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Introduction

The major opportunities in the developing countries for commer-
cialization of technology are in the adaption and improvement of
known and proven technologies. Design, prototype development,
engineering, market testing, the entrepreneur that will drive
that technology into the market place and assure its quality
rather than research predominates. The venture aspect of
commercializing technology, as distinct from the business or
entrepreneurial aspect, is to distinguish and choose correctly
from among available technologies which one is the best for a
given market opporturity. Many local businessmen have ideas
about developing new products for aistinct markets taking
advantage of local materials, market relationships, or market
tastes, but they need guidance on assessing the cost and feasi-
bility of developing those products, either on the basis of
imported or locally derived technology. Success is the result of
combining the right business person with the right technology for
the right market.

Most developing countries have attempted to strengthen their R&D
capabilities by establishing government R&D research centers.
Although research has been accomplished, less technology than
anticipated has been commercialized either through licensing or
joint venturing for production. This experience is not uncommon
in developed countries. Both market and financial analysis has
been lacking in setting the research agendas by government
financed and managed R&D laboratories and those that know markets
-- private businessmen -- enter the decision-making cycle too
late.

In addition to establishing R&D laboratories, governments have
attempted to encourage the private sector to upgrade its techno-
logical base by fiscal measures -- tax incentives for licensing
imported technology, preferential tariffs on imported equipment
and tax incentives on R&D expenditures. These fiscal incentives



have proven only partly successful for a variety of reasons:
unrealistic ceilings on royalty fees allowed in licensing have
discouraged on-going relationships between those who own tech-
nology and can continually upgrade it and those who license it;
tariff preferences for imported equipment have lead to inappro-
priate technology in the context of the prevailing costs of labor
and capital in the importing country; and tax incentives on R&D
have been of short duration or perceived as such by business
people and the administration of those incentives has been

cumbersome and time consuming.

A logical first question is: should governments and interna-
tional funding agencies adopt measures and programs to stimulate
development of technologies by the private sector in developing
countries? Government expenditures and incentives for technology
development are generally justified because: 1) social returns
due to external benefits, such as diffusion of specific knowledge
and development of specialized manpower and innovative management
skills are greater than private returns; 2) investments in
technology are often considerably riskier than those for other
activities; and 3) even when private entrepreneurs are willing to
invest in technology, gaps in the capital market inhibit their
financing of these activities.

This paper focusses primarily on £filling the gaps in the finan-
cial market for technology development and commercializing that
technology into usable and useful products and processes. With
proper analysis of the technological options and the cost and
feasibility of adapting those technologies to specific market
opportunities, the primary risks of investing in manufacturing
products based on new technology should be commercial: market,
price ana business acumen. How much risk the financier is
willing to take will depend on his or her source and cost of
money and what are his or her objectives for return on investment

over what time period.



Given the risk aversion philosophy of most financial institu-
tions, particularly those established and operating in developing
countries, reducing the technology risk and shortening the time
horizon between when these institutions provide financing and
when they can expect a return, will hasten their participation in
financing commercialization of technology -- the end result of
which is new productive investments, new jobs, upgraded skills,

expanded markets and new export earnings.
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Financing Technology Development

For the small entrepreneur, development of technology is mostly
self financed with the help of family and friends. Increasingly,
universities and 1large corporations in the U.S. will assist
entrepreneurs in commercializing technology developed in their
laboratories. Specialized companies such as University Patents
and Research Corporation have established contracts with univer-
sities where they will assess, patent and license university
technology on a contract-fee basis. Corporations such as G.E.
have licensed and financed employees to develop and commercialize
technology the company has shelved and some corporations, such as
G.E. and Monsanto, for example, and more recently some univers-
ities, have developed venture capital funds to finance start-ups
using their technology or technologies from other sources. Using
Section 174 of the tax code, particularly after the Snow decision
of 1974, R&D limited partnerships have become popular and some
large funds, such as Prutech, specialize in the development and
commercialization of technology.* State authorities have also
intervened in this market. An example is the Connecticut Private
Development Corporation, which provides conditional grants for
technology development for local entrepreneurs. The Corporation
is repaid from royalties on successful ventures. This array of
financial mechanisms, with the exception of family and friends,
is absent in the developing world. Some attempts have been made
by governments and international lending agencies such as IBRD
and AID, to fill this gap at various stages of the technology
development cycle with varying degrees of emphasis and success.**

* Tt is uncertain what effect the 1986 tax law changes will have
on the attractiveness of R&D Limited Partnerships to investors.
Guidelines have not yet been published.

** See Appendix D, "Sharing of Risks" for additional information



The most notable are:
BIRD-F

A binational fund was established by the governments of the U.S.
and Israel on an endowment basis with initial capitalization of
US$50-million (now $110 million). The number of new projects
financed is limited to the income of the endowment and royalties

from successful projects. Major characteristics of BIRD-F are:

- product-process development, only enter the technology
development cycle between prototype development to market
testing

- collaborative projects - US-Israel private companies

- no start-up financing for production - only technology
development financing

- royalties for payments on success. Conditional grant -
no obligation to repay if unsuccessful, no collateral
required

- small independent staff, (5 professionals) which provide
excellent business and technology assessments and
introduction to appropriate business partners

- strong technological infrastructure in both countries

- products developed are mostly for export with short and
unique technological competitive life spans

- Board -~ all government, approve each project

- incremental funding based on approved technology develop-
ment plan - will provide both FX and local currency
financing. Up to 50% of costs will be covered by BIRD
with maximum size of investment by BIRD of $1.5 million
over a 3-year period

- no role by staff in management of projects, but strong
monitoring role in implementing and modifying approved
project (technology) development plans

- no U.S. marketing offices

- good client base - U.S. companies know Israel and vice
versa. Much of the early technology development -- idea



to initial prototype development -- was financed by the
Office of the Chief Scientist, Government of Israel.
Many of BIRD-F projects are graduates of this early
financing which was supported by an IBRD loan.

-~ level of technology development financed - medium

- will finance idea development and pre-feasibility on a
limited scale

- staff comes from business or technology development firms

- BIRD has initiated 135 projects to date. 54 have led to
sales: 12 over $l-million, 5 over $5-million and 2 over
$§50-million. Salet resulting from all projects which
have received support from BIRD total about $240-million
through 1986. BIRD was established in May, 1977.

A copy of the latest BIRD annual report and its handbook to
businessmen in preparing project proposal are attached as

Appendices A & B.

PACT

A binational fund established in 1986 by AID and ICICI, an Indian
development bank. (ICICI is 50% government-owned). PACT is

qguite zimilar to BIRD-F except:

- ICICI can provide follow-on equity financing for start-up
production from its own resources

- managed by ICICI internally

- Board is private, but Board does not approve individual
projects

- U.S. marketing office

- no endowment =-- number of projects will be limited by
initial grant, $10 million, and royalties from success-

- operating expenses for staff covered by ICICI (3
professionals)

- 1> idea development or pre~feasibility study money yet



- level of technology - medium, probably below level in
Israel, and most products and processes developed will be
internal (India) market

- finance prototype to market testing - 50% of costs, up to
maximum from PACT of $1.5 million - predominately rupee
financing

- good client base from customers already served by ICICI
(assets $2.5 billion)

- staff comes from development and commercial banking
experience

- will probably require collateral and some repayment
whether development of technology is successful or not
from recipients of approved conditional grants

- good business analysis capability; limited ability to
analyze technology; ability to find best partners is not
tested

- has a U.S. marketing office

KTDC (Korea Technology Development Corporation)

- established on basis in part by loan from IBRD in 1981,
KTDC is 30% government owned, 70% private companies

- large staff - about 50 professionals, many come from
commercial banks

- KTDC aims to promote, appraise and finance existing
private industry projects to upgrade their technological
capability. As part of its activities, KTDC will finance
businesses to commercialize results of their own R&D
efforts, subcontract directly with research institutes
for R&D on behalf of businesses or finance the adaptation
of imported technology

- assess opportunities and provide brokering if appropriate
but this is limited and XTDC wc ks primarily with
Japanese-Korean and US-Korean opportunities

- three types of financing:
a) conditional lending (collateral for 30 - 40% of



loan). If successful, full repayment of loan plus
royalty (which is greater than the interest on a
conventional loan); if unsuccessful, repay only part
of principal (30 -40%). The payment for successful
projects is based on KTDC earning 23% return.

b) credit conventional loan (collateral or non-collat-
eral) - pay interest at about the same rate as
charged by development banks. These loans are not
always collateralized and no royalty payment is
required. Since the final borrower assumes the
foreign exchange (FX) risk, many opt for credit

conventional loan rather than conditional loans.

c) equity, but not widely used to date, and only for
small, innovative companies which are basically
start-ups. Equity is generally in the form of

convertible dc¢bentures, with KTDC having the option

to convert to equity within 5 years.

KTDC will enter technolagy development cycle at pre-prototype
stage; it will also finance later stage developments and first

product commercialization with equity for new companies.

Oof 600 projects financed to date, 40 are equity and 40 are
conditional loans. The balance is financed as conventional
loans. Only 10 projects have failed; 7 have been fully repaid.

KTDC does much of its conventional conditional loans and equity
financing from domestic borrowing (by raising money in the Korean
bond market or by borrowing from the government at low interest

rates).

The IBRD loan to KTDC is at a variable rate with a modest spread
to KTDC. Since the government has a ceiling on the domestic
lending rate and resquires fixed interest rate lending, the
government subsidizes KTDC spreads on sub-loans from the IBRD.
The amount of subsidy provided by the government is declining.



As of 1985, KTDC had capital of $32.39 million and had provided
$220.93 million in financing to 600 projects.

KTDC was a revolutionary financial institution within the context
of the Korean capital market when 1t was established. KTDC
actively looked for investment opportunities with small busi-
nesses and KTDC would 1lend to private businesses without

requiring full «ollateral.

The initial capital for KTDC came from the government. KTDC was
further capitalized by about 70 private companies in a unique
manner in 1981. Under Korean law, private companies could set
aside 1% of sales or 20% of profits in one year for investments
in R&D over 4 years. The total R&D expenses could be written off
as an expense the first year, but companies were penalized
heavily if they did not utilize the tax write-off R&D reserve
fund within 4 years. In 1981 the government allowed companies to

use these R&D reserve funds for capitalization of KTDC.

KTDC recently established a venture capital subsidiary, KTIC,
under a new Korean law to foster venture capital. This a high
risk taking, equity financier for firms in new businesses driven

by technology, such as automobile component parts.

Lessons Learned
1. XTDC must work very closely with firms which are developing

technology under conditional loan or equity financing from
KTDC, generally small companies. New engineers hired by KTDC
do not have the experience to fully provide the guidance
required by these companies in order to protect KTDC's
investment.

2. Fees earned from business assessments and brokering have been
very limited. A copy of KTDC’s 1984 annual report in is
Appendix C.

,C‘\/



K~-TAC (Korea Technology Advancement Corporation)

A government company incorporated in 1974 which promotes the
commercial utilization of the research and development on
production technology of the Korea Advanced Institute of Science
and Technology. (KAIST) and other publicly-supported research
institutions. K-TAC evaluates commercial potential, markets the
technology and initiates projects through equity investments or
sales of KAIST technology. K-TAC operates primarily on a
commission basis; it will do consulting for private companies on
a fee basis. K-TAC will provide equity-finance for start-ups
based on KAIST or imported technology. The average size of K-
TAC's equity investment was about 300,000-400,000 S$US in 1982.
KAIST technology is taken to the pilot project stage before
marketed by K-TAC and KAIST will provide warranties to the
purchasers of its technology through K-TAC. K-TAC generally co-
finances projects with the Korea Development Finance Corporation
(KLP). Like KAIST, KLP is a stockhrilder in X-TAC. K-TAC was
established in 1974. As of 1985, K-TAC had a capitalization of
$1.8 million and had invested in 17 projects.

KDIC (Korean Development Investment Corporation)

KDIC is a private venture capital, equity investor which focusses
on financing small and medium sized businesses, but is not
limited to products based on new technology. KDIC was estab-
lished in 1982. KDIC finances start-ups and expansions; they do
not finance technology development. Investors include JAFCO,
DEG, ADB, IFC, Westinghouse and originally American Can who sold
out. Westinghouse is reported to own 30% of the equity. As of
1985 KDIC had a capitalization of $10.27 million and had invested

in 75 projects.

()



KDIC's objectives are:
1. To improve the technological profile of Korean firms by

financing projects utilizing innovative technology;
2. To promote export-oriented, small company development;
To add to the shortage of equity financing available to
Korean firms.
KDIC has resisted investments in riskier, small scale projects
and has attempted to establish itself by investing in companies

managed by proven entrepreneurs.

FONEI (Mexico)

A government trust fund administered by Banco de Mexico (the
central bank), FONEI runs the largest of Mexico’'s industrial
technology development financing programs. FONEI supplies money
for loans for equipment purchasers and technology development
through commercial banks. They will provide up to 100% of the
cost of specific industrial technology development projects and
80% for equipment purchases. Their large equipment lending
program allows movement along the successive stages of technology
innovation to equipment purchasing and their well-trained staff
allows them to identify opportunities for technological innova-
tion based on equipment purchased for specific purposes in
Mexico. The commercial bank can take the risk on the loan or
obtain a guarantee from FONEI for up to 90% of the finance
provided by FONEI by paying a guarantee fee. FONEI also provides
some grant financing along with loans for risky technology

development projects.

In 1985 FONEI instituted a conditional loan program for tech-
nology development projects. If wunsuccessful, 25% must be
repaid; if successful a repayment schedule including royalties is
worked out among FONEI, the participating commercial bank and the
borrower. The program was supported by a loan from the IBRD.
Before the initiation of the conditional loan program, FONEI had



a bias toward larger, less risky projects since they required

repayment of the loan even if the individual project fails.

CDTI (Center for the Development of Industrial Technology, Spain)

This is a government agency established initially within the

Ministry of Industry and Energy. It is now autonomous. CDTI
provides conditional loans to enterprises for research and
develupment. When CDTI was first established with a loan from

the IBRD, they had to seek out projects for financing; now
companies come to them. Under the conditional 1loan, if the
project financed did not lead to a marketable new product or
service, the principal is repaid, but interest is forgiven. If
successful, CDTI is repaid plus a royalty charge on net sales.
Investments are made at the pre-market phase. CDTI participates
in market and technology forecasts studies and assessments,
generally by outside experts. CDTI now provides a conventional

lending program. It has about 40 employees.

Examples of projects:
a) a prototype of a medical infusion group;
b) a process for the direct production of sterilized red

peppers

A typical project financing for CDTI is:

CDTI 34%
Sponsor 50%
Spanish government 16%

CDTI generally lends at 14%, term loan and requires substantial

collateral. The average size of project is $500,000.

Lessons Learned:

1. Project evaluation should give more weight to innovative and
commercial aspec:s of the proposals and to the technical and

{
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managerial capacity of the sponsors and less weight to
collateral.

2. Project implementation plan should have well-defined bench
marks of progress against well-defined tasks.

3. Early links should be established with financial institutions
like Sefinnova for financing for scaling up equipment,
prototypes, product samples, pilot plants and industrial

scale manufacturing.

SEFINNOVA (Spanish Society for the Financing of Innovation)

A private venture capital firm capitalized by private financial
institutions. It provides equity and convertible debenture
financing timed to coincide with the commercial launching of a
new product-process or services. It does not finance start-ups
at the R&D, patent, or idea level. Established in 1978, its
initial capital was $5.8 million; it employed a professional
staff of 9. In a second capital subscription, the bank share-
holders also provided long-term debt financing commitments for
funding investments by Sefinnova in the form of convertible

debentures and other equity-linked debt instruments. Between
1978-83, Sefinnova made on the average 3 investments per year
averaging $80,000 per investment. Appraisal fees averaged

$30,000/year, operating expenses about $300-325,00C/year.



What is Required for Financing Commercialization of Technology?

Technology infrastructure - essential - technically-trained

people with problem-solving experience, engineers (electrical,
mechanical), production managers, electricians, fabricators, farm
machinists, lab technicians, people who find solutions to
problems based on academic-training and practical experience in a
technical field. Country should have well-developed metrology,
industrial standards and quality assurance programs if exports or

import substitution products in an open market are the goal.

Business types and social structure - essential -~ problem-

solving, risk takers, and innovative businessmen, with country’s
social goals that put high value on profit, market share, capital
accumulation, investment, competition among firms, between firms,
between the government and private sector.

Government Policy - essential - A government policy environment
which does not discriminate against the private sector in the
pricing and allocating of capital and foreign exchange, does not
create major bureaucratic hurdles for the private sector in
licensing of technology, does not institute a tariff system which
favors production for a protected dometic market, and does not

maintain a substantially overvalued currency. High rates of
inflation will discourage private investment in R&D and new

product development.

Fiscal incentives - not essential, but potentially very helpful-
equitable treatment of R&D expenses and depreciation on R&D
equipment; ready access to FX for imported research equipment and
payment of fees and licenses for technology; tax credits for R&D
on new product development, either for domestic or export
markets; permanency of fiscal incentives; effectiveness of
administering fiscal incentives; special treatment for venture
capital firms and funds and no double taxation on capital gains.



Imported or domestic technology - not essential - but will

influence how a financing institution operates. The source of
the technology will be determined in large part by consumer
tastes, potential markets for products developed, technology
infrastructure and fiscal incentives or disincentives, and
government regulations on licensing. The country should be open

to the importation of technology.

Financial market - essential - broad-based, e.g., commercial
banks, non-depository financial institutions, development banks,
venture capital, merchant banks and stock market. The type of
projects, terms, collateral, risks, degree of involvement in
management, project assessment capability will be affected by
depth , breath and openness of financial markets and who
capitalizes a fund for, or finances directly, the development and
commercialization of technology and at what stage of the

development it finances (see Appendix D).

Market - essential - size and location, growth, competition, and
tastes of consumers for products developed. What products are
developed will be determined by cost, quality, packaging,
servicing, marketing relationships, and profit margins. How

stable are the advantages; what is the competition? These will
influence what R&D is financed (whether R or D) and how the R&D

process is staffed and managed.



Philippines

Introduction

The Philippine situation has changed dramatically over the last
year. There are many reasons why foreign investors have taken a
wait and see attitude before investing or participating in joint
ventures in the last few years. Government policies prior to
1984 did not encourage investment in new product development or
cost reducing process technology for the domestic market. The
real rate of growth of industry declined 1984-86; the oppor-
tunities for expanding manufacturing output based on import
substitution had been largely exhausted by 1984. However, on the
positive side, emergency import and foreign exchange controls
have been abandoned recently and commercial banks have been free
to trade in foreign exchange, creating a floating exchange rate.
The new government is committed to expanding and diversifying
manufacturing exports, and the Philippines, by virtue of its
lower wage rates, highly educated population, extensive entrepre-
neurial talent and access to major markets such as the U.S. and
Japan, is well-positioned to respond to new export opportunities,
as they did in the past with the garment industry.

An important dimension of developing new market niches for
Filipino businessmen will be new product development, based on
available and largely imported technology or adapting proven
process and product technology by Filipino firms. Creating or
using new product or process technology will) require access to
technology worldwide, evaluation of technology options, managing
adaptation of technology by the firm, risk capital to finance
technology adaptation and business start-ups and expansions, and
attention to quality control. A corporation, Philippine Develop-
ment Corporation, financed and managed by private Filipino
businessmen, is suggested as an institutional vehicle to assist
businessmen in pursuing technology related market opportunities,

particularly for export.



Background

Education still maintains a vital role in the PHilippine, but,
according to some observers, standards (English language,
science, engineering and business) have been slipping. Fifty
percent of the Philippine population is sixteen years and
younger. Unemployment is still too high. According to a
government survey, in the last guarter of 1986 the unemployment
rate was 11.1% in the country (24.5% for metropolitan Manila).
The economically active population in the period (Filipinos 15

years old and over) was 34.612 million.

Such findings show a virtually unchanged situation compared with
the year-ago period or the 1985 last gquarter when the employment

rate stood at 88.9%, and the jobless rate at 11.1%. The
economically active population was 33.646 million or 766,000 less
than the 1986 figure. However, there were slight improvements

over the first three quarters of 1986 whose corresponding
employment rates were 87,87.2 and 88.8% and unemployment rates
12, 12.8 and 11.2% respectively.

There is a latent labor and investment potential in the Philip-
pines that is ready to be tapped. Local investment far enceeds
foreign, but foreign investment is on the rise. According to the
Manila Times, government figures show that investments in January
1987 reached over P900 million, up 37% over the P575 million of
December 1986. Of the total investment 90.9% was local and 9.1%
was foreign. The amount of local investments, P840 million, made
in January, is 7 times more than the Pl1l5 million posted in
December. The manufacturing sector was the biggest share
contributor with P232 million of 45.6% of local investments.
Foreign investments reached P80 million in January, 400+% over
the December level of P17 m.llion, a more than fourfold increase

due to reinvestments.



The U.S. has a long history of trade and investment with the
Philippines. Filipinos value U.S. management, marketing and
technological skills. As shown in Table A, the U.S. 1is the
largest trading partner.



TRADE WITH ALL COUNTRIES

FOB IN US § MILLION
3rd Quarter 1986

TABLE A

Trading Partner Total % Exports imports Balance

Trade of Trade
Total 2,440.76 100.0 1,249.17 1,191.59 57.58
1. USA 73891 30.3 44083 298.08 142.74
2. Japan 405.85 16.6 187.50 218.35 (30.85)
3. Hongkong 136.75 56 69.13 67.62 1.50
4. West Germany 112.48 46 62.04 50.44 11.61
5. China, Rep. of 104.94 43 29.49 75.45 (45.96)
6. United Kingdom 9368 38 65.96 277 38.25
7. Saudi Arabia 73.79 30 9.29 64.50 (55.20)
8. Netherlands 71.41 29 53.58 17.83 35.74
9. Singapore 70.03 29 36.86 33.17 369
10. China (Mainland) 67.79 28 4451 23.28 (21.22)
11. Others * 565.13 231 24998 315.15 (65.16)

* 125 other Countries
Source: BFT 2/10/87



C. STRUCTURE OF A POTENTIAL FUND

The Philippine Development Corporation (PDC) as proposed, will
accomplish the three basic objectives important to both
countries. These are: expanding and diversifying trade;
creating employment and new skills in the Philippines; and
promoting private enterprise. The Corporation will focus on
partnerships between Filipino and U.S. businessmen and technology

development institutions.

There is a tremendous diversity in the Philippine economy; this
translates into numerous potential opportunities for businessmen.
Table B illustrates the diversity of the Philippine economy.

Finally, according to ECON (Economic News), the original Philip-
pine growth target assumed a peso-dollar exchange rate of P21.60
to a dollar this year which would gradually depreciate by 4% to
5% annually reaching P27 to a dollar at the end of the medium-
term period. The average rate of depreciation for the six years
was projected at 25%. The revised estimates assume a lower
depreciation this year, to P21.30 to a dollar, and a faster pace
in coming years to reach P26.70 to a dollar in 1992, for an
average depreciation rate of 25.4%. This revised trend suggests
a more stable foreign exchange rate and bodes well for a Philip-
pine economy more competitive and less risky for investors in the

long term (five years).

The Philippine financial community has the resources to capital-
ize this corporation. The Philippine business community has the
entrepreneurial spirit to make the fund effective and profitable

for the investors.



TABLE B

PHILIPPINE EXPORTS BY CONMMODITY GROUP
(US $ FOB MILLION)
January - November 1986/1985

tem 1986 1985 % inc/dec
Total Exports 4,385.30 4,223.19 3.84
Traditional Exports 1,050.59 1,045.24 051
Sugar Products 102.49 160.05 (35.96)
Coconut Products 42194 392.84 7.41
Mineral Products 92.87 89.56 3.70
Forest Products 179.48 173.71 3.32
Pineapples in Syrup 7735 82.53 (6.27)
Gold from Copper Ores
Ores and Concentrates 132.25 89.88 4714
Unmanufactured Abaca fibers 11.66 15.07 (22.65)
Tobacco, Unmanfactured 2095 2342 (10.55)
Petroleum for International
Delivery 11.61 18.19 (36.14)
Non-Traditional Exports 3,334.71 3.17795 493
Manufactures 283766 2,789.84 1.71
Garmets 657.79 543.61 21.00
Textiles, Yarns & Fabrics 28.19 2285 2335
Handicrafts 130.76 117.60 11.19
Electronics 863.36 986.90 (12.52)
Wood Manufactures 30.17 27.31 10.47
Furnitures & Fixtures 81.29 76.78 587
Travel Goods & Handbags 10.45 8.35 25.20
Non - Metallic Mineral Manufactures 15.29 20.52 (25.51)
Chemicals 22058 134.04 64.56
Machirery & Transport
Equipment 4556 34.76 31.08
Footwear 4297 4397 (2.29)
Nickel & Nickel Ores 14.71 56.17 (73.82)
Others 696.56 716.97 (2.85)
Non - Manufactures 497,05 388.12 28.07
Rice 0.01 0.03 (58.24)
Coffee, Raw, not Roasted 114.91 6.18 1,757.89
Bananas, fresh 120.87 105.06 15,05
Marine Products 129.61 89.38 45,01
Others 131.65 187.46 (29.77)

Source: Planning Service 2/10/87



The A.I.D./Philippine Program

Areas in the Philippine environment that need some attention and

where a bilateral or multilateral assistance program might be

heipful are:

1.

A need to improve financial intermediaries by mobilizing
private capital for new products, primarily for exports
and by providing a wide range of technical assistance
and training to intermediate financial institutions in
such areas as project lending, cash flow and risk
analysis, and to develop a secondary market for bonds,
project loans, and mortgages, and venture capital
institutions.

A need to assist smaller businesses, where most of new
employment will be generated, in entrepreneurial and
technical training, access to supervised, risk capital
and quality control at the firm level.

Technical and management assistance to firms and
feasibility studies for new products and markets on a
shared cost basis.

A study to identify fiscal incentives to promote R&D by
all qualifying Filipino firms. This study could also
identify tax credit mechanisms for R&D that would
facilitate private firms providing capitalization to PDC
as was the case for KTDC in Korea.

Advisory assistance to the appropriate Filipino govern-
ment ministries and office on developing and enforcing
guality standards.

Education program, i.e., seminars, factory visits to
promote the acceptance of quality control and quality
assurance throughout the Philippines.

A marketing study, reimbursable grant, to PDC to
identify product srecifications, packaging, distribution
channels and market niches for Filipino produced goods

and services, particularly for export.



Some Pluses and Minuses for Commercializing New Technology in the

Philippines

A. Pluses:

1.

2.

N Oy O e W

10.

High education level of Filipinos, many are not fully
employed;

Engineers (all types, including product design engineers)
are available, many with experience. They perceive limited
productive opportunities in the Philippines;

Pragmatic new manufacturers with work experience abroad;
Good and relatively sophisticated financial system;
Political environment which is becoming more stable;
Excellent physical and social infrastructure;

Basically open, free market economy which encourages
competitiveness;

Small scale industries that can produce good quality
products for high value added markets that can potentially
be flexible in changing product mix to meet changing market
opportunities;

New government’s stated willingness to assist private
businessmen and political willingness to consider partial
privatization of government enterprises; and

Finanical capital looking for productive and profitable

‘opportunities.



B. Minuses

1. Lack of attention to and appreciation of the importance of
product standards, quality control and quality assurance,
either by private businessmen, workers and public sector
officials;

2. Poor R&D infrastructure and lack of incentives to private
businesses to undertake R&D;

3. Decline in demand and increased competition in well-
development markets for the Philippines’ traditional
exports of goods and services;

4. Capital intensive bias of investments caused by fiscal
incentives and the tariff structure while the Philippines’
comparative advantage is labor and land and mineral

resources.

The Environment (Philippines)

Technology Infrastructure - reasonably good, particularly in
engineering and laboratory technicians. Good experience in
mining and chemical processing areas, electronics, agriculture
and machinery. University facilities in science, and engineering
and vocational training are generally considered adequate.
Industrial standards and quality assurance programs are not well-
developed yet and are technology development laboratories are

weak.
Business types and social structures - problem-solving, innova-
tive businessmen. Social values are supportive of problem-

solving and risk-taking.

Government policy - until recently, not supportive of innovation
and investment for exports. Too much government interference in

the market, an over valued currency, lack of access to foreign
exchange by private companies and highly protective tariffs and



fiscal policies that encouraged capital intensive investments in

the domestic market.

Fiscal incentives - virtually non-existent. R&D expenses can be

written off; R&D equipment can be depreciated. Accelerated
depreciated, carry over of R&D expenses, tax credits and multiple
write-offs for R&D expenditures are not provided. Present fiscal
incentives probably do not play a major role in decisions on R&D
and new product development but government policies in this area

support public policy priorities.

Imported or domestic technology - largely imported. Some
capacity for domestic R&D in large firms, some capacity in

agricultural processing, pharmaceutical, and mineral processing

companies. High wvalue place on imported over domestic
technology. Product standards and administration of quality
standards on imports and exports is a significant weakness and

discourages R&D &nd risk-taking on new product development.

Financial market - commercial banks, non-financial banking

institutions and development banks reasonably well-developed but
conservative and small businesses have limited access to them.
Merchant banking is not developed. Little venture capital, no
risk money available from private or government sources for new
product development. Some R&D done in government-owned compan-
ies, some in large private companies but limited. Risk finan-
cing, particularly for small compenies, analytical capability to
assess technological options in the context of perceived market

opportunities and lack of venture capital are big gaps.

Market - potentially large. Filipino businessmen can be aggress-
ive at developing new market niches, either domestic or export.
Transportation costs for external markets are reasonably competi-
tive. Filipinos have a marketing, packaging and advertising
mentality. Any financier of technology development would have to
provide insights on markets, product specifications and market-



ing strategies for new products. The competitive advantage of
new products entering the market will be relatively short. The
domestic market is becoming more easy to penetrate by imports and
consumers prefer imported goods. The Filipinos are largely

untested in a free market environment in recent years.

Possible Structure of the Corporation (PDC-~Philippine_ Development

Corporation)

Purpose
A new limited liability corporation to provide risk capital to

private companies for new product and process development and
equity financing for start-ups and expansions based on new

product or process technology.

Services Provided

1. Conditional or conventional loans and equity to finance
process or product adaptation with qualifying Filipino
private businessmen and equity to finance new business
start-ups or expansions based on technology developed with
small private businesses with a specific focus on:

a) Exports or import substitution where efficiernt;

b) Employing Filipino engineers, scientists and
technicians.

2. Technology and business plan assessments (fee basis)

3. Brokering - introduction to suitable business or product

development partners (fee basis).

b



Capitalization

$10 million equivalent, from private banks, financial and non-
banking financial institutions and private businesses. No
individual or participating financial institution would own more

than 15% of the share captial.

The corporation couvld be capitalized from the following sources:
- private pension funds
- private insurance companies
- private banks
- private financial and non-financial institutions
- private businesses, either as equity or as tax credits
unused on R&D expenditures (this would require a change

in the tax code)

The corporation could finance technology development or adapta-
tion by conditional loans, by conventional loans, by conditional
loans convertible into eqguity or by equity. The fund should not
provide more than 50% of the cost up to some maximum, say $1
million equivalent. Under a conditional loan the fund would be
repaid the loan plus a royalty on gross sales of the successful
products c . processes developed. For unsuccessful projects, all
or part of the loan could be forgiven. 1In lieu of repayment of
the loan or payment of the royalty, the fund could accept equity
in the company on a mutually agreed price per share based on

future earning of the company.

The operating cost for management (salaries, rent supplies,
travel, telepnone, telex, depreciation) would run about $400,000-
500,000 per year. This could be financed during the early years
by the shareholders separately, or by a development agency such
as AID for the first three years. Compensation to the management
of the fund should ke rartly dependent on performance with

management sharing risks for success with the shareholders.



Management

Board of Directors (7 people) representing the cutside investors,
prominent Filipino businessmen, a senior office of the Government
of the Philippines (ex officio), and the president of the fund.

Investment Committee - 5 people, 3 from management of the fund,
2 outsiders (one a venture capitalist, one a technology expert)

Technical Advisory Committee - 5 people, two from U.S. scientific
community, two from Filipino scientific community and a U.S.

venture capitalist

The Board provides over-all policy guidance and approval of
investments over $1,000,000; the investment committee is chaired
by the president of the fund and makes decisions on all

investments under $1,000,000.

Staff

3 professionals, (president, financial expert, engineer or
scientist), bookkeeper/secretary, out-side legal counsel, and a
C.P.A. or management company. President should be technically-

trained with operating and managing experience in private
company, preferably overseas. A correspondent relationship on a
contractually basis with a U.S. firm would be established for
finding business and research partners and assessing market and
technolegy options. Part of compensation to the U.S. firm would
be based on performance and the U.S. correspondent could be asked

to contribute to the equity of the fund.



Investment

Conditional loan

Shared 50% financed by fund and 50% by private company sponsor or
Sponsors. Maximum size of product or process development
investment by the fund, $1,500,000. Average size of investment
of the fund in product of process development over the first
five years is $300,000 with many in the $50,000-300,000 range.
The early investments will probably be larger.

50% of the corporation’s investment in new product development is
conditional loan, with repayment obligation regardless of success
except for small businesses and 50% is risk capital which carries
royalties on net sales, stock options and right of first refusal
on equity financing for start-up. If the project is successful,
equity could also be taken in lieu of the royalty payments. The
corporation will also invest equity in start-ups and expansions
of Filipino companies using their own or licensed technology.

The corporation’s investments in new technology would be commit-
ted on the basis of an approved technology development plan, with
benchmarks to review progress during the development period. It
is envisioned that the corporation would invest in at least two
stages (not all up front) and could provide both local and

foreign exchange financing.



Operating Revenue

1. Commission on
Business Assessment

2. Commission on
Brokering

3. Royalties
4. Dividends
5. Capital Gains

Total Operating
Revenue

Operating Costs

1. Salaries*
2. Other Cash
Operating Costs
(G&A)
Contracts
Cash Operating Costs

Depreciation

Total Operating Costs

Other Income

Interest Income*#*

Profit Before Taxes

Taxes
Net Profit (Loss)

Projected Income Statement

1988 1989
30,000 60,000
50,000 100,000
80,000 160,000
175,000 235,000
127,000 150,000
40,000 80,000
342,000 465,000
25,000 25,000
367,000 490,000

0 120,000
0 0
(287,000) (230,000)

1990

60,000

150,000

50,000

260,000

235,000

300,000

0

(240,000)

60,000

150,000
75,000
60,000

150,000

495,000

235,000

490,000

140,000

0

5,000

60,000

150,000
75,000
180,000

300,000

765,000

235,000

150,000

80,000
465,000

25,000

490,000

36,000

0
275,000

* No salary increase is projected on the assumption that bonuses for performance

would be paid out of profit or in stock options in the corporation.

** The assumption is made that interest earned will not be avzailable
to the corporation for operating losses.



Assumptions

Sales Revenue

1. $10,000 per assessment, $250/man/day - 40 man/day/fee
assessment, 3 in 1988 and 6 each in 1989-1992

2. 10% fee on equity capitalization of joint ventures,
average equity $500,000. Flat fee of $20,000 to find
appropriate joint partner with corporation being paid
with stock options or warrants. Corporation would not
charge a fee for finding technology partner id corpora-
tion funds technology dewvelopment with equity or
conditional loan financing, 1 fee of $50,000 in 1988, 2
in 1989 and 3 in 1990-1992

3. 5% of gross sales on successful conditional loan
projects with sales of average successful project of
$500,000; two successes in 1990 with one additional in
each of 1991 and 1992

4, 6% dividend on equity, with two equity investments
averaging $500,000 in 1992, 6 in 1992

)

5. 30% capital gains form sale of 1 equity in 1991 and 2 in
1992. Average size of equity investment $500,000

No assumption is made about interest earned on portions of
conventional loans forgiven for unsuccessful technology develop-
ment projects or about interest on loans in addition to royal-

ties on successful projects.

’)7\
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Operating Costs

1. Staff
1988 president ($80,000), investment officer ($60,000),
bookkeeper/secretary (20,000), drive ($15,000)
1989 add an investment officer
1990 - 1992 no additional staff

2. Other Cash Operating Costs
Rent and utilities 30,000
Travel 75,000
Telephone/Telex/Fax 22,000
1988 127,000
1989 -~1992 150,000



Interest Income 1988 $5,000,000 subscribed. 2 conditional loans and 2 equity

investments averaging $500,000, half of conditional loans disbursed.

1989 2 conditional loans and 2 equity investments, average $500,000

1988 conditional loans and half of 1989 loans fully disbursed.

1990 3 new conditional loans, average size $500,000; 5 equity investments, average
$300,000

1989 - loan fully disbursed, half of 1990 loan, $5,000,000 new subscription

1991 2 new conditional loan projects financed, average size $250,000, half

disbursed and all of 1990 loans disbursed, 5 equity investments, average $200,000

1992 2 new projects financed, average size $250,000, half disbursed and a balance

of 1991 loans disbursed, 4 equity investments average $200,000

1988 1989 1990 1991 1992
Equity 5,000,000 3,500,000 6,500,000 3,750,000 1,750,000
Disbursements 1,500,000 2,000,000 2,750,000 2,000,000 1,300,000

3,500,000 1,500,000 3,750,000 1,750,000 450,000

Interest earned (8%)

on balance 0 120,000 300,000 140,000 36,000
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he purpose of the BIRD Foundation, established by
T the governments of the United States and of
lsrael in May 1977, is to provide financial support to
U.S. company - Israeli company teams who see good
prospects for individual benefit through their joint
development and commercialization of innovative
(nondefense) products or processes

based on industrial R&D.

Support from BIRD takes the form of grants to each of the two companies on a
cost-sharing basis. Should the project lead to commercial revenues for the
companies, BIRD recovers its investment - and sometimes a little more - in the form
of royalties. If, for any valid reason, no revenues eventuate, no return of the grant
is due.

Although BIRL is the child of two government parents, it operates much in the
manner of a private source of support for the R&ED phase of the life cycle of an
innovation. It goals, however, are to stimulate and promote mutually beneficial
activity between the private sectors of U.S. and Israeli high-technology industry
rather than to make a profit directly. The gains to both economies and the increased
tax revenues accruing to the two governments as a result of successful projects are
profit enough.

The performance of BIRD-supported projects, 135 initiated so far, can be
summarized as follows: 54 have led to sales - 12 of over S1 million, 5 of over $5 million
and 2 of over $50 million. Sales resulting from all projects which have received
support from BIRD total about $240 million through 1986. Royalties received or due
total about $2.5 million.

Once a lonely outpost in uncharted binational industrial R&D territory, BIRD has
become the model for many such arrangements, actual or putative, between its
founders and other countries. To the extent that the model has become one deemed
worthy of replication, many share the credit, but not least the perhaps intrepid U.S.
and Israeli company participants. Their joint efforts have demonstrated -
unequivocally, we believe - that funds deriving from public sector sources can be,
in the right framework, a powerful catalyst for private sector economic growth. We
salute them.,

F I AL
A.l. Mlavsky

EXECUTIVE DIRECTOR
Fibronics International Inc. and Fibronics Ltd .
developing advanced equipment for Intesrated Local Networks.
iPhotograph by Clint Clemens, U.S.A.)
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TYPES OF AWARDS 19

ects. namely tne cum of che

describe  expenses to e incurrea ny e wo

f ” l . companies %0 bring tne proposeq proc-

ull-scale prolects . uCt(s) or process to the point of com-

mercial readiness, ranges from about $250,000 to about 53.000.000 over a

one to three-year period. with BiRD typically contributing 40% of each compa-
ny's expenses.

Buried in the text 1s the information that proposals for “uli-scale orojects
are evaluated. in confidence, by the U.S. Nationai dureau of Stardarcs for
technical content. by the Office of the Chief Scientist. Israet Miristry of Ingus-
try and Trade, and by BIRD. Such projects require Board of Governors appro-
val, an overall process which typically takes eight to ten weeks from the time
a proposal is received.

Also ailuded to above are “pre-grant awaras” and "tests of feasioiity” Tre
former, maximum 510,000, are made - sparingly. let 1t be noted - tO assist
small companies with out-of-pocket expenses Incident On proposal preparatior.
The latter. maximum S$30.000 from BIRD as its 50% cost-share, are awarged
where basic technical or market data need t0 be acquired before tne decision
can be made as to the value of preparing a formal proposal for a full-scale
project. Both types of awards are made by tne Executive Director: Board
approval is not required.

Another very important funding mechanism avaidable to the Executive
Director is for the support of “mini-projects” wnich, at a total cost to the two
companies of 2bout S150.000 or less. have good prospects of leading to a
commensurate volume Of saleable products.

The mini-project. to which BIRD will contribute $75.000 or 50% of tne
total project cost, whichever Is less. 1s often the idea! vehicle for two companies
10 use on ajourney whose first destination is worthwhile. but who contemplate
longer and more adventurous forays into INnovation-land.

The six stories above he total budget for ‘ull-scale proj-

COLOR DISPLAY GENERATOR - by Liacom Ltd. and Liacom Inc.



THE PROJECTS AND THE COMPANIES 29

Ested on the following pages,
by year of start, are the

87 full-scale projects,

34 mini-projects and 14 tests
of feasibility we have funded.

1979
e KEY BX
PENTACOM INC., NY & TELRAD LTD.
e Computerized Irrigation
Systems
MOTOROLA INC.. IL & MOTOROLA
ISRAEL LTD.
Cardiac Diagnostic Imaging
System
ELSCINT INC.. MA & ELSCINT LTD.
¢ Implantable Pacemakers
MENNEN MEDICAL INC.. NY &
OMIKRON LTD.
® CO-OPT
CREATIVE OUTPUT INC.. CT &
CREATIVE OUTPUT LTD.
Viscosity Measurement
System
OVUTIME INC.. MA & ISCAR LTD.

1980
Magnesia Production
GENERAL REFRACTORIES CO.. PA &
ISRAEL CHEMICALS LTD.
Ceramic Switches
SUPCO INC.. NJ & GALAI
LABORATORIES LTD.
Pathogen-Free Poultry Feed

HIGH-VOLTAGE ENGINEERING CORP.,

MA & MATMOR LTD.

® Solar Energy Station
LUZ INTERNATIONAL LTD.. CA &
LUZ INDUSTRIES (ISRAEL) LTD.
Power Concept for Cardiac
Imaging System
ELSCINT INC.., MA & ELSCINT LTD.

1981

Machining Center

HCC INDUSTRIES, CA & CONLOG
CONTROL LTD.

VM Cryogenic Pump System
VEECO INSTRUMENTS INC.. NY &
RICOR LTD.

Wound & Burn Healing
Monitors

FARRALL INSTRUMENTS INC.. NB &
ATLAS RESEARCHES LTD.
RAYSTAR - Laser Plotter
LEO BEISER INC.. NY &

SCITEX CORPORATION LTD.
Freshwater Prawn

GENERAL MILLS INC.. MN &

APT (ISRAEL) LTD.
Management Software
Systems

BOOLE & BABBAGE INC.. CA &
ADVANCED TECHNOLOGY LTD.

LOCKHEED-CALIFORNIA CO.. CA &
DEUTSCH INDUSTRIES LTD.
GRIFFIN CORPORATION. CA &
BIOSEARCH LABORATORIES LTD.

ACCUTEST CORPORATION, MA & C.I.

INSTRUMENTS LTD.
HYDRO-BOTANICALS CO.. NY &
KIBBUTZ INDUSTRIES ASSOCIATION

Full-Scale Project

Full-Scale Project naving saies
Mini-Project

Mini-Project having saies

Test of Feasibility

Test of Feasibiity ieaaing 0 a Full-
Scale Project

1982

® High-Speed Data Modems
WIDEBAND DATA CORPORATION. CA
& PHASECOM (ISRAEL) LTD

® Microporous Materials
GELMAN SCIENCES INC.. MI &
GELMAN SCIENCES
TECHNOLOGY LTD.

® PHOTOCCLUSION™
VISHAY INTERTECHNOLOGY INC., PA
& VISHAY ISRAEL LTD.

® Digital Transducers
CELESCO INC.. CA & TEDEA LTD

® Computerized Plating System
FIRST WORLD MARKETING INC.. MY
& TECHNO INSTRUMENTS LTD

® Graphic Displays
MODGRAPH INC., MA & LIACOM LT2
Slow-Release Fungicides
GRIFFIN CORPORATION. CA &
BIOSEARCH LABORATORIES LTD
Utilization of Poultry Waste
DIXIE STEELCO.. AL & B.ZT L7TD
(KIBBUTZ INDUSTRIES)

® Novel Photoresists
MACDERMID INC.. CT &
MACDERMID ISRAEL L7D.

GTE LABS. INC.. MA &
YISS'/M R&D CO
T1.G. INC.. NY & TEK-DYN LTD



1983

Long Shelf-Life Tomato

LSL INC . CA & HAZERA SEEDS LTD.
MIC2 DO - Office Automation
Systems

CONDOR COMPUTER CORPORATION.
MI & OSNAT COMPUTERS LTD.
CAD-CAM for Garment &
Shoe Industry

BETA SCIENTIFIC INC.. CT & BETA
ENGINEERING & DEVELOP. LTD.
Clinical Immunoassay Kits
LIFE TECHNOLOGIES INC.. OH &
RAMOT LTD

Intelligent Bedside Patient
Monitor

MENNEN MEDICAL INC . NY &
MENNEN MEDICAL LTO.
Computerized Center Pivot
Irrigation

MOTORCLA CAE INC . IL &
MOTOROLA ISRAEL L7D

Robotic Devices
DESIGNATRONICS INC.. NY &

IMCO LTD

Data Collection Factory
Management System
DECISION SYSTEMS INC.. NJ &

Y4 ANA DATA COLLECTION

LTD ELTA LTD 4
High-Speed Image Processor

INT'L IMAGING SYSTEMS INC. CA &
+ ZLPALCK 2C00C ICCMPUTERS) LTD
UNISON

MARTIN MARIETTA DATA SYSTEMS.
NJ&IBS LTD

Components for Irrigation
Systems

KINERET ENCINEERING INC.. CA &
CALCCHN LTD.

Superfinisher Machine Tools
GB! INTERNATIONAL INC.. NY &
PLADOT EIN HARQD

Profilometer

AA GAGE INC.. Ml & M.L.L. (IL) LTD.
Pick, Place G Palletizing
Robot
UNIMATION/WESTINGHOUSE INC.. CT

& ROBOMATIX LTD.
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» High-Capacity Fertilizer Pump s Remote Alarm System

HAYS EQUIPMENT CO.. GA & SCITEQ ELECTRONICS INC.. CA &
T.M.B. LTD. XANADU LTD.

w Design Software for Irrigation » MCSA Equipment
Systems Maintenance Software
NATIONAL IRRICATION CO.. NJ & System
WEIZMAN INDUSTRIES LTD. CRUMMAN DATA SYSTEMS. NY &
EPROM Module for Atlas CSA LTD.
Systems Diagnostic Assay for Channel
DOLCH LOCIC INSTRUMENTS INC.. CA  Catfish Virus
& DIGITRONICS LTD. FIRST MISSISSIPPI CORPORATION.

s Multiplexer System MS & IGS LTD.
FIBRONICS INTERNATIONAL INC.. MA Novel Diamond-Tipped Drills
& FIBRON!ICS LTD. ISCAR METALS INC.. NJ &
Gatekeeper Kitting DECANIA DIAMONDS LTD.
INDATA CORPORATION, MA & s Programmable Counter/Timer
LOGISTICA SYSTEMS & KEITHLEY INSTRUMENTS INC.. OH &
COMPUTERS LTD. TABOR LTD.

s Credit Card-Operated
UNIQUE INFORMATION SYS. INC.. IL &  raximeter

MASHOV LTD CENERAL BEARING CORPORATION,
¢ AA GAGE INC.. Mi & M.L.L. (IL) LTD. NY & MIDDLE EAST ELECTRONICS
LTD.
s Robotics Audio-Visual
1984 Programs
MICROSTAR Data and Audio PREP INC.. NJ &
Switch ESHED ROBOTEC LTD.
COMCEN' ER CORPORATION. CA& g INTERTEST PL/| for
KOLNET SYSTEMS LTD. IBM/CICS Systems
Polymeric Heart Valve ON LINE SOFTWARE INTERNATIONAL.
Prosthesis NJ 8 SEMECH TSS L7D.
ABIOMED INC.. MA & s Low-Capacity Fertilizer Pump
OMIKRON SCIENTIFIC LTD. PLANT FOOD SYSTEMS INC.. FL &
® VLS| Fast Fourier Transform T M.B. LTD.
ZORAN CORPORATION. CA & s APTOOLS for COBOL
ZORAN MICROELECTRONICS LTD. MITCHELL MANAGEMENT SYS. INC..
® Video Mapping Systems MA & MILAN SOFTWARE INDUSTRIES
PERCEPTRONICS INC.. CA & (1976) LTD.
SIMTECH LTD.
® EB-2000 - Computerized : ORMAT SYSTEMS INC.. MA &
Teaching System ORBOT SYSTEMS LTD.
TECHNOVATE INC.. FL & © OHIO MEDICAL INC.. Wl & SRD LTD.
DEGEM SYSTEMS LTD. ¢ ANIMED INC.. NY & TEVA LTD.

Vetalpha as a Milk Fever
Preventative
ANIMED INC.. NY & TEVA LTD.

® KEREN - A Management
System for Printing
POLYCHROME CORPORATION, NY &
ARIELI LTD.

® Data-Over-Voice Modems
ADC TELECOMMUNICATIONS INC., MN
& RAD DATA COMMUNICATIONS LTD.

\'\’\ |
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Novel Herbicldes
FMC CORPORATION, NJ &
LUXEMBOURG CHEMIZALS LTD.
9 Remote Control Mobile
Robots
215T CENTURY ROBOTICS INC.. GA &
SIVAN LTD.
¢ Computer-Based Science
Courseware
PRENTICE-HALL INC.. NJ &
EDUNETICS LTD.
¢ CIDS-PAC/S3X Software
PARA RESEARCH INC.. MA &
TAPI INFORMATION SYSTEMS LTD.
e ALCIDE® Product
Development
ALCIDE CORPORATION. CT &
KOOR FOODS LTD.
Superfinisher Tool
Accessorles
GBI INTERNATIONAL INC.. NY &
PLADOT EIN HAROD
Inspection System for PC
Boards
PRECISION CIRCUITS INC.. NJ &
P.C.B. LTD.
Advanced Deiibrillator
System
DATASCOPE CORPORATION., NJ &
MICROBIT LTD.
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Adaptors for ILAN .
FIBRONICS INTERNATIONAL INC., MA

& FIBRONICS LTD.

Automatic Wafer Dicing

System

KULICKE & SOFFA INDUSTRIES INC..

PA & KULSO LTD.

Power Plant Data Base
Management

CYGNA CORPORATION. CA &

REITER SOFTWARE SYSTEMS LTD.
Superfast Professional

Graphics .
T.A.T. GRAPHIC GROUP INC.. CA &
GALAXY GRAPHICS LTD.

32 Bit Block Floating FFT Chip
ZORAN CORPORATION. CA &

ZORAN MICROELECTRONICS LTD.
GaAs Crystal Development
FERROFLUIDICS CORP., NH &
FERROFLUIDICS LTD.

Solid Modeling CAD/CAM s
System

CROMEMCO INC.. Ca &

MICROCAD LTD. *
Intensive Care Patient

Terminal

MENNEN MEDICAL INC.. NY &

MENNEN MEDICAL LTD.

22

Polarographic Analyzer

EGBG PRINCETON APPLIED
RESEARCH. NJ & JORDAN VALLEY
APPLIED RADIATION LTD.
Document Processing
System-Oracle RDBMS
ORACLE CORPORATION. CA &
JOHN BRYCE ((JLASCOW) LTD
Computerized Alarm System
for Cars

MICRO BALANCED PRUDUCTS CORP.,
NJ & CONCOD LTO.

3-D Vision System

MICROMINT INC., CT &

ESHED ROBOTEC LTD.

New Filter Elements for
Irrigation

ESSEF CORPORATION, OH &
DESIGN & DEVELOFPMENT LTD.

- TADOAR - Electronic Mail

1.B.S. (U.S.A.). NY & TADIRAN LTD.

Computer Greeting Cards
JUST OR YOU INC.. CA & L.K.P. LTD.

SIGHT & SOUND INC.. W! &
XANADU LTD.

ODETICS INC.. CA &

ACA SERVOLEX LTD.
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¢ Digital Circuit Multiplication
System
EC! TELECOM INC., FL & ECI LTD.

¢ Science Courseware
Development
PRENTICE-HALL INC.. NJ &
EDUNETICS LTD.
Industrial CO, Laser
C-E INDUSTRIAL LASERS INC.. MA &
M.L L (IL) LTD.
Message Management
Computer System:
COMVERSE TECHNOLOJGY INC.. NY &
£FRAT FUTURE TECHNOLOGY LTD.
Interactive Text for Pre-Press
Systems
SCITEX AMERICA CORP.. MA & |
SCITEX CORPORATION LTD.
Computer Equipment
Management System
INTERNATIONAL SYSTEMS SERVICES
CORP.. NY & CONTAHAL LTD.
Switched Data
Communications Netwerk
GENERAL INSTRUMENTS CORP.. NY
& PHASECOM (ISRAEL) LTD.
Kit for Blood Platelet
Function
ACCURATE CHEMICAL &
SCIENTIFIC CORP., NY & INT'L
BIO-TECHNOLOGIES LTD.
Insurance Claims
Administrative System
POLICY MGMT. SYSTEMS CORP., TX
& PMS (ISRAEL) LTD.
Interactive Electronics
Learning System
TECHNOVATE INC.. FL &
DEGEM SYSTEMS LTD.
Oil Well Logging Tool
NUMAR CORPORATION, PA &
NUMALOG LTD.

® Musicom® - Computerized
Music Education
ROLAND CORPORATION, U.S.. CA &
XANADU LTD.
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Microwave VCO's

GENERAL MICROWAVE CORP.. NY &
GENERAL MICROWAVE ISRAEL CORP.
Advanced Computer Graphics
Devices

LIACOM INC.. MA & LIACOM LTD.
Stand-Alone Motion
Controller

GALIL MOTION CONTROL INC., CA &
ELMO ENGINEERING LTD.
Heating/Cooling Electronic
Thermostats

WATSCO INC., FL &

ELDAR ELECTRONICS LTD.

Moire MTF Instrumentation
APOLLO LASERS INC..CA &
ROTLEX OPTICS LTD.

AUl Compatible Fiber
Ethernet

CHIPCOM CORPORATION, MA &
LANNET DATA

COMMUNICATIONS LTD.
Screening Tests for
Gastrointestinal Infectious
Diseases

SYVA COMPANY, CA & IDL LTD.
Local Gateway
Communications System
ADACOM CORPORATION. KS &
RAMIR TECHNOLOGIES LTD.

Civil Rubidium Standards*
FREQUENCY ELECTRONICS INC.. NY
& TIME AND FREQUENCY LTD.
Electromyography (EMG)
System*

BIO-LOCIC SYSTEMS CORP., IL &
BIO-LOGIC SYSTEMS CORP. LTD.
C-Sort - A Sort-Merge Utility*
SRM COMPUTERS INC.. NJ &

1.B.S. LTD.

*Approved

Programmable Function
Generator

KEITHLEY INSTRUMENTS INC., OH &
TABOR LTD.

Computerized
Speakerphone/Message Unit
GENERAL TELECOMPUTER CORP,, FL
& TELECOMPUTER CORP. LTD.
Computerized Radio
Frequency Matrix

NORTH HILLS ELECTRONICS INC.. NY
& ELISRA ELECTRONIC

SYSTEMS LTD.

Curing of Microporous
Products

ENERGY SCIENCES INC., MA &
GELMAN SCIENCES

TECHNOLOGY LTD.

Low Pressure Water Filter
ESSEF CORPORATION. OH &

D.I.P. R&D LTD.

Energy Efficient Fluorescent
Fixtures

MAXIMUM TECHNOLOGY INC.. CA &
M.A.T. ENERGY ENGINEERING LTD.
Epitest = An In Vitro Toxicity
Test Kit

CLONETICS CORPORATION, CO &
ORCENICS LTD.

Hotel Room Electronic
Locking Device

PDQ INDUSTRIES INC.. PA &
SELRON LTD.

Poultry House Computerized
Climate Control

ACME ENG'G & MFG CORP., OK &
ROTEM AGRICULTURAL
COMPUTERS LTD.

Computer Video Music
Generator

JUST FOR YOU INC.. CA & L.K.P. LTD.
DCL-64 Software for Gould
Environment

INTERNATIONAL SOFTWARE COCRP.,
CO & TICi SOFTWARE SYSTEMS LTD.
SESAME Acces~ System
CYBRA CORP.. NY & A&S SOFTWARE

ELECTRO-CATHETER CORP., NJ &
VASAC MEDICAL LTD.

wh
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BIRD was established in May 1977 with an endowment of $60,000.000
provided equally by the Governments of the United States and lIsrael
" . to promote and support joint, nondefense, industrial research and
development activities of mutual benefit to Israel and the United
States. All apphied science activities 1in the process through which an
innovation becomes a commercial product...” shall be within the scope
of Foundation support.

The endowment has since been increased by $50.000,000 ($25,000.000
from each government), reflecting the success of the Foundation in
promoting joint activities between US. and Israeli technology-based
companies.

ISRAEL-UNITED STATES BINATIONAL INDUSTRIAL RESEARCH AND
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{. INTRODUCTION

Although binational foungations are many and diverse BIRD was the first to provide a
mecnhanism wnerepy funds origirating from govermrment sources are channelled
girectly into companies within tne ingustrial sectors 0f the two Zountries to stimuiate
the joint creaticn ang commercialization of INnovatve Tecrnica: ingngefense: Drocucts
ang orocesses from wrich both sountries can genve cragmatic economic penefit

As 1S gescripeq n getal below the tasic mode of operation of tne ~oungation 1S
coinvestment with U S company-israelh company teams in joint projecis which have
nign commerciai potential

As proviged by the / Jreement establisning the Fouridation tAppendix Al BIRD 1§
operates by an E«ecutive Director and a small staff neagaquartered in israel The
Director reports to a Board of Covernors comprnsing three ex officic serior
government officials from eacn country

Whrle this Hangbook purports to contain all of the nformation necessary for
orascertive appicants. the entire BIRD concent 5 sufficiently unusual that a
face-to-face meeting with our staff n Israel. or with our colleagues of the Israel
investment Authority in the US. 15 recommended as a precursor to any formal
aonhication

The BIRD staff acceots with cleasure s respensibmty (O aid acohcants n atl
orases o©f guanfrcation for supporT We will assist in .gentifying ang c2ntacting
orospective project cartners anc snould they sC gesire we wil work with appncants in
formulating 2raposals 5o as tC mimmize the Chances that meritorious proects fal to
De recognized as such

QiRD actvities are described In anrual status reports. avartable on request As the
1atest ~eport DOr{rays there are many projects. about 25% of them aiready enjoving
commercial success and 3 wide range Of participating companies For the latter
apparently the effort of gracphng with our mogest formalties was deemed a
NOrtPwnIle INvestment T9 join the purgeoning group of successful J S -'srae! company
Teams

[Il. PRINCIPLES OF OPERATION

Any cair of operating companies. One each from israei ang the LS. may submit a3
Jrccosal pusiness olan  for joint  gevelopment ana commerciahzation  of any
ncngeferse. nnovative tecnnology-based Droduct or Drocess that nas the potential of
yielging rewargs commensurate with the investment ang risks

unger conditions of confrgentiality (see Appendix 8 for a tvoical Configential
Tisclosure Agreement). the prposal s evaluated by the Office of the Chief Scientict
Mirsemy of ingustry ana Commerce Israet. Dy the U5 National Bureau cf Standaras
Wwasrington. DC ang by the BIRD staff The Executive Dirgctor then submits nis
specific recommendations to the 3oard of Covernors Although the 8oarc Iydically
converes semiannually. proposais are wetcomed evaluated ang acted uoon rapidly
througrout the vear

‘f the technucal proposal and business plan. prenared in accorganie with the
guidehres in IV Delow are convincing In the context Cf the proposing team BIRD wih
share tyoically 50 50. with each of the partners :n the total cost of brnging the
Srocosec oroduct or process to the coint of commercial readiness A current iimitation
N oroject size 1s that this total cost not exceed $800.000 per vear for a maximum of
three vears As a guide to notential proposers, we note that the average total project
cost has been about $1.000.000 over a two-vear period. with BiRD contriouting about
$500.000

In agcition to burdened direct labor and materials, the budget mav Inctude
consulting services. subcontracts. premarketing expenses, necessary travel. outlays to
meet regulatory requirements. special equipment, etc but not standard equipment
and faciities which practitioners of the relevant technologies may be expected to own
or to orovide NO expenses incurred prior to the effective date of a funaing contract
can be included n the project buaget

While the Board's gecisions are based on the same criteria that are used by
inteligently managed R&D-based companies and by venture capitahsts. an important
additional consigeration s the exter.. to which each of the project partners has critical



and complementary roles in the overall process of developing and commercializing the
proposed nnovation Consonant with BIRD's charter to encourage joint binational
projects, the Board's threshold for positive investment decisions 1S lower than that
characteristic of the private sector investor Despite this. resuits from the BIRD
portfolio indicate a success rate that the latter would not disdain

Once a project nas been approved by the Board. a Cooperation and Project
Funding Agreement 1s entered 'nto by the Droposing partners and the Foundation A
draft of a tvpical contract i1s included as Appendix C

(A Iimitation deriving from the Agreement establishing the Foundation i1s that
sponsored projects may not be conducted in geographic areas which came under tne
administration of the Covernment of Israel after June 5. 1967, and may not relate tu
subjects primarity pertinent to such areas)

A. QUALIFYING PROJECTS
To qualify for BIRD support. a project shall
- mnvolve the development, through R&D. of an innovative proguct or process
which promises tangible, direct benefit for the national economies of Israel and
rhe United States,
- be proposed by a US company-israell company team. each member of which has
a critical role and capability in the development and commerciahzation
- be capable of reaching the point of reaadiness for commercialization at a total
development cost of not more than about $800.000 per year for not more than
three vears
An important general criterion is that the proposing partners have, or have ready
access to, the techmical, inaustnal and financial resources both to tmplement the
project and to benefit from the commercial potential ntrinsic to a successful
development.

B. QUALIFYING APPLICANTS

The clearest case of a qualified apphicant 1S a company with R&D and manufacturing
facilities, and a demonstrated capability in seling 1ts product. typically developed in
response to specifically identified market needs or opportunities Qualified appiicants,
one from each country, should apply as a team on the basis of an agreement that
permits them to obhgate themselves singly and jomntly in a contract with the
Foundation for that project Companies based either in lsrael or the US may approach
BIRD with the expectation of receiving assistance in finding suitable partners in the
other country

israell or US companies with subsigiaries or affiliates in the other country may
submit oroposals jointly with such subsidiaries or affihates. provided there s clear
evidence that the project will indeed be a joint effort ang that there will be active
participation by both entities (To qualify, companies must present satisfactory
evidence of ownership or control by nationals of the United States or Israel)

We recognize that promising innovations frequently originate with individuals,
small groups or start-up companies that may have aifficulty in meeting all of these
criteria. Please be assured that we will exert our best efforts to assist such innovators
in qualifying for sponsorship

C. NATURE OF COOPERATION
Because of the wide range of projects and partnerships that may qualify for BIRD
support, there are no harg and fast rules for the detaled nature of the cooperation
between the partners. They must make theirr own best judgement as to the most
cost-effective division of activities to accomplish the technical and commercial goals of
the project. For example, if the bulk of the R&D 15 to be performed by one partner
(typically in israel), the contribution of the other partner may emphasize marketing, and
hence detalled proguct specification, sales and service Manufacturing may be by either
or both partners or by subcontractors Institut:cns or nonmanufacturing companies
may act as subcontractors in the R&D or testing ohases of the project

For many Israeli companies, 3 qualified U.S corporate participant to assist in
specific product definition, in gathering market intelligence, and in sales and service. is
vital to maximize the potential benefit from ideas produced by those companies For



many US companies. the prospects exist for adding to product lines by gaming access
to lsraeli-generated concepts and products without the need for hiring new speciaiists
An adaimonal incentive 15 that products manufactured largely in Israel quaify for
duty-free entry into E£C countries

Since BIRD 15. both by name and nature an entity whose raison d etre s mutual
penefit through cooperation orocosals must be exphcit in defiming the activities n
which each partncr il engage and the rationaie for the proposed avision of tasks

iIl. BIRD AWARDS

A FULL-SCALE PROJECTS

Projects whose total cost exceeds $100000 require approval by the Board of
Covernors On approval. a one-year Ccnperation and Project Funding Agreement
tAppendix C) 15 entered into Dy the proposing partners and the Foundation The
Agreement describes the work plan, the project budget. the payments due the
. proposer, the repayments due the Foundation from sales or other income resulting
from the project. the reporting requirements, etc

Where the project. as originally proposed. requires more than one vear for
completion BIRD will view favorably a reguest for a second (ang. where applcaple a
third) vear Agreement. subject to nealthy progress and to a continuing good market
orognosis for the product (or process)

To ensure that any project that is to be continued from one year to anotner
does so without interruption. the following steps are necessary ai during the tenth or
eleventh month of the vear in question. a project review meeting be held with the
Foundation staff b) the companies submit a budget and a work plan for the following
year. which submittals will become part of the Cooperation and Project Funding
Agreement for that vear

The BIRD cost-share, typ:cally 50% of the total project cost. 1S made in the form
of a so-callea Conditional Crant in U S dollars) connoting that the recipients agree to
make pavments to the Foundation as a negotiated percentage of revenues
eventuating from the project. as describeg in Appendix ¢ and up to the limit therein
stated - nO revenues. NO payments

The BIRD grant i1s typically made in three :nstaliments, as follcws on execution of
the Cooperation and Project Funding Agreement - an nitial payment of up to 40% of
the Conaitional Crant. on receipt and (timely! approval of the semiannual technical and
fiscal reports from both companies (prepared according to Appendix £) - a second
pavment of up to 4C% on recept and approval of annual {finall technical and fiscal
reports - the balance gue Further details of the payment schedule are spelled out n
Appendix C

B. MINI-PROJECTS

Projects whose total cost to the two proposing companies 15 $100.000 or less and
whose duration 1S one year or less do not require Board of Covernors approval Each
year the txecutive Director may make 3 number of awards of up to $50.000 per
mini-project. as a 50% cost-share contribution Proposals for such mini-projects should
be prepared with the guidelines in IV in mund. but need only be as extensive as IS
consistent with clarity Every such project approved by the Executive Director will be
subject to the execution of a Cooperation and Project Funding Agreement (Appendix
C

C. PROPOSAL PREPARATION AWARDS

When two potential partners are confronted with considerable expense in preparing a
proposal because of the need to wisit each other specifically it that context, or
because a prelminary market study 1S necessary, BIRD can provide some financial
assistance (n very special cases, the amount of this assistance may be as much as
$10.000. as long as this promotes the preparation and submission of a proposal for a
full-scale project of a quality likely to be approved by t'he Board Such awards, however,
are made sparngly, they are '~tanded specifically to assist small companies for whom
prooosal preparation costs are burdensome. (A typical Proposal Preparation Award
Agreement 15 included as Appendix D 1)



Award applications will be consigered only f botn Dotential partners t3 3 oroect
are igentified ano furnisn evigence of tnerr interest N £00DeratNG urger SiRC
sponsorsnic The apolication snould De in the Form of 3 .2ttar Dropasal whic™ Jesimmes
the general nature Of the Droposed Droject and the INtences roles of tne Dartners ang
inciuges an estimate Of the £AST anc Jurator Of tne fuibstale Drejest An temizes
bucget For Tne Dropcsal Drecaration activities must asc 0e nClugec

D TEST OF FEASIBILITY PROJECTS
In cases wnere preliminary nvestigations are required o Jetermire e tettnmia
feasiDility OF market acceptabiity of a new Droguct or Drocess concent tne Foursatior
may grant uo tc $25.000 as its 50°- snare of carrying dut the feasicimty [asts Such
awards are made on the understanaing tnat a fFormal oroposal £or a fuil-scaie Droect
will be submitted Dv the recipients for consideration oy the Bcarg «f e feasDuly
results are positive (A typical Feasipinly Test ang ProDcsal =reparat.cn Agraement g
ncluged as Appendix D 2
Applications for test of feasibility awaras wricn mys: Se sutm:tied onl/ &y TNe
oroject partners snoulc ncluoe orief put <lear Jesirglions of the #Drca g
- the companies.
- the innovation and 1ts commercial prospects.
- tne nature of the requirement for 3 feasibmity test
- the details ang Zuration of the Croposed expermenta srIograT tILong
.temizeg budget.
- an estimate of the Z0st ang Juration of a fui-scale oroyect T2 Cevend he
innovation to the ooint of commercial readiness
Should the feasibiity effort lead to a BIRD-suppcrted full-scale Zrepect tne
amount awarded on the test of feasibiity project will ce agded IO tne Joraitora
Grant for purposes of payments due the Foundation

IV. THE PROPOSAL

Before a formal oroposal i sunmitted there will typicaily nave peen a numper ¢
QIscussions with BIRD staff and visits Dy tne latter to eitner or DOTN Of tne Droocsing
companies However. while impressions gained from these Zontacts are .mbortant
the last analysis, the format evatuations and the Board s ¢ectsions must Dé Gasec sclen
on the proposal as submitted

The following format should be used n preparing prooosals

PROPQSAL FORMAT
A. COVER PACE specimen attached!

B ABSTRACT tsuggest 250-500 words!
The absiract should summarize
- the specific objectives of the prosect.
- the commercial value of the proposed product Or Drocess.
- the capabilities ana records of performance of the comparies in related areas

C THE INNOVATION
This section should address the following
- what 15 the igea’ (A brief gescription with no jargons.
- how are things in this area done today’ What are the hmitations of current
practice?
- what IS unique about this product and why do vou believe 1t will De success‘ul’
- nhow much will it cOst and how long will it take to develop the product to the
point of commercial readiness?
- what is the patent situation, Incluging background patents and the potential for
new patents? Are there any obhgations to other agencies who have supported
any part of the innovation development?

A



D PROPQSED R&D PROCRAM
Experts from the US National Bureau of Standards and the Office of the Chief
Scientist. Israel Ministry of Industry and Commerce will critically evaluate the srososal
with respect tc technical feasibility and the quahty of effort tnat will pe acohed
Aczoraingly. this section must gescribe the spec:fic work tnat 1s proposed 7o acnieve
the opjectives 0f the program

The presentation should be organized under the heaamngs Analysis of the
Problem’ and "Proposed Approach”

a Anaiysis of the Problem
Tne purpose here 15 tO establish a crecible pasis for the Droposed program 1ts
objectives should be analvzed in tne context of the state of the art. with the
intent of defining spectfic problem areas Consigerations ncluge
n Definition of the requireg properties and functions of the end item
for use in the service environment
i The achievements necessary tO accomplish the objectives
(m}  Availlabihity of suitable technmiques or requirements for new
gevelopments
v} Technical ang economic constraints

b Proposed Approach

This section should be sufficiently detaied that one skilled in the art can evaluate
it It should incluge
w A general plan of the proposed effort
i For each task. the objective and the specific approach proposed
should be clearly described. with supporting data where appropriate
Since the final objective 1S 3 proguct Or process. tasks addressed
should include prototyping, pilot proguction techniques or equipment
testing and evaiuation, etc

E. PROCRAM PLAN

A chronological schedule of program activities should be presented in graohical form
with the estimated time reguired for the comptetion of each task and with the
milestones clearly inaicated

Specific task assignments of each of the two companies and of any R&D
subcontractors and consultants should be gdelineated. together with a management
plan for coorginating these activities The pian should encompass the entire period of a
muitiyear program

The Program Plan will be incorporated into the Cooperation and Project Funging
Agreement snd used by the Foundation in monitoring project progress

F. THE MARKET
Presumably any company or pair of cornpanies willing to fund or to cost-share a major
portion of an R&D project would do 50 only on the basis of a market analysis and
projection that convinces them that the potential rewards are commensurate with the
rnsks There are many painful ang expensive experiences, however. that attest to the
fact that such analyses are not always properly conducted in the context of gefineq
market needs angd opportunities

While we appreciate the uncertainties imphcit in predictions of future markets
and possible competition for any new product or process. we need td be persuaded
that the companies have mg “e 3 thorough analysis of the market prognosis Such an
analysis will typically inclugde the . 2llowing considerations, which should be adaressed in
this section of the proposal
- what market need 1s served?
- what performance features and selling price, and hence manufacturing €ost,

must be attained to penetrate that market?

- what 1S 3 reasonable projection of the rate of growth of sales of the product or
process? What 1s the basis for this projection?

- what barriers, e g regulatory, might be encountered?



- what competition exists or can be imputed?

This does not Durport to be a complete st The basic message Is that developing
innovative concepts for commercial gain 1S an intrinsically risky. uncertan. but
accasionally highly rewarding undertaking wnose prospects Of success can De
/mmeasurably improved Dy acute, objective and early consigeration of the market
arena

G. COMMERCIALIZATION - PLANS AND PROSPECTS

It s obviously Of benefit to those faced with investment decisions regarding new
technology If a single index can be derived which provides a “figure of merit” for
deciding on a particular investment, or for choosing from amongst various alternatives

For our purnose. we wish to know how the companies have analyzed the financial
exposure and potential return that they expect from the proposec droject what s the
estimated investment cash flow and the projected earnings cash flow? Can the
companies reasonably cope with the peak and aggregate investments that commercial
success will entail? To what extent will partial achievement of sales goals be adequate
to merit the nitial Investment?

A preliminary financial analysis which ndicates the potential gain from successful
implementation of the proposed project can be made using the technigue itustrated in
the agdgendum to tmis Part v This procedure. or any other approach wnich has. at a
minimum, the guantities identified theren s acceptavble

Civen an encouraging prognosis for the oroject. it remains to plar ang mplement
the commercial program Some Of the questions which should be discussed are as
follows

- will both companies engage In manufacture of the proguct or part of the
product?

- who will sell to which market regions?

- do either or botr companies currently have a suitable sales and service network,
or does this need to be created ab imtio?

- to what extent are the necessary resources for commerciatization available within
the companies?

- f additional resources will be required. how is It proposed to acquire them?

H. COOPERATION AND BENEFITS
The proposed division of tasks between the two companies presumably will have been
discussed In earlier sections Please summarize here the mode and extent of
cooperative activity that i1s envisaged

Key to BIRD's participation in a program s the clear expectation of mutual
benefits An important factor in evaluating the proposal. therefore. will be the extent
to which commerciatization of the innovation will aid both Israel and the US n the
form of new export markets. new employment opportunities. new capital formation.
productivity improvements. etc

Please discuss these issues in the context of the agreement between the
companies with respect to their agreed-upon roles in the commercialization process

|. ORGCANIZATION AND MANACEMENT PLAN
This section should contain a brief presentation of the proposed management
procedures for the program. including the internal review procedures and overall
management plan that will ensure, barring unforseeable circumstances. iImplementation
to design specifications, on time and within budget.

Provide an organization chart for the program and ing:cate the relationship of
this ad hoc organization to the formal hierarchies mn the companies (dentify the key
project personnel and their responsibilites in the program

J. THE COMPANIES AND THE PROJECT PERSONNEL

In the last analysis, the determining factor in the successful commercialization of
nnovations 1s the people and the companies involved. Please provide information
about each of the companies. Including the following

- record of performance in simiar or related undertakings,



- degree to which tne proposed Droject can be absorbed INto the existing
structure of the company,

- relationship of the proposed project to other company projects that receve
support from outside agencies

- financial nformation which gemonstrates that the <ompanies ~ar rot dnly
contripute tnerr snare of the Drojec: £ost Dut nave rescurces avaiable “or the
commercialization prase FOr DUDNC ZOMEpanies Annual Reports wii serve n ey
of speciaily prepared information

- resumes of key personnel.

- 3Ny adaitional information felt to De germane INCludiNg. fOr example. Drogucs
brochures. expressions of interest by potential Customers i the Droducts cr
processes to be geveloped. etc

K PROJECT BUDGET

Separate puagets snould pe oresented for each comzany s activicies For eacr vear =¢

the project as proposed The bucgets for the first vear snouid be as detaned as

possible, using the attached format Budgets presented for a second or thirg vear

should inCluge a clear statement of what inflation Factors. if any nhave been includeg
Cnly those pnases of the project ub tO DUt NOT INCIUAING 3Ctual Srocucticr and

53les sncuid De Ncruged N the bucgers

10



PROPOSAL

{Specimen Cover Sheet)

TO:

FROM:

TITLE:

PROJECT BUDCGET:

SUBMITTED BY:

DATE SUBMITTED:

ISRAEL-UNITED STATES BINATIONAL INDUSTRIAL
RESEARCH AND DEVELOPMENT FOUNDATION

Israeli Company, Address

U S Company, Address

YEAR 1 YEAR 2 YEAR 3 TCTAL
Project Cost
Grant Request
israeli Company officer (signature}

U S Company officer {sigrature!

PREFERRED DATE FOR PROJECT FUNDING:"

" plaase do not reguest a start date which 1s less than three months from the date
of submission of the Proposal.

1



Vi,

vil.

Vil

PROJECT BUDGET FORMAT™

DIRECT LABOR iov categorys
Employee 1
Emplovee 2. etc

Overhead (0/H) at 25%?
Total. Direct Labor « G H

EQUIPMENT ¥
Item 1
Item 2. etc

EXPENDABLE MATERIALS
& SUPPLIES

Major items 1.2, etc
Ceneral

TRAVEL*
Foreign
Domestic

DATA PROCESSING COSTS

SUBCONTRACTS
No 1
No 2, etc

CONSULTANTS
Name 1
Name 2, etc

OTHER EXPENSES

Item 1
Iitem 2, etc.

TOTAL

Cross Annual % on Proj
Salary unc
Social Benefits:

Ceneral & Administrative Expense (G&A) at 5%

PROJECT BUDGET

Projected expenditure, first 6 mo

Projected expenditure, second 6 mo

NOTES:

(1) Separate Budget for each company and each year
() O/H and C&A includes ail indirect costs and services, including
secretarial, rent, utiitte;, etc
(3} Special equipment necessary for the project. Purchase of standarg
catalog equipment requires special Justification
(4)  Foreign travel budget should specify number of trips, destinations,

purpose, etc

Cost to Pro)

$ A

3 25A

——
——————
——— e
———————
e
—————
——————

Totals

$1 25A

38

3C

30
SE

SF

3C

$H

$ T

§ 0ST

$105T

$ X
$1.05T-x
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ADDENDUM - CASH FLOW ANALYSIS

The cash fiow anawysis descriped c2iow 15 0asea on INNCOVATICN  Mutsr O
Rosenau.r @ 1982 ov .ifetime Learning Pubicaticns Bemon: Canformig 34CC2 3
givisior of waagswors~ n¢{ Reprnteg Dy Dermission oF the putnsrer
e ren-year Cersd uSSC N [Ne CNharts DeIOwW 1S TNCSer [T ITver tre Jeyeisnmant
5RASE ang 33185 Jrowsm T2 3 083k foHDWRC Dy a 3720 r 3316S 33 Tme DTICOLIT TETTrEs
ocsoiescent
15 mMpOrant cnat the wnoie ufe-Cycie pernod of the nrocucs ce corsgeres singe
cre ToNCa0 OF NaQuwgating the venture in tne 1ast vear (Ling “3.5 USEeS ir Z31CLatng an
rrerngi Rate 2f Reryrn Truncation Of the DEroc Car tead oc Ju:te MiSIEaTNg reg, rs
Witn reference to the aczompanying Sharts
LINE T Ccmpany Saies - Prepare usiNg eitner The vaiue Jf new 2roguls 2r arscess
SuDSUItUTiON 0 orospective customers tne voiume 2F §muar oroaucts
market snare muttioned Oy market size or numger 3 _rits myuitore
Seiing orce ner o™t Basea or Market study res=arin arg Sxgerercs
LINE 2 Manufacturing Cost - Prepare using either the <ost Of simiar Drogucss
torocesses:  the development COsts multiphed Dy an experienceg-bases
markup factor or a getaleq breakdown and manufacturing dDian 1t may oe
nelpful 70 yse ar Jraer mix sMulatiorn F *he sraer rarte g Rt L mifare
JNE 3 Develcormenrt Zipenses - roLgf JEJEICCent 3ro 3%art-LC S1Densas
ESUMates 3nTuLIZ Le Cases aithrer or 3 I0mMIarscr AT Siear
Jevelsoments Sf or 3 Jelailed orocult orocess. Jevecomer? sigr
Conuingency mignt usefully De 'ncluged
LINE & Operating Expense - Precare using MISLOMNCal ratios or detanes =oerating
plans £ar tre orocuct rprocess) Continuing R&D seling 23575 agversing
etc are t;oiCal elerients Ceneral and AJMiNISIrative expense ShCulC De
ingluges
LINE 5 Capital Zxpenaitures - Prepare using detaied ians Or Jnor experence
Transportation ang insfallation expenses shoulc Ce rciugel F aps!iac'e
as well as contingency '

CALCULATIONS

LINE & Depreciation - Car pe gone n a3 variety Of ways Shown in the Znars s A
percent 0Of the total accumuiated capital expengiture (Line 5/ through the
year in which the depreciation 15 calculated Straignt-ing gepreciation s
merely a useful aporoximation ang other gepreciation method used by vour
company te 9. sum-of-the-years-a1gits: may De substituted =or a S-vear
fe A=D 2 for an 8-vear hfe. A=0125 etc

LINE 7 Cross Prcfit - Equals Line 1 minys Line 2

LINE 8 gefore Tax income - Equals Line 7 minus Line 3 minus Line 4 minys Ling &

LINE @ Inccme Tax - Equals "B percent tyour company s actual tax rater myitionea
by Line 8

LINE 10 Net income - Equals Line 8 minus Ling 9

LINE 11 Operating Cash Flow - Equals Line 6 DIus Line 10

LINE 12 working Capital Increases - Equals C' percent of the aifference petween
the current year's sates ang the pror years sales 'C° percent s an
approximat:on of the working capital increase required to fund inventories
and receivabies attendant on growing sates A useful approximation 1s 30
percent. the range 25-35 percent covers most of the cases. although there
wil be exceptions. especially for significant materials costs Use vour
experience base or a detaled plan for the producCt (Drocess!. nCluding
carrying times and €osts Note that this iine 15 2ero «f sales do Not increase,
and 't 1s negative when sales gectine

LINE 13 Total Cash Flow - Equals Line 11 minus Line 5 minus Line 12, 1n all but the
last year In the last year the same formula I1s used but also the sum of
Line 12 i all years up to anad incCluding the tast year 1s agded This has the

13
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CASH FLOW - SAMPLE CALCULATION

($ milhons)
YEAR (N)
QUANTITY OuLRIVATION 1 2 T 4 5 6 7 8 9 10
v COMPANY 3ALES ESTIMATE S T T T T
2 MANUFACTURING COS™ ESTIMATE - - 274 ¢ 5 24 221 2 14 08
1 DEVELOPMENT EXPENSE ESTIMATE 04 04 QS
4 OPERATING EXPENSE ESTIMATE - Gy 278 *2 '8 3 *3 2% 06
5 CAPITAL EXPENDITURE ESTIMATE 25 06
5 DEPRECIATION %5 242 028 023 24 228 372
7 CROSS PROFIT 1.2 - - 06 15 24 36 36 3 2T 12
g  BEFORE TAX INCOME 7.3-4-6 052064 0A8 051 096 *H58 '8 15 105 96
3 NCOME TAx C5mB* ote 33 T3 Ty LE
‘0 NET NCOME 3.2 031 Cod Cadr 23% 336 29 T3 T 252 3Y
11 QPERAT:NG CASH FLOW 6+1C N 0& C22 CTI5 2 02 T3 7 L2 T)
12 :ﬁg:::lscescﬁ""”t 0 3x1N-L'N- 11| - CY Cd5 0e5 25 O O3 045045 .
13 TOTAL CASH FLOW 11.5-12 g 10 0SS 0% 275 242 03 28 037 '35 - '
e
FAYBACK K
14 CUMULATIVE CASH FLOW gts (O 20 25 2 113541051C 3% 092 39 324

¢ ingame ar 0stes [ArneQ aver ) fourth AFtN Jng atr eedrs
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15 DISCOUNTED CASH FLOW (DCF) & NET PRESENT VALUE (NPV)

YEAR 1 2 3 a 5 6 7 8 9 10
DISCOUNT DISCOUNT FACTOR (DF) CUMULATIVE DCF
PERCENT = NPV =
(LINE 13) x DF
0 OF 100 091 083 075 068 062 056 051 047 042
EX* 1100 091 042 0923 0S1 026 050 054 046 057 C 74
152, OF 100 087 07 066 057 050 043 038 033 028
EX 100 087 038 020 043 021 039 040 032 038 08
20% OF 100 083 069 058 048 040 033 028 023 019
EX (100 (083 035 017 036 017 030 029 022 02% © a1
255, OF 1 080 064 031 Dar 033 026 021 017 0°3
EC 10 (080 1032 015 03! 014 023 022 016 018 0 73
308 CF 100 077 059 046 035 027 021 016 012 009
EX
359 OF 100 074 0S5 041 030 022 017 012 009 007
EX
40% OF 100 0717 051 03 026 019 013 009 007 003
EX
*EX = Sample calculation
' INTERNAL RATE OF RETURN
075
i O
Cc
2 050
é ¥
f \
w 025
=
S : DISCOUNT
- >
s PERCENT
i
& 025
In this example, m \
the payback period < 1 -0.50
IS eight vears and
the IRR 1s
approximately 16% 075
10 15 20 25
16



APPENDIX A

AGREEMENT BETWEEN THE GOVERNMENT OF ISRAEL AND THE

GOVERNMENT OF THE UNITED STATES OF AMERICA ESTABLISH'NG

THE ISRAEL-UNITED STATES BINATIONAL INDUSTRIAL RESEARCH
AND DEVELOPMENT FOUNDATION

The Covernment of israel and the Covernment of the United States of America.
Recalting the close ties in scientific and technological cooperation which have
developeda over many years between the two countries,
Recognizing the importance of peaceful (ndustrial research and development for
strong and vigorous economies n the tTwo countries,

Convinced that applied scientific cooperation between the two countries in
industrial research and deveiopment will strengthen the bonds of friengship and
ungerstanding petween their peoples and aavance the state of industrial research and
development to the benefit of both countries. and

Convinced of the desirability of estabhshing a binational mechanism to continue
and intensify cooperation between the two countries in industral research and
development,

Have agreed as follows

Article |

ESTABLISHMENT
A There 1s hereby established tne Israel-United States Binational Industrial Research

and Development Foundation. hereinafter called the “"Foundation”

B The principal office of the Foundation shall be located in israel

Article 1l

OBJECTIVE
The objective of the Foundation shall be to promote and support jcint. nondefense,
industrial research and development activities of mutual benefit to Israel ang the
United States

Articie

SCOPE OF COOPERATION
The scope of industriai research and devetopment activities which the Foundation may
promote and support shall inclugde all appited science activities In the process through
whicn an nnovation becomes a commercial proguct. including, but not lmiteg to.
product engineering and manufacturng start up

Articie v

POWERS OF THE FOUNDATION
Tne Foundation shail be a legal entity and shall have all powers necessary to carry out
1Its opjective. :nclugding. but not imited to. the power to

11y promote and support. by funding or otherwise, joint industrial res@arch and

development projects. hereinafter called "projects”,

{2)  make lpans and grants,

{3)  enter into contracts.

{4)  provige services,

(50 acquire, hold, agminister and dispose of real and personal property,

(6) receive, hold, and disburse funds, and open bank accounts,

(7). accept contributions of property, funds. and services, and

(8) employ personnel

Article vV

BOARD OF COVERNORS
A A Board of Zovernors, hereinafter called the “Board"”, 'shall be the governing

17
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pody of the Foundation ang snall pe responsiple for determining the

Foungation s pgrogram inclucing tne fields of cooperative researcn wnich wil pe

supported Dv the FOuN@ation ang the Founcanon s financial and manageriai

fohcies  SurjeCt o INe oroviicrs of tris Agreement. tne 8card snall rave

auInenty °d

* 3CCCT Ty:aws arc ruies of orocecurs

21 estaLisn reguialions Gefrting the SCiCeS Ir3anization ang oroceguras of
the Founagation

31 appoint an Executive Director

' 3pprove the annual budget and research program of the Foungation
inaicating. inter alia the researcn ana develiopment fields to whnich priorty
1S tO pe given

{99 accent contributions of property fungs an4 services

16 2stabish the onincipal office of the Fgundation

‘7, aoprove project and other expengitures by the Soungation ang agreements
dertaining tO projects to be funded by the Foundation and

(8)  exercise an0 Qelegate any other power of the Foungation not otherwise
assignea by this Agreement

The Bcara srali I3msist of six mempers three recrasantaniyes OF israel ang trree

recresentatives J2f the united S:ates £xCeCT 3as may OF otherwise designatag oy

e resgectve Tovernments the Irree regcresentatives of israsi snall e the

Oirector Ceneral of tre Ministry 0fF Sinance. the Dirertor Ceneral of the Ministry

of Commerce ana Ingustry. ana the Chief Scientist of the Ministry of Commerce

anc 'ngustry Cr their gesignees and tne tnree representatives of the Uniteo

States snall be the Assistant Secretary for Science ang Technology. Departr ent

of Tommerce. the Assistant Secretary for Oceans ang Internat nal

Envircrmental ang Scientific Affars Department of State. ang the Assie nt

Secretary for intermational Affairs. Deoartment of the Treasury or . er

gesigresas

The Chairman of the 8oarg snail be :iected for a term of one year by the Board

from amorg the Boara memperc The Chairmansnmip snali alternate each vear

between representatives of Israet ang tne Uniteg States

The B0ara srall rormaily meet once each vear but meetings of the Board may pe

neIg At suth tmes ang dlaces as the Board mav from time [0 ume determine

The Boarc srail act by vote of at feast Two-thirgs of its entire mempersnip

Mempers ©¢ tre Boarg may vote Dy oraxy

Mempers of Ine Boarg snail serve withouT compensation from the Founhgation

Qut IMe Buarc may authorize the pavment Dy the Founcalion of tne necessary

2xDENSes 0 anv mempers ¢ attenaing 80ara meeLings . 1a in serforming otner

cfeCoar Juties for the founcaricn

Tre Bcara srall growvige for annual aucils oy indeoendent auaiters of e

acc3urts of tne Foundation The repor:s of sucCh audIts which shall pe supmitted

IC DCth Covernments shall contam certification as to the accounts of 4a

Eounzation anc evaluate the Foundation s internal contro! ang auaiting system

drece

EXECUTIVE DIRECTOR

The Executive Director shall be the crief executive officer of tne Eoungation He

snail De respcnsicie Far The operations ang staff of trie Foungation. ang act in

accordance wiln the ooncies. directives and delegations of the 8oarg

The Executive Director shall emptoy. oversee and dismiss membpers of the

orofessional ang administrative staff subject to the approvat of the Boaro

The Executive Director shall. among other things

) evaluate proposals for projects submitted to the Foundation and prepare
anag submit recommengations and draft agreements concerning project
proposals to the Board for its approval,

{2)  prepare and submit to the Board for s aporoval an annual budget anad

18
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research program, including tong-range plans for use of the Founaation s
resources,

{3)  prepare and submit to the Board for its anproval an annual repcrt.
including an audited financial statement on the acuwities of the
roundation. and

td)  implement gecisions of the Board
Any power of the Executive Oirector under this Agreement Or delegated to nim
by the Board may be delegated by him to otner officers of the Foungat:ion
except as otherwise prescribed by the Board
The Executive Director may octain assistance from gutside professionals. such as
certified public accountants and technological experts N evaluating droLosals
and auditing and monitoring projects sponsored by the Founaation
The Executive Oirector shall organize. through a small budge? tem. varous
activities, such as consu'tant visits. INfFormation exchnanges. and similar activities
to facilitate the achievement of the Foungation's objective
The Executive Director shaill maintain an appropriate system of internai control
including books and records which reflect the transactions of the Foungdation
and show the current financial conaition of the Foungation Such system snall
incluge agequate internai financial and ooerational auGits Tho DOOKS recoras
ang nternal auait reports shall pe avalabie for review Dy authorizec
representatives of both Covernments

The Executive Director shall maintain close haison with the Chief Scientist of the

Ministry of Commerce and Industry of israel and the Science Attache of the

United States Embpassy in israel and keep them fully informea of the Foungation s

activities

Article Vil

FINANCIAL ASPECTS

The original endowment of the Foi:ndation shall consist of the following

(1) Israell pounds equivalent to thurty milhion dollars ($30.000.000) at tne official
rate of exchange on the date of payment to be contributed Dy the
Covernment or Israel;

{2y Israel pounds equivalent to thirty milion dollars ($30.000.000) at the official
rate of exchange on the date of payment to be contributed by the
Cavernment of the United States

The original endowment shall be proviced to the Foundation within seven

catendar days after all necessary authcrizations nave peen obtained by the two

Covernments The US contribution 1s congitional or prior receipt of the

payments referred to in paragraph H betow

(1) Israeli pounds derived from the acceierated payment by Israel to the United
States of Publc Law 480 debts without maintenance of value provisions
referred to in paragraph H below and an equal amount contributed by the
Covernment of lIsrael shall be deposited in an account ("Endowment
Account A”)in the Bank of israel and shall earn interest at the rate of four
percent (4%) per annum, payable qucrterly in arrears This interest rate shall
be adjusted annually in proportion to the change in the israel Consumer
Price Index In the twelve mcnths preceding the adjustment The first
adjustment shall take place one year after this Agreement enters Into
forcc pursuant to Article Xi A

{2)  Israeli nounds derived from the accelerated payment Dy Israel to the United
States of Public Law 480 debts without maintenance of value prowvisions
referred t¢ in paragraph H. below and an equal amount contributed by the
Covernment of Israel shall be converted by the Covernment of Israel into
U.S. dollars and deposited in 3 dollar account ("Endowment Account B™) 0
the Bank of Israel The dollar account shall earn interest at the rate of five
and one-hai¢ percent {5.5%) per annum, payable quarterly in arrears

{3) Al Income earned from Endowment Accounts A and B and from all other
sources which s not to be used immediately for the operations of the



Foundation shall be deposited with the Bank of Israel or Invested in
obligations issued or guaranteed by the Covernment of Israel, the
Covernment of the United States or an instrumentality of either
Government Such Investments shall be made by the Executive Director
pursuant to poiicies established by the Bodrd and shall be made n such
manner as will maximize earnings. consistent with thair Security ang
hquidity
The Foundgation shall use !ts investment and other income for the operation of
the Founaation In adaition, with the approval of the Board. not more than
ninety mithon (90 000.0CM Israel pounds may be drawn from Endowment Account
A for the operations of the Foundation
Except as the Board shall otherwise determine. to the extent that. at the eng of
any fiscal year. the dollar value of the net hquid assets of the Foundation are in
excess of the equivalent of one hundred twenty million dollars ($120.000.000) at
the official rate of €xcrange. the excess shall be distributed in equal shares to
the two Covernments within 30 days after the Board's approvatl of the financial
statement for that year Such distributions will be taken from assets of the
Foundation other than those in Endowment Accounts A and B anc will be mage
to0 the United States in aollars or in Israels pounds convertible into dollars
Distributions to the Covernment of israel shall be made n 'srael pounds
The Government of israel shall permit the Founaation to exchange israell pounas
for convertibte currencies required for éxpenses ana financings of the
Founaation s actwvities outside of israel and permit their transfer if no foreign
currency funas are availaole to the Foundation
income from Endowment Azcount B as well as other income originated in
nonisraell currency can be invested in Israel or in the Umited States by the
Executive Director, pursuant to policies established bv the Board The
Covernment of Israel shall permit the transfer of foreign currency requireg for
Such investments in the United States
The Covernment of Israel shall pav on the date this agreement enters into force
to the Government of the United States Israeli pounds in an amount equivalent
Lo thirty milion dollars ($30.000.00C" at the official rate of exchange on that date
by way of acceleration of those pay-nents still outstanding on certain Pubiic Law
480 debts for the years 1976 to 377 as set forth in Appendix A Adaditional
accelerated payment of remaining installments of Public Law 480 debtc with
maintenance of value, In the Inverse order of therr maturity, shall be used to the
extent necessary to bring the total accelerated payments to thirty mithon dollars
{$30.000.000)

Article viit

OPERATIONS

The Foundation's operations shall consist mainiv of the selection. approval and

monitoring of orgjects funded in whole or in part by the Foundation Al

Droposals for such projects shall be submitted through the Executive Director to

the Board for approval

Each propcsal considered by the Board shail

(h  be submitted by Israeh or united States entities,

() show a mutually beneficial relationship between Israeli and United States
entities.

{3 demonstrate the technical and economic feasibility of the project,

4} contain evidence that the apphicantis) 1s capable of carrying out the project,
either alone or through partial subcontracting to universities. industrial
research institutes or othe ' Jalified entities, and

{5 ndicate that the applicantts) will contribute, from ItS own resources, or
resources avalable to it, a significaint portion of the financial resources
required to <arry out the project.

Each proposed project considered by the Board shall-
1) promise a tangible, direct benefit for the national economies of Israel and

20

O

\



3.

the United States. such as significantly increased exports, maximized value

added or new markets,

21 be of interest to both israelh and United States industry. because, for
example. 1t would result 1n 3 new need in the world market being met or
the exchange of materials between Israeii and Urited States industries

being increased.
be of general interest to an entire industrial field.

13}

@) directly -r ndirectly contribute ta adaitional development of products.
processes or markets, and

(5} have tangible. direct benefits for both countrnies (A project shall be

consigered to have tangible, direct benefits to both countries if it meets

one of the following criterid

1a) it 1s submitted jointly by an Israeli and a Uniteg States firm or by a
joint venture of israeh ang United States firms

o) It will require exgenditures for goods and services in both countries

(c) It meets any other criteria establisheg by the Board)

projects sponsored by the Foundation may not be conducted in geographic areas

which came under the administration of the Government of Israel after June 5.

1967, and may not relate to subjects primarity pertinent to such areas

Articte IX
EXEMPTIONS

United States citizens employed bv the Foundation oF engaged In projects in
israel sponsored Dy the Foundation, and accompanying members of their
families. If sucn citizens and such members are not permanent resigents of Israel,
snall be exempt from tsraelt Income taxes fincluding contributions required by the
National insurance Law of Israel), on income derived from the Foundation
Trave! Dy israeh and United States citizens, who are not permanent residents of
Israel. In connection with the official business of the Foundation or In connection
with 3 project sponsored by the Foundation shall be exempt from the Israel
travel tax

permanent residents Of Israel, trav..ing principally in connection with official
business of the Four:dation, shall enjoy che same reductions of travel tax as are
accorded Israelr stientists employed by institutions of higher learning traveling
on behalf of their institutions

The Government of Israel shall accord exemptions (a) from Israel, iIncome tax and
property tax on the Foundation and (b from israeli customs. duties. excises.
surtaxes and other taxes levied on importation (1) of goods {including furniture.,
equipment, supplies and scientific and educational articles) intended for use of
the Foundation and (2) scientific equipment tC be owned by the Foundation ana
intended principally for use 1in a3 project sponsored by the Foundation

If 1t develons that the Foundation or the projects sponsored by it are affected
by lack of adaitional tax exemptions, the two Governments will consult together
with a view tO taking such action a; may be mutually agreed to remedy the
situation

Article X

OTHER SCIENTIFIC COOPERATION

Nothing in this Agreement shall be construed to prejudice other arrangements for
scientific cooperation between the two countries.
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Article X!
ENTRY INTO FORCE AND DURATION
This Agreement shall not enter into force until after the Congress of the United

States has aporopriated the funds with which the United States will make its
contribution to the original endowment of the Foundation. The Government of



the united States shail notify the Covernment of Israel promptly after the United

States has taken all action necessary to permit the United States to make its

contribution to the engowment of the Foungation and the Covernment of Israel

shzll notify the Covernment of the United States oromptly after it nas taken
simi'ar action Thereafter this Agreement shall enter into force on tne date
wheé-n poth Covernments make their contriputions to the engowment as specified
in Article Vil This Agreement shall remain in effect for five years from tne gate
of 1ts entry into force. and shall continue thereafter uniess terminateG by mutual
agreement or by one year s notice in writing by one Covernment to the otner
B The Regulations concerming Polictes. Organization and Procedures of the

Foungatior: and the Rules of Procedure of the Boarg attached to this Agreement

shall become effective from tne date of entry into force of this Agreement ang

shall remain in effect until changed by the Board

C In the event of termination of this Agreement, each Covernment shall be enritied
to one-naif of the assets of the Foundation n Engowment ACCount A one-half
of the assets in Engowment Account B, and one-half of all other assets As soon
as possible after the termination. the property of the Foundation shall be soid
and the sale proceeds and any other assets and funds (other than those In

Endgowment Accounts A and B! shall. after payments of all obligations. be givided

equally between potn Covernments However (1) any ingustrnal and intellectua

property assets of the Foungation shall be dwided or Jisposed of as the

Covernments mav agree, and (2) recorads or documents of the Foundation shall

be arsposed of as the Board shall gecide. subject to the approval of the

Governments

D in the event of termination.

(1) Each country's share of assets. other than those in Endowment ACCOuNts A
and B. shall be repaid as soon as those assets can be reduced to hiquid
form

{2)  The israell share of assets in Endowment Accounts A and B shall be reoaid
in full to the Government of Israel on the date of termination

{3 If the Foungation s terminated orior to 1990. the United States share of
assets in Engowment Accounts A and B shall be repaid in equal semiannual
Instaiiments drawn in equal proportion from each account beginning on the
date of termination The installments shali be based on a prorating of the
repayment over the period from the date of termination to 1990 unti
repayment, the United States share of the assets shall remain in therr
respective Endowment Accounts As provided in Article VIl above. the value
of such assets shall be maintained by the Government of Israel and shall
earn interest The assets and their interest earmnngs shall pe paid to the
Government of the United States semiannually

4y If the Foundation i1s "erminated during or after 1990 the United States
snare of the assets in Engowment Accounts A and B shall be repaid in full
to the Covernment of the United States on the gate of termination

{S)  All repayments to the Covernment of the united States. other than those
from Endowment Account A which shall be in Israel pounds. shall be In U §
dollars

Done in duplicate at Jerusalem this third day of Maich, 1976

For the Government For the Covernment of the
of Israel United States of America
By By
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APPENDIX B

CONFIDENTIAL DISCLOSURE AGREEMENT
Agreement mage this gav of 19 ty ard
BETWEEN

The ISRAEL-UNITED STATES BINATICNAL INDUSTRIAL RESEARCH ANC DEVELDPMENT
FOUNDATION. a iegal entity Ccreated Dy Agreement between the Covernment of the
State cf israel ang the Covernment of the Uniteg States of Amernica and promuigated
NtO law Dy the israeh Xnesset in 978 ungder the Gitie ©f the Law Of the SINATIONAL
INDUSTR!AL RESEARCH AND DEVELOPMENT FOUNDATION effective May 18th 1977
inerenafter referred O as the Foungation

AND
tsraelr Company!
AND
(US Company)
theraingfrer referred tc ccliectively as the “Proposer '

NHEREAS the Proposer ntercs T2 submit To the Fourgation s Proposal for the
sevelopment ©f 3 TeCchNCICgy T Srocuct cherein the 'mngvaltion o togetner with (s
request for certain funaing Cy the Foundation of the work and

WHEREAS such Proposal ang subseGuent data Jiscicsuras in the ccurse of the work. if
financed. may contain oroorietary or commercial configential information heremn
“Information

Now tnerefore the parties nereto agree as follows

1 The Proposer shall discicse the information to the “oundation onty 'n accordance

with the reguiations and reguirements of the Foungation and n the form

orescriped

The Foungation agrees to use 1ts best efforts to maintain the confidentiality of

INformation so given and t0 make qisclosure ang Jse such information only for

purposes of evaluating the Proposal 1n accordance with Foungation practices and

orocedures or as may further be agresd in 3 Funding Agreement between the

parties In no event. nowever. shall the Foundation be uable for nadvertent

aisciosure

3 information as to which the Proposer claims proprietary rights or which ne geems
t0 be commercial confidential snail be clearty :aentifi2c as such 1In any submission
Ty aporooriate tegeng On the Cover Dage and CN eacn Dage on Wwnich sucm
IN€Srmanon anpears

21 Unless the Proposer otherwise formally reguests such 'm<ormation may be
ncorcorated in, and pecome part of. any award or grant :nstrument

22 Thne Foundation snall not be hable on 3ccount of aisclosure of any Information
uniess the Foundation s conduct shall constitute a denberate appropriation of
Proposer s proprietary rgnts

4 The Fourgdation s obligations oursuant 0 Pars 2 and 3 apbove shall expire three

vears following the execution of this Agreement Or exdiration ¢f the periog of

any Funaing Agreement betwean the parties whichever s iater

This Agreement shall not apgly to anv part of the ‘nformaton

a which has become oOr becomes. part Of the pubhc domain or 15 oubhcly
aisclosed other than through the fault of the Foungation or

o which was in Dossession of the Foundation or available to 1t from a public
source prior to its aisciosure by Proposer. or

c) whICh 15 S sequently made avalable to the Foungation by a tnird party
not unger any confidential obhgation to the Proposer

6 This Agreement 15 made 0 (srael and shall be governed by the laws of the State
of Israel

L]

un

Signed the day and date above first given

for the i1sraen Company for the 1) S Company for the BIRD Foungation



APPENDIX C
COOPERATION AND PROJECT FUNDING AGREEMENT

PREAMBLE
Agreement mage this day of 19 oV anc

BETWEEN

The (SRAEL-UNITED STATES BINATIONAL INDUSTRIAL RESEARCH AND DEVELOPMENT
FOUNDATION. a legal entity created by Agreement between the Covernment of *ne
State of israel ana the Covernment of the United States of America ang promulgated
‘NTO iaw Dv he Israell Knesset in 1978 under the title of the Law Of the BINATIONAL
INDUSTRIAL RESEARCH AND DEVELOPMENT FOUNDATION effective May 18th 4377
inereinafter referreg to as the ‘Foungation’)

AND
tisraeh companyi
AND
S Company)

severally and jointly (hereinafter collectively referred to as the “Proposer” and
senaratery as the 'Paruicipants |

WHEREAS the Foungation nas peen establisned under an Agreement Detween the
Covernment of tne united States of America ang tne Covernmen: of the State of
Israel to promote and suppor? joint nondefense industrial researcn and development of
mutual benefit (O the United States and Israel and ,

WHEREAS the Proposer has heretofore submitted to the Foundation a Droposal
thereinafter the ‘Proposal™). entitled “(proposal title)” and on the basis of said Proposal
nas applieg to the Foungaation for certain funding assistance for the gevelopment of
the product for process) therein described land hereinafter referred to as the
‘Innovation”). and

WHEREAS the Foundation has examined and dulv approved the Proposal and s ‘withng
to orovide certain funding for the impiementation of the Proposal on the terms and
congitions hereinafter set forth,

Now therefore the parties nereto agree as follows

A. General

A1 The preamble to this Agreement shall be deemed an integral part hereof

A2 The Particigants shall be bound and obliced jointly and severally as herein
orovided

A3 The Executive Director of the Foundation 1s empowered Dy its Board of
Covernors to execute this Agreement and to perform all acts under the terms
nereof on bena'f of the Foundation

A4 The following document IS incorporated by reference and made a part of this

Agreement
The Proposal. dated the day of .19 . 35 stamped with
the Foundation's approvai Of the day of .19

Nonetheiess, should any provision of said Proposa ue Inconsistent with any other
provision of this Agreement, the provisions otharwise <at forth in this docurie it
shall controt

A5 The following document is referenced, and incorporated by reference only as
portions may pbe specifically referred to and incorporated hereafter

The BIRD Foungation Handboork, 1985

B. Project Financing

B1 The Foundation hereby agrees to fund. by Conditional Grant. the implementation
of the Proposal in the maximum sum of $ or % of the actual
expenditures on the project, as contemplated in the Approved Proposal Budget
set forth in Annex A hereto, whichever s less, and at the times ang as may
otherwise be set forth in Annex B hereto

B 11 The percentage of the actual expenditures on the project which the Foundation
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83

B3

B32

B4

BS

B6

oroviges shall hereinafter be aescribed as the 'Foundation's oro rata snare’
Tne Proposer shall drovige in timely fasnion ati budgetary fungs N excess of
those orovided nereunder by the Foungation

Proposer snail make payments to the Founcation pasec or Cross Annuat Saies
Jerived from the sale Oor otner marketing ar ~ammerzial excicitatgr f e
InNCvation  inClucing ‘easing tommering with the  frgt SLCr ommer: 3
transaction  Sucn zayments srait De made on the ‘ollowing £asis ai ~ne
Conaitional Crant referred to 1" Sub SeC 8 % above snar De renaid N U S acuars
at tne rate of % of the first vear s Cross Annuai Saies ang 'n succeeqing
vears at trerate of “ Of the Cross Annual Saies sucn repayments to pe -+
equivaient gollars vaiued at time of resayment Tne rate of thange 2¢ valye srail
De that gesignatea in Anrex C hereto Di Wher repayment of cOrcItiona; 3rant
fungs has been compietea accoraing to SubSec B3 a tne rate of f.roner
nDavments snhail be 2 SUCN payments tC continue until 3n amount equar °¢
one-nalf of conaitional grant funas. n eguivaient doliars valueC at time of
repayment tAnnex C) shall have peen 53id to tne FOunadation

The term “Cross Annual Sales” shall incluge all specific export incentives or
Donuses paid the Proposer on account of sale of the Innovation for export. Cut
shall not include sums paid for commissions. brokerage. value added anc sales
taxes on the sale Of the fmismed Droduct Or transportation and associates
insurance costs f same nave ceen INCILgeC n the gross szles price

The Innovation snall pe deemed o have Ceen scid marketed of otherwise
commerdially exploited f tne Innovation Or any improvement, mocification or
extension of :T s put tCc the benefit of 3 tmirg carty whether arectly or
ndirectly. ang whether standing alone or incoroorated INTC Or cojoined with
other hardware or pracesses. ana for whicn penefit the said third party gives
something of value This provision shail not apply to transactions petween the
Participants ang therr subsidiaries Should such subsigiary resell the Innovation
separately vientified or ncorpcrated n 3 system. the sales price shall De the
price to thir 1 parties from the subsidiary making the sale. such sales price being
gefined bv the same criteria as sales are defined for purposes of ‘Cross Annual
Sales” in SubSecB 31 apove !f the innovation s a part of a proguct solg.
marketed or otherwise commercially exploited. the sales orice for purposes of
payments according to Sub Sec B3 snall be the sales price of that droduct
muitioied by a factor whose numerator 1S the manufacturing cost of the
Innovation and wnose denominator the manufacturing cost of the product If
there shall have peen established a market price for the Innovation. such price
shall be the basis for payments accoraing to Sub Sec 83 . notwithstanaing the
INcorporation of the tnnovation in another product

All payments due the Fourdation shall be calculated on 3 semiannual calendar
Dasis. and statements rendered with paymen: in ang within 90 calendar davs
following the eng of eacnh semiannual period Payments to the Foungation per
Sub Sec B 3 shall commence at the enc of the semiannuai period during which
the first sale was made All late payments shall Dear interest at the average prime
rate prevaiing at the Chase Manhattan Bank, NY C auring the neriad from the
date pavment was due until actually made, - 1%

However should the technology or Innovation developed under this Agreement
De sold outnght to a third party. the proceeds of the sale shall be applied as
received against Proposer's obligation for payments to the Foungation per
Sub Sec B.3 Payments due and not made following receipt of droceeas shall bear
interest at the average prime rate prevailing at Chase Mannattan Bank. NY C
1%

License zgreements nvolving patented inventionts) or technology developed in
whole or in part during this Foundation-supported project shall be subject to
Annex F

C. Application of Funds

€1
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Machinery or equipment purchased in whole or in gart with Foundation funds shall
belong to the Proposer. but shall nonetheless be clearly identified and used only
for Proposal purposes unless thie Foundation otherwise permits in writing The
Propaser shall insure angd maintan all such equipment angd macrinery, and shall



Cc2

C3

exercise reasonable care n ifs use

upon expiration Qf the term Of this Agreement. or after termination of this
Agreement per Sec J . whichever 15 sooner. if Proposer sells or otherwise disposes
of such machinery and equipment. the Foundation shall receive 1ts oro rata snare
of the prcceeds ‘f the Proposer elects tC retain this macninery angd equipment ¢
shall pay the Foungation !ts pro rata share of tne fair markert vaiue Sucr sums
which shall pe geemed payment 2gainst Proposer s CDIGAtions per Suc Sez 83

may De withneld from the Conditional Grant

The Proposer shall make no long-term financial commitments for ieases. salaries
purchase of long iead items or otherwise for the project uniess such oroposed
commitment has been clearly identified in the Proposal or has peen approved in
writing bv the Foundation subsaquent to 3pprcval of the Proposal ang orior to
such commitment

Proposer shall utihze Foundation funds for internationa! travel only 1n accorgance
with the Approved Proposal Budget. Annex A Dewviations require orior written
approval of the Foundation

D. Conduct of the Project

D1

D02

03

D4

Dan1

The Proposer agrees tO do the work set out in the Proposal in accorgance with
3ood standards relevant to such undertakings, and shall expenc ‘unds received
nereunaer only in accordance with such Proposal and the requirements of trhs
Agreemznt
The Proposer agrees to comply with the Program Pian for the innovation 3s set
forth :n Annex D hereto
The Proposer hereby appoints as Project Manager and
as Associate Project Manager for the implementation of the
project during the period of this Agreement and 0 accordance with the Program
Plan. Annex D
The Proposer shall not make substantial transfers of funds from one buadget
item tO another. change key personnel or therr duties and respon-ipilities or
diminisn therr tue. ~llocated to tne work hereunder without ornor written
approval by the Found:Z tion, which approval shail not be unreasonabtly withheld
Should any key DCiscn be absent from his work oOr should such absence be
expected. for 90 days or more. or shouid there be any significant reguction in
the total personnel force assigned the project under the Proposal, the Proposer
shall forthwith riotify the Foundation

E. Reporting Requirements

€1

€11

E2.

The Proposer shall submit to the Foundation. in writing, the following reports

3 semiannual fiscal report and technical report within 30 days foliowing the
expiration of each semiannual penod.

b summary report (final report) supmitted within 60 davs foilowing
termination of this Agreement, or the end of each vear oOf support if the
Agreement 15 extended

Such reports shall be ir. form and substance as provided in Formats for Tecnnical

and Fiscal Reports, BIRD Foundation Handbook. 1985, Appendix E

Proposer shall provide, at its expense. briefings on the progress of the work

hereunder witiun 45 davs foliowing request by the Foundation Such briefings

shall accord with the form and depth as the Foundation may reasonably request

F. Publications

F1

Any publication of data or other information derived from the work hereunder.
or any pubhcation related to the work, but not including product literature or
manuals, shall contain the following legend or approved equivalent

“The (work) on which this tarticle, publication) 15 based was

supported in part by a grant from the israel-United States

Binationa! Industrial Research and Development Foundation

(BIRD address). The views and information contained herein are
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personnel ingemnify them for all naoiities and costs and otherwisz hold them
narmiess on account of any and ail claims, action suits proceedings and the ke
ansing out of or connected with or resulting from the performance of this
Agreement ov the Proposer or from the manufacture sales aistripution o use
Dy the Propcser ¢f the innOvation whether Drougnt by Pronoser ar its personrel
or py thirg parses

L2 The Proposer agrees that Derscrs empioyed Cy it f ICANECTION MM Tne ressgron
Droject shali be Jeemed to be solely 1It5 Own emyuicvees and tnat =0 r&idticrsnio
of master ang servant shall De createc oetween such empicyees and tne
Foungation eitner for purposes Of tort haviity social penefits or for any ctner
ourpose Thne Proposer shall ingemnify the Foundation and hoid it harmiess from
court COsts and legal fees. ang for any payment wnich the Foundation may De
obligeg to make ON a cause Of action based upon an emplovee-ernpicyer
relationsnip as aforesaid

M. Miscellaneous Conditions

M1 The Foundation makes no representation. Dy virtue of its funding the work
hereunguer. or receving any payments or rovalties as a result of this Agreement,
as to the safety. value or utihity of the Innovation or the work undertaken. nor
shall the fact of participation of the Foundation its funding cr exercise of 'ts
rignts nareuncer be deemeg an angorsement of the !nrovation or of the
Proposer nor snall tne name of the Foundatior be used for any -ommerciatl
ourpbese Of be pubiviized 1in any way Dy the Proposer except within tne strict imits
of trus Agreement

M2 The Proposer may not assign this Agreement o any of the work undertaken
pursuant to 1t without the onor written consent of the Founcation. which
consent shall Not be unreasonably withneld

M3 This Agreement shall be construed under the faws of The forum
for the resolution of any dispute ansing from this Agreement shall be the State
of Israel or Washingtcn. DC 1n the US. as the moving party may elect
Execution of this Agreement shall be taken as submission Lo the forum seiectog
pursuant to tnis Section

M4 Unless the parties to a dispute shail agree otherwise. the gispute shalt be
referred to arbitration unger the rules of the American Arbitration Association «f
the forum 15 the UG . and under the rules of the 'srael Arbitration Law f the
forum s Israel

M5 Proposer undertakes to comply with all apohcable laws, rules ang reguiations of
the State of israel and the United States of America. ana w:l apply for and
obtain alt necessary licenses ang permits for the czrng out of 1ts obhgations
hereunder

M6 Noti:es. communications and reports shzil be 1and dehvered or mailed by prepaid
first-class mail tairmai f transmitted internationally! addresseg to
3 The israel-U S Binational Ingustrial Researcn and Development Foundation,

P OB 39104. Tel Aviv, 61390, Israel

D tisraell Company)
C {US Companyi

N. Effective Date

N1  The effective date of this Agreement shall be the day of .19
Unless sooner terminated by the Foungation per Sec J. this Agreement shall
terminate one vear following the effective gate

N.2 The Proposer shall be responsible for the cost of all stamps to this document as
may be required by Israeli law

Signed the day and date above first given

for the Israel Company for the US Company for the BIRD Foundation
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ANNEX A
(APPROVED PROPOSAL BUDGET)

ANNEX B
PAYMENT OF CONDITIONAL GRANT

1 First Pavment - On signing - 80% of the Foundatior's pro fata srare nf rme
orojecteg expenditures for the éirst six montns per ANNEX A DU net mgre ';ar-
40¢: of tne Conartional Crant per Sub Sec 3 1 o

2 Second Payment - After submission ang anoroval of the semignnya; tecnmicy
ana fiscal reports. or after actual expenditures on tne Project nave eouan.len ‘Qr
éxceeded the projected expenditures for the first six moNnths. whichever « fa,;, )
80% of the Foundation's pro rata share of projected eXDe.uitures “or the seééna
SIX MONths, per Annex A

However. if 3t the required time of submission of the S€MIannual tecne e ann
fiscal reports. work on the Project or expenaitures thereon prove rr e

m_tcenally benina pian. per Annex D and Annex A respectively the soun

3 Third Pavment - After receint and approval of the annugal technical ang f5cal
reports - the batance due Proposer up to the total sum of the Conditional Grant
per Sub Sec B 1

ANNEX C
LINKAGE OF CONDITIONAL GRANT REPAYMENTS

The monies given as a Conaitional Grant shall be linked 1r value until repayment 1o the
following Ingex (relevant INdustry ndex) hereinafter. “index"

As each increment of the grant is given, it shali thereafter be linked to the pase ngex
1ast publishea prior to the date of payment Upon pavment of the I3st INCrement of
the Conaitional Crant due. all prior bavments shall be brougnt to tne same Dase ingex
a3 the last payment

Just prior to eacn occasion of pavment of a portion of Proposer's obigations .nger
Sub Sec B 3. the unpaid balance due BIRD shall oe brougnt from the prior pase IC the
thdex 1ast published before such Dayment. which ingex shall then De the Dase Ty
proceaure shail pe repeated on the occason of each bavment until Proposer s
obugations for pavments under Sub Sec B3 shall nave been aischarged

ANNEX D
(PROGRAM PLAN)

ANNEX E
ROYALTY PAYMENTS

1 ROYALTY RATE The Rovalty Rate n accordance with Sub Sec H 2 shall be %
2 ROYALTY BASE

al Where the product sold consists of the tnnovation and such INNOvation
consists essentially of, or depenc: primarily on. a patented invention or
nventions made In whole or n part auring the performance of
Foungation-supported work on the Project. the Rovalty Base shall be tne
seling price of the product as defined in Sub Sec.B 32
Where the product sold consists of an assembiage of subsystems or entities
the Rovaity Base shall be the selling price of the product multiphed ov a
fraction, the numerator of which shall be the manufacturing cost of those
subsystems or entities which incorporate a patented invention or mMventions
made in whole or 1n part under this Project. and the denominator of which
shall be the manufacturing cost of the product scig
¢ If, however, a market price shall have been established for any subsystem or

b

50



w

[V 2)

31

entity which incorporates a patented invention or inventions made N wnole of
in part under this Project and which s sold separately. soig as part of tne
Innovation, or sold as part of any other producCt Such market price shall pe
tne Rovalty 8ase

ROYALTY The Rovalty cue snall pe the Rovally Rate muitiohed Dy (re acccorats

Rovaity 3ase

ROYALTY PAYMENTS

3l No rovalty pavments snall be made on sales between Participants

£i Rovalty Dayments shall commence only when the aggregate of rovaines wnich
might ctherwise have pecome due. shall esceed the amount of Proposer s
cphgation with respect to Dayments according to SubSec33 cf tnis
Agreernent However snould Proposer s ochgat'ons for cavmenis o Ine
Founaation per Sub Sec 83 not pe fully giscnargea any such defciency snan
pe made ud from royalty Dayments on any Ziner :nnQyatior Jeverspeq ynger
this Project. of any wnicn were forgiven in accorzance witn the first santerne
of this paragrapn

TERMS OF ROYALTY PAYMENTS

The obligation to make rovalty payments n the full amount under his

Agreement shall continue fcr the hfe cf Tne 1ast 1o expire patent :ssued or any

AveNT.Cr Mage ‘N wnCIe 2r 1IN 2art unger this FounZaten-suliorted Proect

Rovall, cayments 3nail ce made or 3 semiannuar calengar (d4sis ccmmercing at

sne ena of tne semiannuai Derog Curng wNicn any o, atty first DeCCmes sue

ANNEX F
LICENSE AGREEMENTS

If any satenteg :mventicn or :nvertions made N wnote or 0 part aur:ng <nis
FouNncatioN-sJuccerias Project becomes the surject of any ucense agreement
petween Pronoser or eitner Parucipant anc a thirg carty the hicensor snail Day
to the Foungation *s of ail sayments recewved Cy nim uynger such icense
agreement

if any technology gevelcped. out nOt InCluding any patented :'nvertion or
inventions made 0 wnhole or in part during this Foungation-supporred Project
pecomes the subject of any license agreement between Proposer or eitner
Participant. ang a tnirg party. the hcensor shall payv to the Foungaticn 35 of all
nayments received by him under such hicense agreement. as and wnen received
Payments unger Annex F1 ang this Annex F2 snall e deemed dayments against
Proposer s ychigations under Sub 5e¢ 83

Notwithstanding the above provisions of Annex = the total hatity 2f Proooser
for cayments o the Founadation shall not exceed 5 in equivalent dolars as
gefineg in Annex C. Of conaitional grant funds actually awarged nereurger


http:nvent.cn
http:Oncat-cr-SuPccr-.ej
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APPENDIX D.1
PROPOSAL PREPARATION GRANT ACREEMENT

Agreement mage tris Jav of " 5, ann
BETWEEN,

The SRAEL-UNITID STATES BAT ONAL INCULSTRIAL RESEARCH anp OEVELDPMENT
SCUNDATION a '€gai entity Createc by Agreemen: Cetween the Covernment of the
State of 1srael ang the Covernment of the Uniteg States of America aNa dromuigates
INTC {aw Dv tne sraen Knesset n 1578 Jnaer the title of the Law of *no E,;NAT;QN;,_
INQUSTRIAL RESEARCH AND DEVELOPMENT FOUNDATION effective May 18tr. 1487
fnereinarter referreg to 3s the ‘Foungation !

AND

tIsraen Companyi
AND
US Cumpany)
corporations auly organized unger the laws of the State of Israel ang the Uniteg
States. respectively thereinafter colectively referreg to as the "Proposer
WHEREAS tne Proposer nag SuDm'ITeC tC tne Snunggtion it orelmirary arcpngar far
the recep? of Foungatian Fungs for tne researcn ang Jevelocmert 3¢ therap
Jescrinez ang
WHERZAS tre “oungation nas recommengded that the Prosposer Cresare g mers
aetaiieq proposal ang s wiling te furd sucn furtner Oresaration as neremn gescripeg
Now therefore the parties hereto agree as follows

K The sreamoie to this Agreement shali be geemeg an integral nart herenf
2 The following Zocuments are incorporatea oy reference ann maae 3 oar: of rig

Agreemc: ;
a The Letter-Proposal submitied oy Proposer to tne Foungation ang dateq
tre gay of 19
ot The BIRD Foundation Hangbgock 1985
3 The Founaation nerepy 9Ives ang grants o tne Sroppser the sum of UsS

aoliars inereinafter caileg ‘grant fungs 1 subject nonetnetess. to ail of the terms
ang conaitions neremn contained

31, €0% of sag grant funds snall pe saig over o the Proposer forihwith yoon

: 2xecution of this Agreement arc 40% snall e said over to *me “roposer ¥ololy

"eC210T Dv the Foungation of 3 more Setained oronosal in form 7= Jescrigen e
BiRD Fsungation Hanabook 1985 argar 3CTCUNtiNg “or tne use o€ grart “,roc

a “he Prcooser agrees to anoly saiC grant fungs girectly to orefarator 2f g rore
deta“eq oroposal based on Srcrosers Latier-Oronpsa referrag room Ser 2
above and n accorgance with the aporevec budget suprhuties for gucm
aca:tionat proposal effort

4" 2roposer shall not deviate substantiaily from tne Letter-Proncsal without Ine

crior written consent of the Foundation

The Proposer shall submit it more detailleg proposai. as nerein contemplated no

tater than + ) months following execution of thig Agregment

51 The Foundation will not .monitor formally the orogress of droposer 3 work
hereunder However Foungation oersonnel will orovice informal guidance as
Proposer may reasonably reguest

6 The Foundation may, upon the giving of notice in wrting thirty days i zdvance.
revoke any part of the grant fungs rot yet paid over

61  Uoon receipt of such notice. the Proposer shall forthwith commence termination
IN an orderly fashion of all work heraunder At the end of saig thirty gavys. and
within fifteen (15 gays thereafter. Proposer may submit d Jdetaileg statement
showing costs to it on account of work hereunder The Foundation will pay to
the Proposer a sum equal to €Osts in excess of the portion of the grant funds
alrec.dy paid over, but In no event shall the Foundation be obliged to pay to the

u
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Droposer a toral sum i excess of the grant fungs autherized unager Sec 3 aoove

7 The parties agree tnat tmis Agreement :s executegd  'srae! snall pe governea Cv
Igrael faw and witmin tne junsgiction of israeh courts

3 ~ne Draposer snan Cear tre full 1050 SF stamp cuties witn respett o ot
Agreement

signea [ne Jav anc Jale apcve st Jiven

for tre -sraen Company tcr tne WS Combany for tne BIRD roungation
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41,

42

43

a4

a5.

ypen recept of notice or revocaton for fundamental bDreacn icause: the
proposer may cure the default in and within thirty calengar gays after the gate
of receipt of the notice

Notwithstanding any OtTher provision 1n this Agreement to the cnntrary the
Foungation shall nct pe obliged to arovide any furtner funding after notice urty
and uniess the saia aefault s cured ang sO demonstrateg .0 "re reascraple
satisfacrion of the Foungation

If the Founaation snall revcke as aforesaid all funds giver Srosoner ser 3ec 3
above shall become due immeaiately without need for demand Such funds wnicn
do not. by terms Of this Agreement, bear inferest. snall be repaid with interesst at
the average prime rate prevailing at Chase Mannhattan Bank. N v L - 1% from
gate of nctice of revocation

The Proposer may NOt terminate tris Agreement or apandon the orojec’ withoust
the prior wntten consent of the Foungat:ion

If upon termination of this Agreement for any reason the entire budgeted sum
nas Not been expended. the Froposer shall forthwith return to the Foundation s
oro rata share of suCh unexpended portion If NOt repad FOrtAwith such sum
shall bear interest as per Sec 43

In the event that the Foundation enters into a Cooperation ang Project Funaing
Agreement (per Appendix C. BIRD Foungation Handbook. 19851 with Proposer or
witn at least one of the Participants. tG CONQuCT @ Droject according to e
gecxieg oroposal referrec to in Annex 8 DOrgcoser or that Participant agreas
that .ne amount 10 De recaid under Sub Sec B 3 a1 of saigd Agreemer? sran e
tne Coraitionatl Crant referred o therein sius the amount given Prososer yraar
this Agreement

The parties agree tnat this Agreement shail be governed Dy israel U S 1 'aw ang
within the jurisgiction of israel (U S ) ¢courts

The Procoser shall bear tne full cost of stamp auties with respect IC :nis

Agreement
The effective date of this Agreement snall bpe the Jay
of .19 This Agreement snall terminate (time) from the

effective cate

Signed the day and cate anhove first given

for the israelr Company for the US Compary for the BIRD Foungation
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APPENDIX E
FORMATS FOR TECHNICAL AND FISCAL REPORTS

A. Technical Reports

Technica! reports submitteg to the Founaaticr will be treated ac <onfigertiar ts epe
extent gescroed :n the Confidential Disclosure Agreemenrt 'Appenqix 3, Nonethelggg
orconietary or commercially sensitive information should pe gentifieq 35 suCh The
ourpose of tne technical reborts 15 to enable the Foundation to monitor ornject
Drogress and 1o assist it in decisions relating potn to continued funaing of the oroject
ana [C new orojects wnich may pe proposed Dy erther or both project nartners

! SEMIANNUAL REPORT - 2 copies

Semiannual reoorts are to be submitted within 30 days following the exorration of - 3cn
semiannuatl period Timeliness. Conciseness and empnasis on Zomparison nf oreect

Report Outline

1 Stangarg BIRD cover Dage (given on page 38)

2 Opjectives - state the overall objectives of the oproect ang he specific
otjectives of the work perfgrmeg n this six-montn nerog

3 Summary of accompiisnments INZiuding mMventions) - this section should te an
informative aiscussion of the mMetnods ang essential results of the nvestigation
or development

4 Results - briefly gescribe with reference %o the Program Plan the results
ODtained guring the reporting seriod on an activity-oy-activity basis Poirt oyt
any results that may have a significant 1mpact on future actmuies or
expenditures

5 Craphical comparison of resuits versus Program Pian - snow grapnicaily tne
actual status and expiain aeviations from olan (Expiain ail SYMCOoIs used in *he
Program Plan

6 Outhne of plans for next SIX-month period - show any rescheguling or acaitions
to activities on the Program Plan and ingicate wnich. if any. of the originatly
Dlanned actwities or tasks are being terminatead or redirecteq Discuss. with
grapnical illustrations. the impact that rescheduled activities are iikely to nave on
trhe original Program Pian auring the next six-month period

7 Published reprints - attach a coov of any reprint that 's pased in whole ¢r in
bart. on the work congucted on the 3IRD oroject

8 Patents - inqucate if any batents nave been fileg

I ANNUAL REPORT (other than final report! - 2 copies
Annuai renorty, are to be submitted within 60 davs following the eng of each vear of
Support The annual report will be tyoically 12-20 pages in length

Report Outline

Standarg BIRD cover cage (given on page 78)

Table of Contents

Objectives - state the overall objectives of the project ang of the work

performed during the twelve-montn periog

4 Summary of accomplisnments finCluding tnventions) - this section should be an
inforrnative discussion of the methods and results of the investigation or
development. The summary should be self-sufficient and understandable to
someone whn reads nothing else in the report

5 Results - describe. with reference to the Program Pian. the results obtaned
during the reporting period ~n an activity-by-activity basis Identify and Aescribe
resuits that represent significant variations from the Program Plan

w N
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(Stangara Cover Page for Tecnnical Reports!

ISRAEL-UNITED STATES BINATIONAL INDUSTRIAL
RESEARCH AND DEVELOPMENT FOUNDATION

TITLE

SUBMITTED BY

{israeit Company)

ius Ccmpany!

TYPE OF REPORT"®

PERIOD COVERED

PROJECT START DATE

Signatures
Project Manager Authorized Company Oféicial
Associate Project Manager Authorized Company Offic:a!

Cate supmitted

*Sermiannual  Annual, Final
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1Stangard Cover Page for Fiscal Reports)

ISRAEL-UNITED STATES BINATIONAL INDUSTRIAL
RESEARCH AND DEVELOPMENT FOUNDATION

TITLE

SUBMITTED BY

. lisraeir Company)

IUS Company)

TYPE OF REPORT"

PERIOD COVERED

PROJECT START DATE

Total Contract Budget $
BIRD Commitment $
Amount Received o0 Date $
Bucget for Semiannual Period S
Actual Expenaiture for Semiannuai Period S
Estimated Buaget for next Six-Month Period S

We confirm that this report 1s prepared from separate DOOkkeeping accounts in which
all the project expenditures were recorded The Project Manager s signature 1s nis
confirmation that a' tne listed items and expenditures were mage within tne
framework of ti.2 projest

Signatures
< mpany s
Project Manager Accounting Official Authorizing Official

Date Submitted

*Semiannual, Annual
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3 Tevuot Haaretz Street.

Tel Aviv

MAIL Dr A1 Miavsky
Executive Director

P 0.Box 39104

Tel Aviv, 61390 '/ gel
PHONE Q3-470710
TELEX 361417 BIRDF iL

THE BIRD FOUNDATION

USA

Covernment of Israel
Investment Authority
Empire State Buiding,
350 Fifth Ave

New York, WY 10001
€. 0 Economic Minister
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PHONE 212-560-0610
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KTDC IN OUTLINE

;™ STABLISHMENT

"M The Korea Technology Development

s.:m Corporation (KTDC) was incorporated on April
28, 1981 under the Korea Technology Development
Corporation Act (KTDC Act). It was created through
the joint efforts of the Government. business and
financial communities arid IBRD for the purpose of
fostering the development of a technology-intensive
industrial structure and 1o provide private enterprises
with sufficient financing faciities. KTDC's functions
and activities, however, have diversified in the
course of umr:2, enabling us 10 meet the growing
demands of our customers.

APITAL
At its inception in 1981, KTDC's authorized

capital was Won 15.0 bilion which has now
grown to Won 50.0 billion 'n 1934, of which Won
22.8 billion has been broadly subscribed by private
enterprises, banking mstitutions, and tre Government
totalling 187 sharenolders.

% 4 ANAGEMENT
- * % The responsibility for the policy and gereral
i v direction of KTDC's business rests witn tne
Board of Directors, currently consisting of the
Chairman of the Board. the President, the Executive
Director and eight non-standing Directors The
President 1s responsipte for KTDC's overall
operations. The Board has delegated some of iis
authonty to an Executive Directors Commitiee

consisting of standing directors.

T2 UNCTIONS
KTDC finances In several areas of
technological activities:
e R&D costs incurred either internally or througn
contracts with external research institutes
¢ Initial costs of commercializing new technology
and/or investigation and arrangements relatec
thereto
e Import of technology anc the adaptation cf
technology to existing tecnnology
e Ingineering costs associated with the constructicr
of indusinial facilities
* Rerruiting and utiizing foreign specialists anc
I chnica' agvisors. and/or training of domestic
{D&E persuine’ at nome or aoroad.

KTDC also provides special services in areas

of.

¢ Technical agvisory services to the industnal
enterprises mentioned above and technical
feasibility surveys tor RD&E activities

¢ Activities incidental 1o technological development
commisioned by the Government and international
institutions.

(}\‘/



To promote RD&E projects which inherently

involve substantial risks coupled with expected
high returns. KTDC has to share both ‘he nsk of
failure and the benefits of success. With this in
mind, KTDC offers the following types of financial

supports:

T YPES OF FINANCING

* Conventional loans

Regular loans to be repaid according to certain
predetermined conditions (interest rate, grace period,
repayment period, etc.)

 Conditional loans

Financial instruments that allow profit and risk
sharing with project sponsors. Such “loans” will
normally be “repaid” through royalty payments from
sales revenues if the project is successful. imicluding
a reasonable return on the loan. If the project does
not result In sales revenues, KTDC recovers only a
portion of the principal from the sponsors.

® EqQuity Investments
Equity participation in companies set up 1o
commercialize RD&E results.

UND SOURCES
KTDC finances its operation by 1Ssuing

lechnology development fiiancing gebentures.
borrowing government funds. IBRD loans. ana oy

using its own capital.



aid-in Capital
Non 8.1 billion)

FINANCIAL RESOURCES

KTDC continued its drive to mobilize financial
support to meet the ever increasing demand for
tecnnological development of Korean industries. The
results of these efforts were highiy satisfactory.

The financial resources were comprised
orimarnly of capial. tecnnological development
financing debentures and Ioans from the
Government. and the World Bank. During 1984, the
resources mopiized aggregated (o Won 558 pillion
Of the total, the local currency resources totalled
Won 401 bilhion, consisting of Won 8.1 billion in
paig-in cap:tal. Won 30.0 bilion in technology
development financing debentures and Won 2.0
pilhon in loans from the Government. Foreign
exchange resuuices were withdrawn to the amount
of US$ 19 mithion from tne first IBRD loan for the
year

As a result, the accumulated total financial
resources that were avaidable to KTDC at the end of
1984. amounted to Won 111.2 billion. They comprised
paid-n capital totalling Won 22.8 nillion, floatation of
lecnnology development debentures worth Won 555
bilion ang borrowings from the Government
aggregating Won 6.0 oillion and withdrawl from the
first IBRL loans to the amount of Won 26.9 billion
(USS 35 million).

FUND RAISING (1984)

(W /(\Won 55.
%l 10n) bllhon

(Won 2.0 billion)

T HARE CAPITAL

“-- 1984 was a year of new turn in terms of ‘ne
..+ paid-n share capital
Revision of the KTDC Act enabled the autnorized
capital to be increased from Won 15.0 billion to Won
50.0 bilhon. Over the same period. Won 8.1 billion
was added to the KTDC's capital. wnicn pusnec
patd-in capital up to Won 22.8 billion at tne eng of
the year Of the additional capital. Won 2.0 billior
was subscribed by the Government and ‘Wor ¢
bilion was contributed by private industrial frms
Such strong capitalization 1s viewed as KTDC's firs!
step towards entering mass-level operations.
Particulary noteworthy 1s that 20 small-to-meaium
sized industrial firms joined KT1DC as new
shareholders and the total number of sharenoiders
increased to 187. Thus remarkable growth reflects
the wide support from the private incustrial sector

Wor 22 8 bilior

Larze Evms - tal .

;283 Fvemg  3g

Small to Meagium

Barxing tnstitutiors & Otners .7)

Government

Note Figures in parenthes:s ingicate number
of sharenoiders

Loans from the Government



§ BRD LOANS

ECHNOLOGICAL DEVELOPMENT 3 Of the foreign exchange resources for 1982-1984,
FINANCING DEBENTURES 4 the first IBRD loan of US$ 50.0 million had
KTDC is authorized to issue technological been exhaustd in full and US$ 35.0 million had
development financing debentures and depends been withdrawn by the end of 1984. The second
largely on this source for its financial resources. IBRD loan of US$ 50.0 million was successfully

, secured from the World Bank on November 1. 1984

During 1984, KTDC was able to float to enable KTDC to meet the demands of industry in

debentures totalling Won 30.0 billion: Won 11.0 billion . :

in the first floatation, Won 10.0 billion in the second the form of foreign currency for 1985-1986.
iloatation, and Won 9.0 billion in the third floatation.

Payment of the principal and interest on these

debentures was guarranteed by the Government. FUND SOURCES (81 ~'84)

The interest differential between the cost of
debenture issuance and the KTDC's on-iending rate
recommended by Government policy was
replenished by the Government.

Local Currency

OANS FROM THE GOVERNMENT ’ .
KTDC is able to borrow funds under (Won 843 Wen 111.2
: » the Government's special loan program. . bihon) - . billion
During 1984, it borrowed fiscal funds of Won 2.0 i L
billion. As a result, the outstanding balance still ' o v '

end of 1984. It has been agreed that future
borrowings and the outstanding borrowings under
the loan program will be at a new interest rate of
55% pa. as of Jan. 1, 1985, This rate is
considerably lower than the rate applied in previous
years.

owed to the Government was Won 6.0 billion at the )

Paid-in Capitg! ‘Loans from the Governm
(Won 22.8 billion) (Won 6.0 billion)
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LENDING AND INVESTMENT OPERATION

KTDC has approved 184 projects totaling an
equivalent of Won 57.0 billion; Won 37.9 billion in
local currency and US$ 23.8 million in foreign
exchange, which show an increase of 14% in the
amount approved and 30% in the number projects
supported

During 1984, KTDC's total disbursements
amounted to an equivalent of Won 42.8 billion; Won
27.1 billion in local currency and US$ 19 million in
foreign exchange. The difference between the
amounts approved and the amount of disbursements
Is due to the process of the projects according to
which our fuinds are disbursed.

During the four years since KTDC's
establishment, total financing has been approved for
463 projects equivalent to Won 135.1 billion including
foreign currency funds of US$ 68.9 million and 'ocal
currency funds of Won 80.9 billion. Total
disbursement for the 4 years has been amounted to
Won 75.0 billion including Won 52.1 billion in local
currency and US$ 35.0 million in foreign exchange
which shows a 116% increase from Won 36.6 billion
of the previous year.

TRENDS OF APPROVAL

{Won Billion)
a0

"~
o

N\ N N

1981 1982 1983 1984 veir

@ Local Currency
B Foreign Currency

TRENDS OF DISBURSEMENT

{Won Billion)

0

NN N

‘9t 1382 *322 o3

B tocal Currency W Foreign Currency

G REAT EMPHASIS ON LOANS FOR
SMALL-TO-MEDIUM SIZED ENTERPRISES
Of the total funds approved, Won 25.6 billion was
earmarked for smali-to-medium sized enterprises,
which accounted for 45% of the total amounts
approved, a 79% increase over the previous record.

This is, we believe, a resuit of KTDC's efforts to
induce and support R&D activities of small-to- medium
sized firms with the belief that technology
development of small-to-medium sized firms is a
cornerstone of economic development in Korea.

SUPPORT BY SIZE

(Won Billion)
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RESULTS OF OPERATIONS

The year of 1984 witnessed a tremendous
growth in the KTDC's financial results both in terms
of gross revenue and In net Income.

Rt TS

Total revenue for the year estartlished a new
record of Won 10.8 billion. an increase of 140%
over the preceding year's level. while total expenses
for the year amounied to Won 10.7 billion. 94%
higher than in the preceding year.

As a result, net income before tax recorded a
profit of Won 34.5 million from the previous year's
net loss totalling Won 954 million.

T3E *38C 383 tasl &3

WReverue
WExpense
@Net income

10 .
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EVELOPMENT OF A DEHYDRATOR

AND A HEAT-EXCHANGER
Dehydrators and heat-exchangers are pieces of
equipment designed to mechanically regulate
moisture, dust and temperature in accordance with the
special requirements of a building. They are effective
not only in increasing production quality and
productivity but also in saving energy throuh
recovery of wasted heat. The demand for these
products shows ever increasing trend, and KTDC
financed Won 150 million representing 81 percent of
the total development cost.

14

D EVELOPMENT OF A ENGINE POWER
PACK FOR DIESEL LOCOMOTIVES
The engine power pack, which consists of cylinder
liner, cylinder head and piston ring, is a core par of
an internal combpustion engine for diesel

locomotives. It requires high durability under high
load over 3.500 LP as well as high precision for
high performance engine applications.

Despite of the cost the domestic railway
authority has 1o date imported all necessary power
packs at a total cost of about US$ 1.5 million a
year. The locally produced power pack manufactured
under the company’'s own patent 1S internationally
competitive in terms of price and qualtty. As a result we
estimate exports to reach over US$ 0.3 million a
year to the U.S., Taiwan and Pakistan in addition to
replacing imports power packs on the domestic
market.

&



OTHER ACTIVITIES

-4 ECHNOLOGY BROKERAGE SERVICE
j KTDC puts strong emphasis on making
available advanced foreign technology to local
business firms and promoting commercialization of
the outcome of research from academia, and public
research institutes as well as from industrial
researchers across the nation. KTDC also assists in
arranging technology transfer to foreign companies
interested in competitive technologies possessed and
developed by the local business firms.

In 1984, KTDC received 34 inquires; 10 related
to international transfer of technology and 24 to
technical cooperation among local industrial firms.
Three of these nquires resulted in technical
agreements and 9 are at present under negotiation.

! NTERNATIONAL SEMINAR ON VENTURE
CAPITAL

In order to promote technological development
through venture capital investments and foster
understanding of the overseas venture capital
communities in the United States and Japan, KTDC
arranged a two-day international seminar on venture
capital on October 12, 1984. Some 150 delegates
and guests representing financial institutions,
government bodies, academia and industrial
concerns attended including some prominent
speakers from the United States and Japan.

Presentations by foreign experts and the
president of KTDC were made and panel
discussions and free discussions followed. The
topics included venture capital strategies, the role of
government policies in venture capital development
and the role of Korean enterprises in the venture
capital market.

R

C ONFERENCE FOR SMALL-TO-MEDIUM
SIZED INDUSTRIES

With a view to encouraging technological
development in SMIs by widening and intensifying
direct contact between the industries and

government authonities, KTDC organized a
conference which was attended by the Minister of
Scierce and Technology.

An introduction to the Government's policy
regarding technological development in SMis was
made, and free and n-depth discussion on therr
status and technological development brought forth
practical approaches to promoting their activities.
The conference was designed to provide a forum
where representatives from Government authorities
and small-to-medium sized firms could exchange
ideas and discuss mutual problems.

C ONFERENCE FOR KTDC'S
PORTFOLIO INVESTMENT COMPANIES
KTDC, as always, provided various supports such as
tinancial, technical and managerial services to Its
client companies. The conference, attended by some
20 delegates of the portfolio investment companies,
was held on November 21, 1984 with the objective
of strengthening the cooperative relationships
between those companies in addition to promoting
more suitable and innovative financial support.




HE DOMESTIC PRODUCTION OF

CUPROUS CHLORIDE
rhe domestic production of cuprous chloride, the
major raw material for a bluish dyestuff called
phthalocyanine blue. was initiated by the project
sponsor In 1981. The present process of dry
production. however, entails higher production costs
due mainly to heavy investment required in
equipment designed to control the sophisticated
reaction that takes place between chlorine gas and
electrolyzed copper at high temperature. The
sponsor, therefore, 1s developing an up-to-date wet
process utilizing such cheap raw materials as
copper scraps and residual cuprous liquid. thereby
considerably iowering the manufacturing cost.

The sponsor also plans to improve the yield
rate of stannous sulfate, another major product used
as a metal electroplating agent through development
of effective processes retaining and controlling its
easy-to-oxidize properties.

KTDC financed Won 230 million for the
successful implementation of the proposed project
through which such advantages as cost reduction.
greater flexibility in use of raw materials and quality
up-grading are expected.

-

hY

7 EVELOPMENT OF LOAD CELL AND
s |TS RELATED PRODUCT

The Load Cell, a transducer which convers applied
pressure into an electrical signal, is a technology
and labor intensive product of which the application
covers wide range of industnal equipment sucn as
electronic weighing scale, electronic hopper scale

and other vanous factory automation facifities.

U2 T A

Development and production of the Load Cell
by domestic enterprises 1S highly desirable. especially
considering its importance as a sensor element and
the technical difficulties involved in its production

KTDC financed Won 700 million in the form of
venture capital and expects the company's sales
volume to reach Won 2.0 billion in 1986 maintaining
growth rate of 30%, which will assure KTDC a
moderate return on Investment.
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FINANCIAL STATEMENTS

BALANCE SHEET

ASSETS
1984 1983
l CURRENT ASSETS 43,376,477,420 17,315,331,859
Cash on hand and in banks 3,899,252 3,043,508
Time deposits 566,917,768 750.000.000
Commercial paper 16,689,900,683 6.327,901.822
Beneficiary certificates 15,380,826,089 8.509,000,000
Accrued receivables 1,782,074,775 1,042,124,019
Short-term portfolio 8,316,475,321 -
Less: Allowance for possibie losses (81,884,753) —
Other current assets 738,048,277 683.262.510
. INVESTMENT AND OTHER ASSETS 88,547,074,052 37,076,604,423
Investment .
Conventional loans 60,881,111,914 33,287,328.995
Conditional loans 2,348,885,368 2,081,198.866
Equity investments 609,652,338 195,925,000
Less: Allowance for possible losses (655,888,825) (374,497.266)
Others 1,717,994,568 472,588.800
Other assets
Lease depcsits 586,648,000 591,648.000
Telephone rights and other 1,048,870,681 822,412,028
il FIXED ASSETS 98,300,269 91,719,519
Vehicles 50,185,435 50.185.435
Less: Accumulated depreciation (37,520,234) (30.113,805)
Furniture and fixtures 170,152,889 136,008,965
Less: Accumulated depreciation (84,517,621) (64,361,076)
V. DEFERRED ASSETS 639,841,582 312,994,692
Stock issue costs 173,531,848 98,807,874
Debenture issue costs 468,309,738 214,186,818
TOTAL ASSETS 110,061,683,323 54,796,650,493
16



LIABILITIES

1984 1983
. CURRENT LIABILITIES 2,231,608,883 944.117,719
Withholding taxes 19,477,146 17.681,680
Accrued expenses 1,677,816,453 551,893,444
Unearned income 504,813,148 374,542,595
Accounts payatle 28,074,919 —
T:xes payable 3,427,317 —_
il. LONGTERM LIABILITIES 88,844,035,705 40,556,538,309
Debentures 53,723,624,999 24,134,750,000
Borrowings from the Governmer! 6,000,000,000 4,000,000,000
Borrowings from IBRD 26,937,004,980 12,285,556.827
Employees' severance liabilities 283,405,728 136,231,482
TOTAL LIABILITIES : 89,175,644,688 41,500,656,028

SHAREHOLDERS' EQUITY
. CAPITAL STOCK 22,834,187,000 14,678,672,000
Common stock—par value: *%* 1,000
Authorized: 50 million shares
Issued and outstanding: 22,834,187 shares in 1984
and 14,678,672 shares in 1983

Il. DEFICIT {1,348,138,365) (1,382,677,535)
Deficit after prior period adjustments {1,382,877,535) (428,211,210)
Net income for the year 34,539,170 (954,466,325)
TOTAL SHAREHOLDERS' EQUITY 21,486,048,835 13,295,994,465
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY 110,661,883,323 54,796,650,493

17



STATEMENT OF INCOME AND DEFICIT

1984 1983
I OPERATING REVENUE 10,738,039,785 4,514.398.8_33
interest income on conventional loans 5,104,410,875 1.934,344,702
Royalty income from conditional loans 16,280,580 38.013.16¢
interest income on deposits and others 1,801,882,770 1,465,848,52¢
Commission Income 549,513,228 336,740,155
Government subsidization cn interest differential 1,869,310,730 507.647.54¢
Income from foreign exchange conversion 1,344,641,601 231,804.72¢
il. OPERATING EXPENSE 9,951,850,603 5.106,372,718
Interest expense on government loans 457,020,530 316,945,201
Interest expense on debentures 3,799,932,138 1.808.052.82¢6
interest expense on IBRD loans 2,306,305,316 867.770.577
Commission expense 183,051,827 279,743,240
Provision for possible losses on portfolio loans 363,058,312 253,659,226
General and administrative expense 1,560,262,077 1.335,674,086
Loss from foreign exchange conversion 1,282,222 ,403 244 187,562
{l. OPERATING INCOME 784,189,182 (591,973,885)
IV. NON-OPERATING INCOME 55,688,720 23,506,384
Commission income 20,046,617 16,129,532
Other income 35,642,103 7,376,852
V. NON-OPERATING EXPENSE 83,335,809 386,100,979
Amortization of stock issue costs 125,494,438 58,697,170
Amortization of debenture issue costs 286,701,572 107,093,409
Amortization of discount on debentures 397,874,999 219,750,000
Miscellaneous losses 3,264,800 560,400
VI. ORDINARY INCOME 26,542,093 (954,568,480)
VIl. SPECIAL GAINS 11,424,394 102,155
Gain on disposition of fixed assets - 102,155
Gain on disposition of non-business fixed assets 11,424,394 —_
Vil. INCOME BEFORE TAXES 37,968,487 (954,466,325)
IX. TAXES 3,427,317 -
X. NET INCOME 34,539,170 (954,466,325)
Xl. DEFICIT AT BEGINNING OF YEAR (1,332,877,535) (428,211,210)
Xll. DEFICIT AT THE END OF YEAR (1,348,138,385) (1,382,677,535)
L L
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STATEMENT OF CHAMGES IN CASH POSITION

SOURCES OF CASH

1984 1983
. FINANCIAL TRANSACTIONS INVOLVING
INFLOW OF CASH
Cash provided from operations 1,839,193,744 (513.465.,745)
Net income per statement of income 34,539,170 (954,466.325)
Add: Charges not affecting cash
Depreciation 27,582,974 32.360.848
Provision for employees’ severance liability 169,229,630 58,764,630
Provision for possible losses on portfolio loans 383,058,312 253,959,226
Loss on translation of foreign currency 1,282,222,403 244,187,562
Amortization of stock issue costs 125,484,438 58,697 .170
Amortization of debenture issue costs 286,701,572 107.093.409
Amortization of discount on debentures 397,874,993 219,750,000
Amortization of prepaid front-end-fee 40,190,497 39,970,877
Accured expenses 1,125,923,009 359,049,397
Payable taxes 3,427,317 —_
Deduct: Income not affecting cash
Unearned income (661,245,466) (700.925.655)
Income on translation of foreign currency (1,344,358,717) (231,804.729)
Deduct: Income involving changes in cash
Gain on disposal of non-business fixed assets (11,424,394) (102,155}
Decrease of current assets 28,581,012 —
Decrease of investment and other assets 5,823,579,885 620.348.,850
Decrease of fixed assets - 5,500,000
Increase of current liabilities 132,554,330 244,235,355
Increase of long-term liabilities 46,934,418,857 33.334.281,526
Increase of capital stock 8,155,515,000 4,860,162,000
Total 62,913,842,828 38,551,061,986
. FINANCIAL TRANSACTIONS NOT INVOLVING
INFLOW OF CASH
Decrease of investment and other assets 8,506,038,515 208,399,262
Increase of current liabilities 25,588,608 —
Total 8,531,825,123 208,399,262
TOTAL SOURCES OF CASH 71,445,487,951 38,759,461,248
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APPLICATIONS OF CASH T
1984 1983
. FINANCIAL TRANSACTIONS INVOLVING
OUTLAY OF CASH
Inzrease of current assets 54,785,767 674,626,633
Increase of investment and other assets 45,032,882,081 25.506.441,064
Increase of fixed assets 34,143,724 19,089,058
Increase of deferred assets 738,377,400 441,612,346
Decrease of current liabilities - 752,030
Decrease of long-term liabilities 22,055,386 2,782.861
Total 45,882,244,358 26,645,303,992
IV. FINANCIAL TRANSACTIONS MOT INVOLVING

OUTLAY OF CASH
Increase of current assets 107,286,302 —_
Increase of short-term portfolio 8,718,475,321 —
Increase of investment and other assets 107,198,000 208,399,262
Increase of deferred assets 685,500 —
Total 8,531,625,123 208,399,262
TOTAL APPLICATIONS OF CASH 54,413,869,481 26,853,703,254
INCREASE OF CASH 17,031,598,470 11,905,757,994
TOTAL 71,445,467 ,951 38,759,461,248

2C



BRIEF HISTORY OF DEVELOPMENT

December 24 KTDC increased its paig-in
capital to Won 22.8 billion.

December 19 KTDC increased its share
capital from Won 15.0 billion to
Won 50.0 billion through the
amendment of the KTDC Act.

February 27 Mr. Chang-Dat Kim was
elected as Representative
Director andg President.

February 15 KTDC was empowered to
undertake technology evaluation
of proposals for cooperative
research between public
research institutes ang ingustrial
firms under the auspiece of
‘National R&D Program.

December 31,
The KTDC Act was promulgated.

Apru. :'zg' Y

The i
Share

ugl Meeting of
ers was held.
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BOARD OF DIRECTORS

J Board of Directors

Charrman Chung JuYung Charrman, Federation of Korean Industries
Chairman, Hyundai Group

Representative Kim Chang-Dal

Director and

President

Executive Kim Tong-Won

Director

Director Cho Kyung-Mok Vice Minister, Ministry of Science & Technology

Director Ryu Ki-Jung President, Korea Federation of Small Business

Director Huh Shin-Ku Chairman. Korea Industrial Research Institute
President, Gold Star Co.. Lid.

Director Kang Jin-Ku President, Samsung Semiconductor &
Telecommunications Co.. Lid.

Director Song In-Sang Chairman. Tongyang Nylon Co.. Ltd.

Director Kim Woo-Choong Chairman, Dae Woo Group

Director Yang Chung-Mo Chairman, Kukje Group

Director Chey Jong-Hyon Chairman. Sun Kyong Group

I Auditor Kim Chae-Kyum President. Ssang Yong Cement inaustnial Co.. Lic
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Stages of Technology Development

The concept of commercialization of technology applies to the later stages of
product and process development with, basically, a six-month to thrce-year time
horizon from investment in technology development to availability in the market.
Depending upon the complexity of the product/process technology and the market,
A.LD. could enter at the later stages of the development process such as product
prototype development and market testing, or earlier at product and market
research and development. This six-month to three-year to market time horizon is
important because, while risks are still high, shared financing is possible with the

private sector.

There are basically four stages to technology development.

Stage |:

The entrepreneur is thinking of a technical concept and groping for the market and
needs to test the technological concept and idea of market. This is mini-grant of
BIRD Foundation, Phase I of Small Business Innovative Research Program of USG,
and the PSTC (Program in Science and Technology, Office of the Science Advisor,

A.LD.).
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Stage 2:

The technical concept and idea of market have been tested by a prototype must be
developed and the market identified, including engineering, cost of production,
price points. and value determined to customers. This is generally an early
feasibiiity stage. Examples of financing available are feasibility studies of BIRD
Foundation and Phase II financed by the Small Business Innovative Research

Program of the USG. Conceivably, the PSTC could offer financi.ig at this stage.

Stage 3:

Prototype products and processes have been developed and the market has to be
more completely identified and marketable projects and processes have to be
designed and tested. Normally, existing financial institutions would find this too
risky. This is the BIRD Foundation conditional grant. KTDC (Korean Technology
Development Corporation), a private bank, with a joan from the IBRD has provided
some financing at this stage. CDTI in Spain and FINEP in Brazil, government
institutions supported by the IBRD and IDB respectively, provide financing the

private sector at this stage.

Stage 4:

Market penetration technology and marketable products have been developed and

the market is identified, but production has not begun. Normally, venture
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capitalists, investment banks or development banks will offer financing at this

stage. PRE has financed projects at this stage.

A.LD. could enter at any stage. Stage 4 can be attractive to already existing
financial institutions, although the company will continue to have negative cash
flows until sales volume increases. Stage | will not normally be attractive to
private lending institutions on a shared cost basis, but A.LD. could be the major
risk investor with the entrepreneur or business. Stages 2 and 3 will be the most
attractive to A,LD. for shared financing with private financial institutions or
/
private investors. Government research laboratories, such as NRDC (National
Research Development Program) in India and KTAC (Korea Technical Advance-

ment Corp.) in Korea, do development work at each of these stages and then try to

license their technology to government or private interprises.

One rough estimate of shared financing at each stage of the development is:

Stage Private/A.l.D.
l 0/100
2 30/70
3 70/30
4 100/0
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