general there are two loan committees at the bank which com-
mittee reviews a loan is determined on the basis of the size of
the loan being sought. The breakpoint between the twe commit-
tees is a confidential matter in the banmk. However, for loans

of less than 4,000,000 baht ($160,000 U.S.) a decision can be

asde by an individual (probably a Viee President) within the

bank.

At the request o- the Consultant and the PATH staff, Khun Ajarie is
sending out a notice regarding the Health Link program to 350 of its
key clients. Xbum Ajarie had not really realised umtil our aseting
that Neslth Link esa provide loan guarantees for expansions of exige-
ing facilities even oa projects where no technology tramsfer is
needed. Bealth Link can take a miner gusranteeing positiom in
projects. (See the deal proposed for the toothpaste project in Indo-
nesia.) In such cases, it m&y not even be necessary for Health Link
to perform a feasibility study (as that kind of work would have been
done independently in order to acquire bank financing), but PATH
would have to review the project closely.

Perhaps the most important item discussed was the questiom of

blending various sources of funding for loams to wvorthwhile Health

Links prejects.

8. Upon discovering that PATH was considering making an ILF loan at
& relatively low rate (something under the 15 percent ‘thlt the
Thai Farmerc Bank Presently is charging) as part of the total
loan package for the X-ray equipment project, the Consultant
raiged the question of whether it would be possible to make

one loan from Thai Farmers Bank and provide a blended rate at
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something less than the 15 percent that the Thai Farmers Bank
Planned to charge (given current rates). Khun Ajarie said that
this was definitely possgible and that it could be done either as
a8 form of syndication or Perhaps on some other basis. The key

point is that it ig far better for s projeet to have only one

saturities and differing rates or terms. Even more important,
however, is the fact that PATH is not in the business of banking
&8 its primary sctivity, Itg Primary activity is in developing
projects, Providing technical assistance, sponsoring research,
and actually performing and developing applied research in the
health and population fields. Thus, it ig 8ot ia & pesitiom to
8° about enforeing collection of loans that it makes and would
finditvuyuaceltoeuuotohnco foreclose on one of its
loans. Rv-th-eﬂtorhgfuedn that banks perfors oe
their cliemts ig gemerally outside the day-to~day operating

mumrmmm %muz. it is the Con-

sultant's opinion that utnhi_n. 8 benk such as Thsi Farmers

Although Khun Ajarie stated that their normal charge for admin-
istering someone else's loan would be two percent, she also
indicated that this would be negotiable (when the Consultant
teased her about it), Negotiability should be Particularly true
in the case where the bank would make 2 loan tc a project such
as the x-ray facility in the amount of $200,000 and charge

15 percent. In this case the Bank would have to absorb the full

91



C.

administrative costs on that $200,000. If the loan turned out
to total $400,000, of which $200,000 came from Thai Farmers Bank
and $200,000 from the ILF, the costs of administration would be
little or no greater for the $400,000 loam than it would be for
the $200,000. Thus, the markup for the $200,000 should only be
Perhaps 1/2 a percent.

Utilizing the above example, the following would be the effect
of a Health Link loan of $200,000 at, say 9-1/2 percent and a

Thai Farmers Bank loan of $200,000 at 15 percent:

i. ILF loan of $200,000 at 9~1/2 percent plus RATE
1/2 percent to Thai Farmers Bank for admin-
istration, = 10%
ii. Thai Fermers Bank locan of $200,000 at
15 percent. = 15%
iii. Blended rate for a $400,000 loan using veighted
sverage which includes adainistrative fee for
Thai Farmers Bank. = 12,52

It is the Consultant's recommendation that if 1Ly funds at

substanticlly lowar iaterest rates are going to be used for anv of

the Health Link projects, the only approach should be that:

The terms and comditions be the same with the only exceptioa
being interest rates.

That the money be provided om a blended rate basis vhich ties
the prime banking institution into the full enforcement of sound
cormercial practices on the part of the borrower.

If this or some similsr approach ig not taket. I would re~ommend
against the U. S, Covermment loan guarantees for ILF-funded

project.



AA. Evaluation of the Effectiveness of the Loan Guarantee Concept in Indonesia
and Thailand

e ——————

1.

As established for Health Link, the loan guarantee is a rather bluat
instrument for providing incentives to investors to enter new bugi-
nesses or expand production in the health and nutrition fields. In
the case of Thailand, the blunt imstrumeat is mere of a whiffle bat
than 2 baseball bat. The reasons for this are that in Thailand the
loan guarantee has no effect on the actual interest rate that a
customer is going to pay. The rates are set by the govermment for
the private banking sector and it ig not possible for the bank to
deviate from those rates (according to the Thai Farmers Bank person-
nel).

In the case of Indomesis, om the ether hand, the guarsates
appears tc provide some poteatial for reduciang the rate below the
prime rate estsblished in the bamking system since the prime rate
apparently includes some risk premium as part of its calculation
(unlike the situation in the United States where the risk premium is
generally added to the prime rate). Depending on the cash flow
implications of the loan guarantee program as established between AID
and Chase, it may be preferable for the U. S. Government to act as a
member of a syndicate wherein the local bank in provides loans to
potential investors. This is especially true if the U. S. Government
must actually obligate the amounts that are utilized for loan
guarantees and provide these funds to Chase in the form of either
deposits or government securities. Under the syndicate approach
whereby the U. S. Government became part of the syndicate making the

loan, the rate for the United States ban!.'s portion of the loan could
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be the logt interest from Chase, the interest on government bonds,
etc,

Lean guarantees can be of some uge if an individual investor ig some-
what short of collateral but 8till possesses the basic management
8kills and an excellent Project ides, However, moge of the players
the Congultant pet in the fields of nutrition and health are fairly
substantial firmg and :ould Probably come Up with enough collateral

if pressed to the wall, 1The effect of the loan gusrantee, then, ig

bcin‘ developed by nonprofie institutions such as the universities.

In this Case, some of the investors may well be Professionals anq
techniciang who do not have sufficient capital to provide collateral,
and in thege 8tart-up companies (even where the majority of the com-
pany'sg ownership ig in the hands of 4 major exigting Operating

entity) the loan guarantee may be of great uge,



EVALUATION OF LOCAL SUBCONTRACTORS
\

In conformance with the request of Compton-Chase Lansdale, the Consul tant

made a brief evaluation of the work of the ribconsul tantg from Indonesia and

Thailand who are assisting PATH in its work.

BB. Business Adviaog Indonesia (BAI)

1.

3.

The staff of PpaTq has great respect for BAI'sg capabilities, In
general this respect is vell deserved as the staff at BAI is highly
experienced, highly motivated, and well organized.

In terms of who enjoys the confidence of whom: in general, Indone-
sian firmg locking for a partner to provide technology will 80 to
PATH. On the other hand, when & U. g, fim is looking for an Indo-
nesian partner, they are likely to 80 to BAI firse,

The method by with BAT is contructed to Health Link is net ideal.
They are contracted to do specified pieces of work for relatively low
fees: fees in general that are less than they could get from conmer—
cial clients not supported by a govermment agency. BAI feels that it
capable of doing everything that PATH ig asked to do under the
Health Link Program with the expection of providing expertise in the
specific area of health products,

In most cases when BAI contracts with a private firm it establighes
an incentive basis for its fee. While some out-of-pocket and bage
Costs usually are required from the client, many times a three to
five percent success fee is BAI's Primary compensation in return for
putting a deal together. Offering this kind of pProposal to Indone-
sians is very attractive as they respond favorably to the incentive

concept. So does BAI.
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5.

1.

As an operating concept for future U. S. Government guaranteed type
loan programs, Mark Edleson recommended that the loan guarantee be
held off until final negotiations, and only then should it be offered
88 & kicker. A payment from the berrower sheuld then be made in
retura for the provisiomn of the loan guarantee.

Irdonesia

Summa of Businegs Adviso

BAI generally is filling a very good role although it ig a
limited one. It probably would be possille for an agency such as
AID te contract with BAI to perform business promotional services
(not necessarily limited to the health and autrition fields) aad

aske the basic method of compensation a percentage fee for. success-

ful deals. This percentage fee might de in the form of either cash

or in the form of cash and/or equity in the venture that is created.

It could aven be partially in the form of a royalty on sales of the

enterprise that is created. Under such circumstances, BAT would

probably be the prime contractor but it weuld be wise fer AID teo

provide funds through a separate grant that does not reduce the
smounts to be earned by the desl makers (BAI) wherein the subconsul-

tant would provide technical expertise (similar to that which PATH
is providing vis-e-vis the specific fields of bealth of nutritiom).

CC. Survey Research Indonesia (SRI)

Survey Research is a first-rate market research firm. This is almost

their totsl area of activity and they have offices in London and
throughout Asia. The key person that PATH has been dealing with in

Indonesia is Farquhsr Stirling, and he is a top-notch professional.



His work is consistently of the top quality. Based on their perfore-

ance to date, this firm should be used by AID and other AID contrac-
tors vherever market research is required where they havn offices.

DD. Thai Investment and Securities Company Limited (TISCO)

Meeting of January 30, 1986

l. Thai Investment and Security Company Limited (TISCO) is young and
apparently bright. However, their work oam ths eye glass project
relied too bheavily on the informatiocm provided by the potemtiasl
borrower, Khun Narong of Filter Opticals. When the bank checked
individual distributors who purchase glasses from Filter, they found
that the assumptions of sales after expansion were not justified by
the information they obtained. This does not mean that the market is
not there, but it is possible that TISCO over-estimated the situa—
tion. The fira probably will provide sdequate service but they will
have to be monitored somewhat closely.
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PROJECTS TO BE SUPPLEMENTED AND/OR SHIFTED
\‘-
A, Sumag of Hepatitis B Subproject

b.

C.

Hepatitis B is an often fatal disease. It ig the one disease that
has been almost certainly proven to cause cancer - cancer of the
liver - and it was reported that approximately 20,000 such casaos
occur in Indonesia every year which could have been prevented had not
the afflicted individual earlier suffered from hepatitis B. Beyond
cancer, many patients die from the disease itself. Finally con-
siderable cost to the society is generated by the sicknesses result-
ing from hepatitis B,

While 1tmbopoldu.uobtlhthbnn-mnlmcin¢t
$5.00 per dose, this is not Yot assured. However, it would prove out
the New York Blood Center technology on a large-scale basis and
insure that this method is presently the best, least-cost mathod for
Producing this needed vaccine and mEy even be superior to the recom-
binant DNA approach which is saveral years down the road. And the
Korean Cheil Sugar Company has the Sole worldwide license from the
New York Blood Center to use thig process!

Some conflict exists regarding protein contamination of the vaccines
produced using the New York Blood Center approach and the World
Health Organization (WHO) is concerned about this issue. Dr. Wilde
and other technical experts strongly disagree with the WHO as to the
importance cf this criteria, nonetheless, WHO's positions on these
matters are taken very seriously in both fThailand and Indonesia.
This is one of those situations where the regulatory bodies "cure the
disease but kill the patient." A low-cost vaccine is very much needed

£>r countries such as Indonesia and Thailand as well as in many other
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d.

e,

£f.

AID target countries. The cost in human suffering, lost produc-
tivity, and medical expense is enormous as a result of hepatitis B
sickness, and a vwisble product exists that ecounld be produced at s low
price. The techmolozy is relatively simple and well known for
developing and predecing Hepatitis B Vaceime but it is necessary to
solve the institutiomal/techaical .conflicts between WEO, U. S. WDA,
and the holdaers of licemses to produce these various vaceines in

order to get them to the sarket.

This subject probably should have the highest priority of the Science
and Technology sections of AID and should be handled on an indepen—
dently funded basis by. AID, separate and in sddition to the Health

Link project provided that rapid sctiom is taken.
The project is s viasble potential business ia either Indonesia or

Thailand but probably not beth. Development- of & successful method
for producing low-cost vaccine in one of these two countries should
be pursued with the stipulstioa that support provided will result is
s process that can be utilized in other sreas of the world that
suffer from hepatitis B and which would dasire to obtain access to
the technology for producing their own vaccine; or, alternately,
these countries would be supplied vaccine at 8 predeternined cost
with & limited markup.

It might be possible to pske a deal with Thailand and Indonesia to
have one country produce rabies vaccine and the other produce Hepa-
titis B Vaccine and then exchange them for use in both countries &t &

preferred rate. Negotiationz for such an approach will require that
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top U. S. health officials work at fairly high levels in both govern-
ments. This subject should be brought to the attemtiom of the Mis-
sion Directers in both countries and pezhaps sheuld be coerdinated
by the head of Science sad Technology out of Washingtea.

Thus far PATH has done excellent work in the Hepatitis B Vaccine area
through the Health Link project evea through ne near tera imvestmeat
has yet beem established. Nevertheless, if this wark continues its
presant course, the opportunity to obtain an additional and compati-
tive gource of supply, which might drive the price of this very
needed product downward to its ultimate low point (cents instead of
dollars) may be lost in tho process of obtaining the bast possible
result under the programmatic objectives of Health Link. | For the

reason given above - namely the large-scale world-wide importance of
Hepatitis B Vaccine Zor AID-supported countries - it is most strongly

gnmmtnuntmmdnbohd.dumu&.m
tha: the PATR organisation proceed very cautiously (or hold off

ontil this strat can be devel in com oa with
USAID's persomnel.

After the overall strategy has been set, it msy still be very
possible for the Healtl Link project to provide for the immediate
bulk impertatiom and bottliamg of Hepatitis B Vaccine at a vastly
reduced price to that which this vaceine preseatly commands. Health
Links support would go toward the importation and distribution phase
rather than the manufacture at this stage. Even if it turned out
that bulk shipment to Indonesia or Thailand and bottling on sgite is

not a cost-effective investment, the shipment of blind bottles for
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labeling and quality control as well as distributien may very well
be a visble Health Link projeet.

B. Sumag of Larvacide in Thailand and Indonesia

b.

BTI (Abbott trade name - Vectobac) is a bacteria that is produced
through a fermentation process. In fermentation, major economies of
scale exist and quality control and process control are very impor-
tant. In spite of the fact that the local laboratory at the univer-
sity in Thailand is producing some small quantities of the bacteria
BS and BT, the availability of large-scale industrial fermentation
facilities may not exist at present in either Thailand or Indonesia.
Consequently, it may be very likely that even if larvacides become
videly used for vector control programs of wmalaria carrying
mosquitoes, the active product will be produced in the labs of Abbott
and shipped for formulation in the local countries.

"Cost effectiveness has not been established for BTI. There iz no
recycling potential, and the operation cost of repeated applications,
combined with the cost of the currently commercially available
formulations, could impose serious constraints in its usage in
developing countries. However, improved and longer-floating slow—
release capabilities, coupled with inexpengive local production, may
completely reverse the situation. Comstraints om local productien
include the need for well-trained manpower; apprehensivenese of the
local population about the use of microbial control agents; and a
requirement that a fermentation pPlant be of adequate size to be

cost-effective.
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C.

'"With bacillus thuringiengis, Production ig by fermentation

Process and where sophisticated fermeatation Plants exists ia devel-

sidered.

"It should be emphasized, though, that thig organism or other
bacteria should not be produced on g cottage indugtry basis, or evea
iz a erude industrial fermentation Plant, for reasoms of safety and
efficacy. If 1loeal Prodeetion ig undertaken, it wil} be econom-

and public health Pests and veetors. Where facilities for local
production (fermentation) and quality control 4re inadequate, cop-
sideration shoulg- be given to the possibility of local fornulation of
importaed, 8ood-quality, stable, bacteria] Primary products, With al1

& key production factor; as is the need to carry out safety tests to
insure that the Product ig not Contaminated with microorgenisms which
might be Pathogenic to man, ® (The above is all from the literature
search and other investigationg made by PATH staffer, Carl McEvoy and
is contained in hig @emo of October 24, 198s.° Emphasis by the Con-
sultaat.)

Based on the meetings with the professors in Thailand ag vwell ag the
research done by PATH staff in Seattle, it is the Consultant's cop-
clusion that g ney tack will have to be taken or at least investi-
gsted with regerd to lazvacide Pesduetion in the target countries,
Iwo primary Steps have to be investigated firse:

102



. The svailability of excess fermeamtation capacity for this type
of product in either of the two countries.

. A messurement of the actusl comparative costs from using these
larvacidal products as opposed to DDT for mosquite coatrol.

If no excess fermentation capacity exists, the Health Limk
efforts with regard to larzvacide probably sdeuld be shifted te the
production of agricultural bacterial ageats which presently are in
large demand, since the facilities that are constructed to produce
these products would serve as pilot plants for later production or
larvacides for vector control of mosquitoes.

In addition, even for a proper business evaluation of estab-
lishing & formulation facility based on bulk imports of the raw

bacteris, it is necessa to undertake a detailed feasibili st

- first om paper - acd then in the field, using typical environmen-
tal settings of Thailand and Indonesia to determine the actual cost
for vector control using larvacidal products, These studies basic-

ally are environmental engineering efforts. The costs for which far
exceed the scale of effort allotted for a particular subproject in
the Health Link program.

Without establishing the actual cost for larvacidal vector
control in typical local ecosystems by taking into consideratiom air
movement of mosquitoes, climate, topography, agricultural activi-
ties, and other similar factors; and then comparing these costs with
other forms of control:; it is very difficult to imagine an invester

making a major coumitment to produce these products.
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d.

As is the case with Hepatitis B Vaccine, this overall subject should
be considered for a larger scale, independently funded program

supplementing the work that has been done thus far by Health Link,

C. Sumag_ of Rabies Vaccine Subgroject

b.

At present, there seems to be littlc or no furcher role for Health
Links with regard to rabies vaccine in Thailand. Progress toward
possible receipt of bulk shipments of vaccine and local value-added
bottling is approximately two years awasy. Similarly, the production
of vaccine in Thailsnd is two or mere years away under the present
agreement unless it is modified by the Thai Red Cross (which is
doubtful),
Thnﬁpor!ou.dbythlulthhﬂmt!h-uwm
ssjor and important goals:

- Lower-priced, higher-quality vaccine has been introduced into
the Thai market to trest the dreaded, much-needed, and often
fatal rabies disease.

+ In addition to increasing ssles by the Thai Red Cross (a non—
profit private ingtitution), a local private sector firm which
distributes vaccines alsoc will be receiving the lower-priced,
higher-quality Institut Merieux product and thus this segment of
their business is likely to expand. |

+ A program las begun which sy ultimately lead to of the vaccine
in Thailand by éither a profit-making or not-for-profit private

sector institution sometime after 1987.



PROJECTS ON THE PATH LIST AS OF 14 JANUARY WITH THE BEST PROSPECTS FOR IMPLEP-

MENTATION

D. Summary of Low-Cost Eye Glass Investments in Indonesia

8. The participants in this project have o good track record of low-cost
profitable production of necessary products. They have the technical
capability ¢o undertake several expansions in the eye glass field,
all of which will be beneficia! to the local economy, both by expand-
ing a profitable businegs and by Providing essential productsg at
lower costs than Presently exist within the Indonesian economy,

b. Subject to review by Bank Duta of the financing arrangements, thig
first Health Link loen guarantee project is likely to proceed in the
Very near future,

C. Health Link staff choulg continue to work with the Helen EKeller
Institute in order to bring additional investaents onstresm in the
Proper course of time,

E. Summary of the X-Ray Equipment Project in Thailand
8. This project is likely to be the first done desl in Thailand. The

loan guszantee will be somewhere in the neighborhood of $200,000
against a $400,000 .loan. The resulting project is likely to be
Profitable and to result in gide benefits for the economy of Thailand
by enhancing the capability of a good small firm to grow into a major
supplier of sophigticated equipment,

b. If the suggestions on blended rate approach to financing are followed
through, the implementation of this project by local PATH graff will

be an excellent learning experience in terms of utilizing several of

-



C.

F.

C.

Summa

the instruments available to PATH for assisting and promoting worth-
while projects in the medical field.

Completing this project in rapid order will result ia a shake~down
of the process for obtaining bank review end approval of Health Link
pProjects and will greatly facilitate the pProcess in the future. The
ability to make additional Projects come into being will be very much
gtrengthened by being able to point to a completed deal that has been
beneficial to all parties invoived and thig will have a very favor-

able public relations impact upon the Thai business communi ty,

of the Status of the Dia ostics Subproject in Indonesia

The consultsat believes that if PATH is able to finalize the tech-
nology transfer of the latex technology, this projeet sheuld be
fnuyduimdndndyto,go toth.ba&ouorlbouethcuot
April, |

The Kalons group is finsaciall stable and able to execute this
project.

The development of diagnostic products in Indonesia will have a
favorable health impact on the country immediately and is likely to
result in further local advances (either together with Health Link or
independent of it) in the development of additional diagnostic mate-

rial,
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PROJECTS ON THE PATH LIST AS OF 21 JANUARY WITH LESS CERTAIN PROSPECTS FOR
IMPLEMENTATION

G. Summary of Disposable Syringe Production for Thailand and Indonesia

b.

The first thing to be established is whether there is any basic sense
in separating the location for msnufacture of componeats and assembly
of disposable syringes. It must be determined whether or not this is
economically disadvantageous to such an extent that even the ability
to enhance market pensetration will not overcome the obstacle. This
is a primary task that must be accomplished by PATH.

The Consultant outlined a strategy for Thailand with Mr. Samart which
could be utilized to bresk the chicken—and-the~egg problem of a nead
for increased market share before Thailand would be considered as an
assembly location. This approach would involve the creative use of
Health Link feasibility/marketing front end funds to assist Khun
Samart in implementing a teat marketing plan that he has been
developing for the Becton Dickinson products. Khun Samrrt has agreed
to send a marketing plan to PATH by February 20, 1986. If the answer
to question "a® above is affirmative, (i.e., it is possible to
separate manufacture of components from assembly,) and if the market-
ing program for Becton Dickinson products appears reasonable, then
PATH will support this test marketing effort on a coct-sharing basis
with Becton Dickinson utilizing Health Link funding v =t the market
research sections of the project. Negotiation te provide this
assistance should include at the very least a preliminary commitment
by Becton Dickinson that they will entertain assembly in Thailand on
the basis of measureable penetration of the Thai market by their

products.



C.

d.

A successful test marketing campaign would lead to the establishment
of productive value-sdded effort in Thailand. In turn, the invest~
ment can be utilized as a promotional device in obtaining further
market penetration for the Becton Dickinson product line. Benefits
from this would be the introduction of a locally assembled, high-
quality, low-cost disposable syringe and the consequent replacement
of less safe reusable products as well as the displacement of totally
import-based products from Japan and Italy.

The situation in Indomesis isg equally unclear aand ne definite predic-
tion regarding the likelihoed of syringe assembly in Indomesia cas
be made at this time.

H. Summary of the Status of Interocular Lenses in Thailand

A persoa familiar with West Virginis neychology should meet with Jiam
Cook, the President of CILCO as soom as possible. Having opened and
closed three offices in West Virginia and" having 1lived within
15 miles of its border, the consultant recommends that he be

instructed to attempt to work with Dr. Cook.

b. A backup source of technelogy should be located, in spite of the fact

C.

that Dr. Utahi Rutnin from Thailand has been completely sold on the
CILCO product. (This is one of the dangers of concentrating only on
the best available technology and not developing a backup if the best
turns out not to be available.)

This project should be implemented and can be implemented because

& hi riori rojact for Health Link and it is anticipated that

it can be brought to fruition within the next four msonths.
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J. Summary of the Status of the Potable Aqua Project

Additionsl work must be dons by all parties: the business plan must
be developed sfter obtaining cost information from the United States.
A proposed advertising program would have to be developed as part of
the business plan and a test marketing campaign undertaken. This
process undoubtedly will occupy at least six months and it will not
be until after that peint that a decisicn could be made by any poten-
tial invester or loan guaraamtor as to the feasidbility of investing

in this project.

K. Summary of Diagnostics in Thailand

b.

C.

d.

The diagnostics field is wide opea cad susceptible te commercialise-
gion in Thailand.

In addition to servicing the local market, Thailand is sufficiently
advanced technically to provide products that it might export to
other countries in the region.

The primary additionmal piece of technology that is required is the
latex technology that is widely svailable in the United States from a
variety of agources so that lstex can be utilized as the carrier
medium for the diagnostic agents. This insures long-term shelf life
under normal storage conditions of the product.

Putting together a deal with the university or its faculty and a
private firm or new investors or some combination of these is a com-
pliceted undertaking. Everyone is willing to see it happen and in
the person of Dr. Natth and Dr. Boon Vanasin both political and
entrepreneurial power are present in abundance. However, pulling

together the various pieces and structuring the deals im this area



vill be time-consuming and technically complex. Given the full plate
of activities that PATH Predently needs to attend to in Thailand, it
is recommended that the effort provided to this and other umiversity-
~related projects be supplemented by additional PATH staff or s
outside comsultant who periodically will assist Don Douglas in
furthering thess projects,

If additiomal belp is provided in the immediate future, aad if policy
clarification can be obtained from PRE with regard to the univer-

nostics within the next six sonths and that they can be submitted to
banks for financing before the end of the currest graat period.

Ifitcubomtmtu.d, thi.ptejmhammmfot!-dth
Links on a number of counts. First it provides a hecessary product at
8 low price. Second it has the potential to transform a2 mom and pop
type industry started by a hard-working, capable entrepreneur into g
substantial business with long-tem potential for the future, Third,
there is a need for technical assistance in making the management and
technical moves that are required for thig expansion to take place.
If the marketing estinates by TISCO are reexamined and recoafirmed
and still justify a substantial expansion of the low-cost eye glass
business in Thailand, or if it can be demongtrated that additional
demand exists for thege products outgide Thailand, them PATH should
continue to work with the combined Universal/Filter Companies to
Structure a realistic and fessible project for expanding the eye
glass business in Thailand.
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C.

If it is possible to develop a reconstructed business proposal with
ressonsble equity and depth-to-equity ratios, which can sustain a
free market rate of interest, and if this process can be facilitated
by PATH sta€f and the Health Link program, it will be a prime example
of the ways in which Health Link can function: namely ot omly is it
necessary te transfer technology in the specific production fumctioa
arcas, but also to transfer mansgesent technology to highly entrepre-
neurial but relatively inexperienced smanagerial persomnel in the

developing world.
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NEW_PROJECTS WHICH SURFACED DURING THE FIELD VISIT

=== T2 SURFACED DURING THE FIELD VISIT

Summary of tetracycline manufacturing. plant project,

N.

C.

It say well be possidble to carve out a subcompeneat of the tetracy-
cline project for Health Linmk participation. This subproject would
be the development of o pilot plant, the functions of which would
include producing the fermented antibiotic from locally available
materials. This pilot Plant research then would enable the main
pPlant to cut its costs and increase returns if locally available
materials are found which are suitable for full-gcale operation.
The pilot plant could alge be used in the early stages to shake down
the operatioa and to prodnce competitively priced tetracycling in
small quantities to sexrve part of the loecal market. Lastly, the
Pilot plent would later be shifted iato the prodwetion of relatively
smell quantities of other fermemtatiocm products; this could include
larvicides, other antibiotics, etc. This subproject is praseatly
under axamination by PATH scaff.

This type of project should fit very well within the objectives of
AID, PRE, and Health Link: it Wwould be 100 percent privately owned,
result in the introduction of a msjor new industrial technology with
wide application for many products in a developing country, contribu-
te to the growth of a Potentially msjor private sector industrial
company which could play a major developmental role in the nation's
economy, &nd it would produce a less expensive product that is of
great importance to the health needs of the country and area.

The potential economic strength of the venture is Preliminary indi-
cated by the commitment of external financing that has been offered

to date.



Agsistance to this project would further the likelihood of other.

Health Link projects being implemented by the Kalona group.

Consequently, it is recommended thst substantial effort be made to
find a way for this project to go shead and for AID to participate in

its development.

0. Summary oi the University of Mahidol Potential Projects.

C.

The commercial viability of these projeects should be examined by
PATH under the Health Link program.

Health Link is an appropriate mechanism for assisting in the cozmer-
cialization of research work and development work performed at the
University in the medical and nutrition related areas.

Because of the effort expended to date, the University system -hot_xld
be entitled to receive at least a royalty on commercial ventures and
quite possibly an equity position of not more tham 40 percent of
ventures which are commercialized. AID should permit Health Link
support of commercially visble ventures vhich begin with & Driver-
sity equity ownership of up to 40 percent provided that buyout provi-
sions exist to reduce the quasi-public institutional positiom to
20 percent within five years after the beginning of commercial
operation.

Because the initial work to prove commercial viability must be under-
taken prior to identifying the other equity participants in each
operation, these project should be exempted from the requirement that
the initial prefeasibility studies and/or follow-on technical studies
and business plans be reimbursed prior to thsir initiation. Prowvi-

sions for reimbursement should be waived until the private investors



come in and should them be recompensed by tie private secter
investors after their entry into ths project.

€. Because the time demands for structuring these new businesses are
more extensive than the simple joint venturee envisioned when the
Health Link program vas initiated, and because of the heavy demand on
the staff in Thailand to push forward with existing projects, it asy

be necessazy to employ additionsl in-house staff or outside consul-

£. It should be possihle to have one or mere projects underway and sub~
mitrted to benks for financing of the debt portioa within the remain-
ing life of the grant,

8. Strang consideration should be given to utilising the industrial pazk
at Salays as & site for some of the other Health Link projects that
are planned but which pPresently have no relationship to the Univer-
sity. The basis for utilizing the site should be on straight commer-
cial terms. The synergy derived from close proximity to the Univer—
sity may be significant.

h. Some of the projects envisioned by the University should be presented
to firms which are investing in other Health Link Projects for their
consideration ag investors/operators. This is particularly true of
the medical machinery which should be presented to Khun Kongsak (MID)

for his coneideration 2s a manufacturer.

P. Summary of HD1 Production Project.

a. It is recommended that the chemical firms who might be ultimately
interested in producing larvicide for mosquito control be approached

with the prospect of producing HD1 as a first product and that if
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this project turns out to be feusible, Health Link participate in the

development of this project.

Q. Summary of Toothpaste Project

Ce

The firm in question is strong but the provision of & loan guarsaty
will schieve additional public purposes and free up collateral for
the firm's other investments in public health.

By making the loan guaranty to the firm's existing bank, competition
in the banking system is enhanced and Chase is brought into the
Health Link program in & constructive way so that it can surface
additional potential Health Link type projects.

If approvals sre not denied for various policy reasons, this projeect
should be able to go ahesd with great rapidity and the guaraaty

should be safe.

R. Summary of Additional Eye Glass Projects in Indonesia

b.

Ce.

The second project to be undertaken would be a marketing analysis and
test marketing program utilizing technical assistance from the Helen
Keller Institute who are presently on the scene in. Indonesia. It
gshould be highly advantageous to have such strong technical partici-
pation in this field at a relatively modest cost. |

The fruits of this market development work should yield an additionsl
investment project involving expansion of the first Health Link
investment in high correction eye glasses. (Capacity will be almost
doubled from that which is achieved with the $140,000 investment by
the addition of another $60,000 of equipment.)

A third project being investigated as a corollary project to the

expanded production of high correctiom, low cost eye glasses is the



d.

production of lower cost bifocal lenses and the production of addi-
tional low cost frames.

It is anticipsted that within six to 12 months, ome or more of the
three projects in the eye glass area can be ready for applicatioa to
the bank for funding amd for pessiblc loam guaraaty.

S. Summary of Surgical Plaster in Thailand

b.

C.

d.

Current imports amount to approximately 10 million baht per year with
a potential market of 25 million baht per year for surgical plaster.
This is basically a result of the high proportion of young people in
the society and the large number of motorcycles and other precarious
vehicles that are utilized on a daily basis.

This project has been stalled becsuse of the change of staff in the
Bangkok office but it should be poszible to activate rapidly now.
Khun Chatchai of Worldeo Company Limited reported that the investment
to get into this business should be approximately 10 million baht
($400,000) and that the Worldco firm was already attempting to obtain
technology from a Swiss firm.

The prospects for this investmeat camnet yet be firmly evaluated but
because of the business astuteness of Kuhn Chatchai and the strong
demand for the product in Thailand, all of which is imported at high
cost, this project should be pursued further by PATH staff.

T. Summary of Additional Diagnostic Project in Thailand

The Consultant arranged a meeting between a representative of =:he
owners of the Bangkok bank and PATH staff. It turned out that this
individual had been approached with regard to raising funds for a

diagnostic project at another university in Thailand. The project
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involves producing a diagnostic product necessary for research. PATH
staff is investigating this project but no information is available
at this time. However, the contact with the Bangkok Bank msy lead to
other projects being identified and surfaced without vioclating the
parimary relationship with Thai Farmers Bank.

U. Summary of Additional Food Procucts and Vitamin Additives in Indonesia,

It is anticipated that it msy well be pessible to develop ome or
more additional Health Link subprojects which can be implemented
and for which a loam guaranty will be required by werking witk P.T.
Indofood on & high intemsity basis. This process could either be to
add vitamin supplements to some of their existing foods or te bring
out new food products with high nutritional value for youngsters

beyond the weaning food stage.

V. Summary of Surgical Plates in Thailand

b.

C.

This project does not yet have a solid in-country corporate sponsor,
although a key orthopedic doctor is interested in putting together
an investment group to invest in this project.

Surgical plates, which are used for the repair of .broken bones, are a
precisely machined product which is very labor intengive to produce.
The technical expertise is known and available to PATH and is being
pursued by them in order to put this project together.

The present prospects for this investment are not known but the

project should continne to be pursued by the PATH staff.



