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EDITOPIAL COMMEMTS

MIDDLE EAST ARMS BUILLDUP
UNDERSCORES NEED TO STRENGTHEM
D.S./ISRAELI RELATIONS

One of the results of the more than
eight year old Iram-Iraq conflict, is
that various Persian Gulf states are
reacting with increasing concern for
their national security, Even if a
ceasefire comes into effect, frayed
nerves will not be calmed. One
expression of -these concerns is an
acceleration of military spending.

The recently anncounced massive Saudi
Arablan contract for $12 billion
worth of Britlsh-produced fighter
airplanes and other weapons and
weapons systems, is a sign of the
times. It also highlights the massive
buying power of Middle Eastern
states, now a major marketplace for
all types of weaponry. What makes
this especlally dangerous ls that the
Middle East ls, for the most part, an
area where democracy takes a back
seat to totalitarianism and religious
fundamentalism. In these
circumstances, the trend towards
massive acquisition of strategic
military equipmeant by the Arab states
ia of major concern to Israel and its
ally, the United States. The U.S.
will continue to need Israel to be a
strong ally in the Middle Bast.

Israel's Gross Natlonal Product over
the past five years amounted to $125§
billion. In the same period of time,
the total outlay for defense exceeded
540 billion, or over 512,300 for each
cltizen. Israelis, individuals and
policymakers alike, would much prefer
Lo have a reduction in defense
spending and an increase for health
and education. This is not happening,
and there 1s little likelihood of a
najor shift in spending priorities
after the forthcoming elections.

The bitter battle over restructuring
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the country's health system is a
telltale indication. Despite the need
for major budgetary allocations for
health and education and in the
aftermath of sharp cuts in the
defense budget, Israel will have no
choice but to continue to invest
massively to maintain a strong
defense posture. In order to maintain
a minimally appropriate level of
military power, Israel will continue
to need and be a beneficlary of U.S5.
military aid.

*

BLIFS IN WASHINGTOM

dmericans are exasperated with
Israel's seeming inability to cope
with the Palestinian uprising in a
manner befitting a nation of
democratic principles. Official and
pergonal strains have heen felt in
both countries. How, tensions have
been heightened by a major
investigation into alleged illegal
procurement practices within the
American defense establishment, where
some $150 billion are spent each
year. The probe has already brought
the names of twe Israell companies
into the media, One of these is
Soltam and the other is Mazlat, which
is the cobject of a company report in
this 1ssue. The management of the
Israelil companles mentioned in the
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American investigation have publicly
rejected allegations of wrongdoing.

The Mazlat mini-RPV's are amazingly
useful systems which have been proven
in the Bekaa Valley in 1982 and more
recently in service on the USS Iowa
in the Persian Gulf. Thelr adaptation
by the American navy is confirmation
that Israeli-produced RPV's represent
a useful and economical solution to
the American navy's needs.

Coocperation between the armed forces,
which includes sharing the fruits of
each cther's technologles, is an
important aspect of the American-
Israell relationship. This type of
technological collaboration, both for
defense and for non-defense
applications, will continue to serve
as an important bond between Israel
and the 0.5,

American Ambassador to Israel, Thomas
Pickering, during recent celebrations
of America's 212th Day of
Independence, expressed reservations
about Israel's policy in the ﬂccupled
territories. Wevertheless, he
confirmed the continuous existence of
a strong bond between the two
countries and its people who share a
similar heritagse.

The moat recent events, lncluding the
prospects of an ending of hostilities
between Irag and Iran, and the
massive arma build-up in the Middle
East, are omingous for both Israel and
the western world., The conclusion is
that the strengthening of the bonds
between Israel and the U.S will
continue to serve the longer term
best intereats of both countries,

BOW WMUCH DORES ISRAEL WANT

FOREIGN INVESTMENTS?

Intel's Israell operations are
considered to be a showcase. Intel's
design center in Israel has developed
the 80387 mathematics co-processor.
Intel in the U.S. has recently
unveiled what is claimed to be the
world's fastest personal computer.
One of the components was sald to be
designed and developed in Israel.

In 1787, Intel’s Israell units had
exports of $36 million and
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expectations for 1988 are for
$80 million of exports,

The 5150 million facility in
Jerusalem 13 part of an overall
investment program of $180 million
The anticipated return on investment
iz expected to occur within 4-5
years. Reliable reports indicate that
the market for Intel's locally
developed production is growing at a
pace to warrant additional expansion.

But prospects of this taking place
have been delayed by a dispute which
has developed betwesn Intel's
management and the Ministry of
Finance. There exists a fundamental
desire on the part of the government
to encourage foreign inveatment in
Israel. At the time when companies
are being courted to establish bases
in Israel, the government has to
approve conditicons which are
competitive with those being offered
to forelgn investors in other parts
of the world. It is inappropriate
that a number of years after
approving a project, esgpecially one
which has developed as happlly as at
Intel, that second thoughts surface
asa to whether the forelgn investor
hag been accorded an overly generous
deal to establish operations in
Israel. It 13 clear that Intel has a
legitinate claim when it states that
the conditions of the approved
enterprisze ware subsequently changed
long after the approval was granted.
In the perlod ahead, the resglution
of the dispute between Intel's
management and the government may be
delayed until after the elections in
Israel.

It could be polnted out to Ministry
of Finance officials that decision-
taking about such wvital strategic
planning as expansion of cperations
are taken within a limited time
frame. The corporate perscnnel in the
United States, in charge of deciding
whether to expand Intel's activities
in Israel, can not be expected to
wait for months on end for
clarificaticon of government
positions. Without an early decision,
a possible major industrilal expansion
opportunity in Jerusalem may be
missed.

i e
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ISPEARL'S ELECTRONICS IMDUSTRY:

A PROTILE

The total output of Israel's
electronics industry in 1987 was
valuad at 5$2.25 blllion, which
represented just under 10 percent of
the Gross National Froduct.
Electronics 1s a growth industcy in
tearms of annual sales. In 1987, sales
increased in dollar terms by 12.3%
over 1986. Over the past decade, the
industry has had an annual growth of
20%.

The major areas comprising Israel's
electronics industry are
electrooptics, telecommunications,
computers and peripheral equipment,
communications eystems, dats
communications, image processing,
medical electronics, tactical
electronlc equipment, electronics
devices, semiconductors, components,
computer alded systems for
technological training and
instruction and skill development.

The table below indicates that the
annual output of the Israeli
electronics industry has grown by
more than 140% since 1981 and exports
have more than tripled, Untll 1984,
electronics devices wera
traditionally less than 50% of the
total output. Since 1985, annual
exports have grownl from 5985 million
to $1,.35 billion. In 1987, exports
accounted for €0% of all electronic
production,

Sales {in millions of dollars)

Yaar Total Exports Exports. as

Salas i of total
salan

1987 2.250 1.350 0%

1586 2.003 1.113 S6%

il9as 1.308 985 32%

1984 1.783 -E9% 50%

i983 1.415% 678 48%

1982 1.160 520 45%

1381 «+ 930 400 43%

Fuxbar of Explovess

Since 1981, the number of employees
in the electronics industry has grown
by nearly 40%, to a2 total of 35,500
in 1987. Over 50% were technicians,
engineers and acientists. More than
4,600 employees are active in
research and development,
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Addad Valus
The electronies industry in 1987
included 68% added value, which is
considerably higher than the 42%
added value for all other industries
taken together.

Profitability

Profitability has been poor among the
participants in Israel's electronics
industry. At the beginning of 198E,
an analysis of seven major sclence-
based and high-tech companies,
carried out by IBTR, indicated that
low profitabllity 1s a major problen
of the industry. Industrialists blame
the government, claiming that its
economic pollicies, aimed at curbing
inflation and maintaining the rate of
exchange, have put a major crimp in
profitability, and on dollar
denoninated sales. The industrialists
also correctly pointed out that
profits were hurt due to drastic
reductions in Defense budget. The
governnent, for its part, calls on
the industry to increase efflciency
and productivity.

Sales, Exports, Profit and Loss

of Seven High-Tech Firms
(in milliona of dollars}

Total Exports % Exaports Frafit

Ealaas of Total and

Sales Loss
TADIRAN 740 266 36.9 - 5.8
ELBIT 176 110 62.5 +16.1
SCITEX 159 150 4.0 = 4.6
ELSCINT 133 125 4.0 =§0.0
CPTROTECH 41.6 35 £4.0 + 2.5
LASER s 30 BE.D + 2.5
ICI TELECCM 24.5 20 81.0 + 0.8
TOTAL 1,309.1 736 £7.00 =-52.1

Qur analysis indicates that by the
early 1990's, the annual ouput of
Israél's electronics industry should
exceed $3.03 billion and increasing
penetration of international markets
for its products should result in
annual exports of 52 billion.
Profitability should improve due to a
more manageable level of inflation in
Israel, a stronger decllar on the
international currency markets and a
streamlining of many of the country's
electronic companies.
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ISRAEL BIGH-TECH REPORT INDEX
HUDGES SLIGHTLY HIGHER
On July 15, the =
Report Index was at 36.91, up 2.8%
since June 15. The advance did not
represent an across-the-board gain
for the 10 high-technology companies
making up the index.

However, there was a major advance 1n
the shares of Scitex Ltd., Israel's
premier manufacturer of inter-active
computerized imaging systems, used
for electronic color pre-press
appiications in printing and
publishing. Scitex'"s market wvaluation
advanced to $63.9%9 millien as of July
1%, compared with 548.8 million, a
month earlier. In four trading
gsessions on the "over the counter"
market, more than 500,000 shares of
Scitex changed handz. IHTR has been
reporting rises in Scitex earnings
for a good number of months. The
recent sharp rise in the shares
appears to be connected t¢ more than
just Scitex's uvpward trend in
earnings and its entrance into desk
top publishing. It could alsc be
connected with unannounced purchases
of additional shares by James
Lennane, chalrman of System
g?teqratara {WASDAQ:SINT) (HIR-

EB) .

At the recent price of $3.75, the
shares of QOptrotech Ltd. (NASDAQ/NMS:
OPTKF}, with a proven record for
innovation and growth in sales, are
at the lowest market capitalization
in the past six months,

Among biotechnology companies,

(OTC:BTIGC), at $4.125, has a market
capitalization of Just over §22
million. This 1s very much in keeping
with developments in the bio-
technelogy industry, where short
rositions continue to rise. According
to Linda Miller of PaineWebber, in
mid-May, BTGC had a 7.1% ratio of
"short sales”™ to shares outstanding.

ELEIT GETS NOD FROM ROCENELL

, @ major
American manufacturer of military
electronics and aerospace wvehlcle
parts, has informed Elbit Ltd. that
it has passed its "authorlzation
review”. The 98 grade, achleved by

.-5—
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Elbit, is said to be wery high when
compared with the ratings accorded by
Rockwell to American suppliers. The
aunthorization will allow Elbit to
make its own declslons regarding the
use of materlals for projects
destined for Rockwell, Elbit ias
supplying alrborne power supplies for
Bockwell's missile division,

GALIL HCHNORED BY TECHNIONW
Uzia Galil, Chairman of the Board of
Governorg of the Technion-Israel

y and
President of Elron Electropnic
Industries, received the first Fellow

j at

the tenth anniversary celebratlions of
the Neaman Institute,
My, Galil was honored for his
astivitles az a member of the
institute's Board of Directora since
its establishment, and in
apprecliation for his contribution to
Israell industry.

OTFOIEND

I1.1.5. Intelllgent Information
Systems Ltd. (NASDAQ: TISLF) paid $0.04
cash dividend to its shareholders on
June 30, I.I.5. first began to pay
cash dividends in 1985 and has
increased the annual payments every
year. The annual indicated divldend
rate in 1988 1s $0.16.

CORPECTION

In the July 1988 issue, 1t was
incorrectly stated that I.I.S.
Intelligent Information Systems
earned $3%02,000 over the past two
years, In fact, I.I.S5. earned
5$9802,000 in the guartexr ending
March 31, 1988.

145/88 2 £/15/88

DJLA 2114.51 2131.40
EEP 500 270.23 276.14
NYSE INDUSTRIALS 184.51 188.18
ASE MARFET VALUE 308,11 308.88
MASDAG YHDUSTR'LIE 410.75 402.75
ISRARL HIGH-TECE

REPCRT INDEX® 2¢.92 5.69

*ISRART HIGH-TECH EEPORT IMDEX 4is a
wepighted indax made up of the shaces
of 10 laading high-tach codpaniss.
HaspmlOD aw of §/30/684
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ISRAELI INTERFERON PRODUCTION
ACCELERATES
Production and salesz of beta-
interferon are accelerating at
{NASDAQ:
IPLLF) at the Sc¢ience-Based
Industrial Park at EKiryat Welzmann,
Going intc the second half of 1988,
it would appear that estimates of
total annual sales of 518 million for
all products are very much a
possibility. What appears to be more
certain is that beta-interferon sales
could reach $13-515 million for the
current calendar year, marking an all
time one-year high of interferon
production and salemx in this
country.

InterPharm's Interferon is of the
native beta wvariety which is a
relatively expensive process. The
company is in the process of moving
towards the preduction of this
product as a recombinant beta
interferon. IHTR would expect toc see
InterPharm's profit margins become
more stable as it perfaects its tissue
culture technology.

Most cbhservers agrea that genetically
engineered beta-interferon will
result in a far less costly alter-
native for the currently produced
native beta-interfaron. When
InterPharm begins to produce all its
interferon by the recombinant method,
profit margins will become much more
reliable,

InterPharm 1s an affiliate of Ares-
Sg¢xono, an international developer
and marketeor of diagnostic and
pharmaceutical products in the fields
of human fertility, human growth,
immunology, cardiology and virology.
Based in Geneva, Switzerland, Ares-
Serono has its headgquarters in
Boston, Massachusetts. In 1587, it
had sales of §327.6 millicn.

Aras-Sercng serves as & marketar of
InterPharm'e interferon and, over the
years, has controlled the sales price
of the Israell produced interfercn.
This policy has prevented the local
company from passaing salary increases
on to the price of its products.
This, plus the fact that InterPharm
purchases much of ita raw materials
in European currencies but is paid in
American dollars, places a premium on
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productivity so as to achieve a
reasonable level of profltability.

The current market valuation for
InterPharm i3 517 million. This is
nearly $3 millicon more than its
lowest valuaticon in the period in the
aftermath of the stock market crash
cf October 1987.

BTGC'S HGH TO BE MAREETRD BY
SMITHFLIME BRECFMAN CORP.

Bio-Technology Geperal Coxporation
{(OTC:BTGC), as part of lts strategy
toc penetrate non-American markets for
its products has entered inte an
agreament with SmithKlige Eeckman
Lorp., whereby the latter will market
the human growth hormone 1in countries
outside of the U.S5. and Canada. BTGC
already has an agreement with DuPont
and =
to market its human growth hormone in
the U.3. and Canada.

This strategy of marketing products
putzide of the world's greatest
market is conmected with the
possibility of cbtaining approvals in
Europe for new pharmaceuticals and
bictechnological products more
quickly than it 1s possible in the
United States

{IAT} has
won a tender valued at $33 million to
convert four Boeing 707's to "fuel

® for the Australian air
force. The Israalil developed system
allows fighter jets to be refuelled
in flight with the use of a pipe.
Modifications to the Boeings will be
conducted in Australia by Israeli
engineers and technicians.

BAR ILAN UMIVERSITY

Bar Ilap Univergity is encouraging
its scientists to take their research
into the marketplace, and enjoying a
growing income from patents as a
raesult., The increased reéesources are
helping to maintain high academic
atandaxds.

Brofesgox Michaal Albeck
of Bar Ilan, is himself L chemist
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with major achlievements in
checretical and applied science. He
has promoted the ides of applying for
patents on Bar Ilan research
discoveries, and increased the
notivatlion of his researchers by
offering them a percentage of the
income resulting from the patents. In
scme cases, they could receive up to
half the proceeds. This policy has
put Bar Ilan's patent income on a
comparable level to that of the

debrew University of Jarusalem.

One such product emerging from the
laboratories of Bar Ilan is a face
¢cream called Resplrar Oz whilch tends
to slow down the aging process of the
skin, Bevlon produces this non-toxic,
water soluble anti-oxidant, developed

by Albeck with Professor Shlomo
Qroasman .

Another health care development ia
that of AS-101, now in Phase I
clinical trials in patients with AIDS
and cancer and in bone marrow
transplant recipients. This new
synthetic compound induces
proliferation and Interleuken 2
(IL-2} production of human
lymphoeeytes in vitre, and enhances
production of IL-2 and colony
stimulating factor {CSF) by mouse
gpleen cells, AS-101 has immunc-—
modulating properties similar to IL-
2. It was synthesized by Professors
Albeck and Srednl when zelenium and
tellurium were substituted for the
platignum in the anti-tumor agent
cisplatin.

Clinical testing of A5-101 is moving
ahead in the U.S. After the 0.5. Food
and Drugs Adminlistration grant
approval, it will reault in bringing
inte the market a new drug which will
prolong the life of victims of AIDS
and cancer sufferers. Treating AIDS
patients in Mexico with AS-101 has
resulted in positive clinical
evidence to this effact.

MAZLAT LTD. -~ HINI-RPV BYSTEMS:
A COMEPANY REPORT

Minli-RPV's - What They Arse and
What They Can Do

(mini-RPV's) were developed for
reconnaisance and special missions,

Y
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The eye-in-the-sky, or Feeping Tom,
as the mini-RFV's have been called,
employ artifical intelligence, fine
electronlces, optics and robotics.

Civilian uses include monitoring of
crowds and traffic, coast guard
survelllance and rescue operations.
But their greatest potential ig in
defense applications. The saystem's
ability to transfer intelligence data
in real time; 1lts usefulness in
secret long-range flights; and its
ahility to participate ln electronic
warfare by aiming weapons on targets,
make the mini-RPV a potent factor on
the modern battlefield.

Pioneer, the third generation of mini~-
RPV's produced In Israel, 1s the
expression of the most up-to-date
technologies of propulsion, payloads,
data links, flight control and
mission management. Development of
the mini-RPV's began 15 years ago,
originating in the

Industries and Iadirap Ltd Scout and
Mastiff programs. As part of their
separate programs, the two firms
developed second generation vehicles
and payloads.
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In 1984, IAT and Tadlran jointly
created Mazlat ILtd, a subsidiary
company, which hasa since heen
developing, producling, marketing and
maintaining active after-sales
support of mini-RPV systems. Mazlat
is in partnership with an American
company, ARIL Corp., in Baltimore,
Maryland, which aims to expand
Mazlat's activities in the United
States market and to utilize AAITs
experience in high technology,
electronic and mechanical systems,

Lini [

Ploneer systems have been delivered
to the U.S.Navy and have been used by
the USS Iowa during its service in
the Strait of Bormuz. The

Mazlat-U.5. Navy program began in
October 1984 at a Pre-Bidders
Conference in China Lake, Califernia.

In the 13-month period leading to the
test flight date, BAI and Mazlat
customized, developed and completed
the zsystem in keeplng with the
requirements of the U.5, Havy. Bullt
into the system, 1n addition to the
U.5. Havy requirements, was the
accumulated tactical operating
experience acquired under wvaricus
operative situatlons. One of the most
pubilicized was 1lts employment in the
Bekaa Valley, Lebanon, in 1982,

According to published reports, the
Pioneer sysztem delivered to the U.5.
Navy had an endurance of up te B
hours, a launching abllity with a
welght of more than 400 lbg, and a
flight range of more than 104
nautical miles,

A basic Floneer system consists of a
ground control station, up to six
mini-REV's and an integrated logistic
support system. The Pionser I's
payload compartment is capable of
carrying up to 100 lks of dedicated
payloads in an 11 cu.ft space.

The Irportance of mini-REV's to
Haval Forcas

Haval forces demand from alr wehicles
the capacity for on-the-spot takeoff
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and landing. The vehicles must also
work in correlation with the ship's
radar, and he able to interpret the
radar signals emitted by & hostlle
weapons system or installation. The
mini-RPV's vertical takeoff and
landing ability 1s a must for naval
applications.

Back in 1985, Aviation Week and Spacs
Technglogy reported that 30 mini-RPV
systems had been s0ld and were
operating in the field, with 200
units flying, and that more than
4,000 hours of flight experience had
been gained.

Current development work in Israel
calls for a mini-RPV that could take
off frem a small ship. It would be
equipped with a TV camera, half the
size of the one now being used on
Mazlat's Fioneer Short-range RFV. The
unit is to have the capacity of
performing mlssions of 4-5 hrs at
close ranges, with a payload of about
25 1bs.

Summa ry

Israel has achleved a high degree of
expertise in developing systems
employing a combination of
electronics, optics and sensors. The
Pioneer mini-RPV 1ls currently
supplied with an optional TV system
or with an infrared day-night system
developed by El=0p.

hdditional capabilities could come as
the result of a multi-optical
stabllized payload (MOSP) which is
being developed under the Allied
Cooperative Research and Development
Program. The MOSP ls to ineclude a TV,
an optical sensor and a laser
designator.

The Mazlat company has an order
backlog of about $100 million, mostly
for the American market, after
supplying the U.S. Wavy with gsystems
valued at about 5150 million. As
European countries recognize the
importance of mini-BRPV's, they counld
form an additional marketplace for
Mazlat.

ISRAEL MIGH-TECH REPORT 13 a monthly report dealing with news and developments in the Israelil
high-tech sector. Ho statement in Lhis report is to be constrved 3% 2 tvecommendation to buy or to

sell securities or to provide investment adwvice.

Reproduction in any form is prohibited without
permission. Material contalned ln this ceport 1s belleved to be accurate.
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