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From the Editor

StateofIsrael Guarantees for High-Tech
InvestimentsPanacea or Booby for Tax
Payers?

Venture capital is an expression
which, in essence, defines reservoirs
of money that are earmarked for
investment in businesses of above-
average risk. The community of
venture capitalists conaists of
investors who seek out precisely
Ahose investment apportunities that
are characterized by above-average
eisk, but by the same token hold out
above=-average potential for high
return. In the world of venture
capitalists, expectations regarding
returns may be as high as 60 per cent
per year, or higher, Typically,
venture capital investing is
practicedmore widely, and for higher
sums, in the United States than in
other countries, European
businessman are more conservative in
this area of investing than their
U.5. counterparts; the Japanese,
recently, have become more active
than in the past.

Venture capitalists whose ventures
succeed are justifiably proudof
having contributed their efforts
towards financing businesses that
would not exist 4f net for their
participationand faith. The computer
Andystry is one gutstanding example
of an industry that has thrived on
wventure capiltal. InIsrael, limited
partnerships and several public and
private research and development
companies have opened new ground £or
venture capital investing. Athena
Venture, Discount Investments,
Hapoalim Investment, among others,
have been high profile participants
in the field, As the Israeli economy
has grown, however, so has the need
for more venture capital. It goes
without saying that the supply of
venture capital funds rarely suffices
o meet the demand.

Until now, the State of Israel has

accomrmodated this demand with a
variety of grants and tax
alleviations connected to the Law for
the Encouragement of Capital
Investmant. In 1985 the Law for the
Encouragement of Industrial Research
and Development passed the Enesset .
The Law authorized the Office of the
Chief Scientist to extend financial
assistance in support of industry,
and has been a critical factor in
attracting more than 150 foreign
companies, who are now active in R&D
investments in Israel,

The United Stares views Israsl az a
unigue partner in joint research and
development activities. The two
countries pool more than $310million
in joint research funds at present,
andthe fruits af this cooperation

include research in industry,
agriculture and sclence. Individuals
involved in reséarch and development
may draw on either State of Israel or
Bi-Haticnal B&D funds,. The road From
ReD to industrialization, marketing
and, ultimately, export, isalso
castly and as risky as R&D from the
investor’ s perspective. Many suggest
that needed "bridge capital” - for
achieving the transition fxomE&D ta
actual production = is not available.
It goes without sayingthat investing
inhigh-tech businesses requires
visionand fiscal capability of no
small order. Many, including
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curselves, believe that venture
capital, andother capital
investments in Israell high-tech
companies warrant strong
encouragement . One of the most
positive attractions would be to
offer taxalleviation on the profit
and/or loss side of these
investments. State guarantees for
any formof investment, even high
risk, are less desirable, It ismore
than likely that in the long run
business invastments receiving State
of Israel guarantees would prove
problematic to tax payers,

Despite previous axpariences which
have proved less than satisfactory,
the Government of Iscrael is about to
approve legislationestablishing
venture capital funds for the purpose
of investing in high-tech industries.
Inthe new bill, up to 80% of the
investment will be guaranteed by the
State of Israel. Keypoints of the
proposed legislation are outlined
below. ..

GovernmentofIsrael’s Proposed Financial
Involvement in Venture CapitalInvesting
for Israeli High-Tech Industries

The principal chijective of the
legislatien is to create a government
instrument that will encourage
investment in high-tech industry in
Israsl, after Research and
Development stages through to
production, marketing, and export
sales. Companies involvedwill
inciude start-ups,

Basic Concernsand Assumplions Motivatingthis
Legidation:

1.In order to increase investment in
high-tech industries, the State of
Israel intends tooffer assistance to
venture capital funds inplace of the
clauge inthe income tax law (20a)
which addresses investment in RED by
anon-principle.

2.The State of Israel proposes
offering State Guarantees covering up
to B0% of a venture capital fund’s
investment, subject to the following
conditions:

a.The State will choose which funds
will receive State Guarantesas, and
the limits of the Guarantee, ..

b.The State will establish criteria
for selecting companies in which
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approved venture capital funds will
invest.

3.Venture capital fund success in
gnrolling investors will hepefully
encourage the deve lopment and growth
of high-tech £irma in particular and
the Israeli economy in general, The
careful selection of investorswill
hopefully establish conditions that
will not necessitate reliance cn the
State Guarantee.

Approval Process:

The approving bodies will be the
Ministry of Finance and the Office of
the Chief Scientist. They will be
authorized to select and approve the
venture capital funds according to
the following conditions:

1.Fund management will he ¢hliged to
prove the financial ability, know-
how, and experience with investments
in high-tech industries and theixr
operation as companies.

2.Fund managers will need clean
records with no past convictions.

3. Fundmanagers will be obliged to
invest fromtheir own funds at least
3% of the amount of the State
Guarantes, not to be covered by the
State Guarantes. Fundmanagers will
also present asSUTANCES, DTORET
instruments of security, including
insurance, equivalent to at least 3%
of the funds in source.

4,The Minisater of Finance, 1n
congultacion with the Minister of
Industry and Comuerce will determine
the extent towhicha fund’ s
reasurces are being directed to the
general objectives of the program
defined inthis legislation.

5.The cperations of the funds will be
basedonuniformregulations to be
established by officers of the
Ministry of finance, Office of the
Chief Scientist, high-tech industry
managers, and other experts.

6.The sumof the State Guarantee —
current and comulative —will be
detailed in the Hational Budget.

FundManagemnt and Administration:

1.The funds shall invest only in
Israeli companies, including
cooperatives, inwhich at least 80%
of the activi ties concern Research
and Development and transfer of R&D
to production production, marketing,
and sales; developedunder the
auspices of the Office of the Chief
Scientist ox BIRD.
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2,Fund reserves shall be depasited
with a trustee as defined in clause &

of the Cooperative Trustee Investment
Law {1961}, Regserves will be held in
bank depoaita, government securities
and securities not considerad
“taxable” under clause 33 of the
above law. .

3.The trustee shall release funds for
the following purposes only:;
a.Investment in companies as per
allotment of shares by the various
companies to the fuand.

b.Payment of management charges to
fund managers = not to exceed 2.5%
per year of fund reserves.
c.Distribution of profits and return
of investments to investors and fund
managers.

4.The fund will have a board of
directors consistingof four
representatives of the public,
including one from a high-tech
company, and a manager. The beard is
invested with the reaponsibility to
assure that the fund is managed
eorrectly, according to regulations
and with ne conflict of interest.

5.The fund will not invest more than
15% of its capital inany single
COmMPAany .

6.The fund will recaeive in return for
its investments inaparticular
company at least 10% of the voting
rights to profits and rights inthe
company at the time of distributieon.

7.Fund managers will sukmit quarterly
and annual reports to the Minister of
Finance and to other authorities
according to the law. &.The
participatidn’'of fund management in
profits bayond the shares as
investors will occecur only after the
State Guarantee has been annulled.
The rateof participation will be
determined in advance by prospectus.

Framework of the Guarantee and Proliferation of
Funds

1.The Minister of Finance will
determine the number of existing
funds according to the extent of
available guarantees and their
conditions. The Finance Committee of
the Enesset will approve the
Minister’s proposals every fiscal
year,

2.Funds will be limited to raising no
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more than 520million each.

3.The State Guarantees will be valid
for periods of 6-7 years, following
which investorsmay exchange
“participationunits”, withina
certain period of time, for cash. If
the fund is unable to redeem, the
government will do so, and in return,
receive ownership of freed
participationunits, including rights
to appoint managers and other rights.

4.Inthe event funds are managed
improperly or with negligence, the
State may seek compensation from fund
management . If the Cuarantee is
enforced, compensationmay even
exceed guarantees and insurance as
befits aparticular sitvation.

£.All payments to investors andto
fund managers {excluding operating
charges) will be reduced fromthe
State Guarantee dollar for dollar in
the event the State Guarantee is
enforced.

Structureof Fundsand Financing

1. Funds will operate as companies in
the formof “private funds” or
“pubilic funds” with shares listed for
trading on the stock exchange.

2, Compulsory institutional
investment, pension funds and
retirement funds will be reexamined
sgas toe allow investment in auch
funds.

Tax Concerns

1.The enactment of the State
Guarantee will be governed by the
income tax statutes at the time of
enactment., The rulesinclude the
following conditiona:

a.Inpublie funds investment in tax
= .
b.Inprivate funds a foreign
investor is exempt for exchange rate
differences.

c.An Israeli investor is liable (for
tax) as for all capital gains,
2.Funds will be taxed as companies,
and distributed profits will be taxed
as companies and distributedprofits
will be taxed according to normal
regqulations, as for industrial
campanies.

3.8umsg invested by the fundina
company will be reduced from amounts
deductible by a company according to
income tax laws.
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Israel High Tech Shares Traded

Ravs
{In mil})

Coampany
{In 1hewu.)
BIOTECH GENERAL ¢
Biclogical products for
haslth care

BTECOTC

ELBIT COMPUTERS b
Defenca slecironics
ELBTFCTC

ECI TELECOM a
Telacommunications
ECL:OTC

ELRON ELECTRONICS =
Invests In high-tach
ELRNFOTC

ELSCINT »

Medical imaging
ELTNYSE

FIBRONICS B
Flbaroptics

FEBRMOTC
INTERPHARM LAB*
Biclogical products for
haalth care

IPLLF:OTC

LASER INDUSTRIES
Surglcal lasars
LAG.ASE

OFTROTECH »
Electro-cptical sysiems
OPTHF-OTC

SCITEX b

Computar graphics
SCIXFOTC

s INTELL ¢
Compuier peripherals
HELF.OTC

ARYT OPTROMNICS ¢
Optical tenses

6,475 46,806

38,500 2,800

12,321 1.038

36,647 d0,.692

26,300 d0,639

11,100

C 18,092* s05*

n.a. n.a,

17,374 828

66,413 7,253

17,099* 3,548

11,400 277

Summaries for the calencer
are from the 10th of the
corresponding  quotation a
Q2-1989; ¢ 0QL-Q4 - 1988

Selected

Price

related
a

earnings
guotatiions
io the
0Q1-1989;

monih
b

MHet Incoma

quarter
menth

in United States

Share
Pricea

Change

£.825 -D.250

8.750 -0.375

5.250 +1.125

1.125 -0.125

B, 375 +0,250

3.250 n.e.

2.625 -0.375

£.000 -0.750

11.375 -0.500

5.000 +0.128

1.3735 -D.250

imdicated.
and i1he change

Agm,
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Israeli Companieson Wall Street
Scitex Maxwefl Bid for Crossfield Blocked

In the first week of Aungust De La Bue

management won shareholder backing to
carry out the sale of its Crosafield
subsidiary to DuPont and Fuji., By a
margin of nearly two to one the board
approved a $390 million joint offer

by DuPont and Fuil for Crosefield its
computer graphics subsidiary. Bobert
Maxwell’s contreolled companies
incleding Scitex had stated their
preparedness to pay 10 per cent more
than the Dupont-Fujl offer.The

strategy behind the Robert Maxwell

bid was to form an entity composed of
Scitex and Crossfield with

anticipated synergies fram the
similarities of their businesses its
complementary capabilities and
multinational presence,

Second Quarter Resulis

Elbif Computers Itd, Israel’s premier
defense electronic producer was right
ocn target with three months ended
June 30 profits of 52,9 million,
Sales were nearly flat at $38.5
miilion. Yet the six month results
were satisfactory. The profits of
$5.7 million on sales of $75 millien,
which are down on last years figurea,
indicate that management continues te
deal well with a contracted local
demand and to expand its export sales
and still maintain respectable profit
margins. Elbit has alsco announced
that it is increasing its quartexly
dividend by 11 per cent to $0.05 per
share,

Profits of §

Scitex Corporation Ltd,

7.25 million on sales of $55.5
millicn were above expectations. The
cnly possible fly in the ointment for
the third guarter is a £5,7 million
current unrealized paper loss on
Scitex's holdings of 4.42 million
shares in De La Fue. The shares were
purchased at £3,88 and are currently
trading at £308. Prisma the recently
introduced Intel-386 workstation and
which is rated as Scitex’s top of the
line pre-press workstation is coming
in for good demand from the trade,
Fibronics Intemational Itd .The push
for larger sales is paying off aa
second quarter sales advanced

strongly to $22,2 million. The
increased sales expenses penalized
profits. They were down to $234,000.

I EREE: BiI@EE=-20 BImPene

Novel Technology Developed

Diamond Coated Semiconductors Increase
Computer Durahility

Researchers fram the University of
Hoyston and the Soreg Nuclear
Besearch Cepter in ¥Yawne, Israel,
have succeeded in coating silicon
gemiconductors with diamond. They
achisved this by bowbarding the
gilicon with beams of carbon atoms
Just strongly enough to drive the
carbon molecules into the surface of
the silicon.

The process forms a crystal-like
diamond coating firmly attached to
the wmnderliying silicon atoms.

The outcome is a a new material with
a munber of advantages for creating
powerful integrated circuits. Since
diamond is an extramely effective
conductor of heat (superior even to
copper) the conling efficiency of
silicon chips i3 vastly improwved.
Consequently diamond coated chips can
he driwven harder than aormal without
overhsating. Diamond is also one of
the hest insclators, so thinner coats
of insulating material are reguired
between conductive elements, thereby
reducing overall chip =zize and
increasing speed. In addition,
diamend can be manipolated to acguire
varicus other propertias,
Although an insulator in its pure
state, for example, diamond can be
mixed with other moleculss and become
a semiconductor itself.

The process of diamond coating is
helieved to herald yet another
generation of even more powerful
computer chips.

ISRAELHIGH TECHREPORTRMDEX"
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Base=100as ol 230704
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Automation Spreading Info Diamond
Industry

New Diamond Factory with Full Automatic
Processing Opened by LevLeviev

has opened a technelogically advanced
diamond factory in the community of
Barkan , in Samaria . This first
*aerious” diamond factory tobe
established over the green line is
considered a breakthrough on aceount
of its avtomatie processing
facilities.

It is a factory designed not to £ind
cheap labor but to compete with cheap
labor, and contains technology which
will make the plant more competitive
onmanufacturing costs. Leview
specializes in "makeables”, fromthe
smallest to the largest and the
cheapest to the most expensive. Due
to automation, his direct costs will
be a smaller percentage of the final
costs of the stone.

One of the factory’s features isa
locally developed security system
designed to control access toa
building and to provide informaticn
regarding persons located inside.
The system is manufactured by
Electro-Galil andinstalledby Golan
Communications  The factory's
workers will be monitored as they
pass through 50 specially fitted
doors using unigue ID tags.

Rohogern Gem Cutter and Polisher to be
Introduced in Israel

A robotized gem cutting and pelishing
systemcalled Robogem . isin final
stages of development and is expected
to be on-1ine in the Israeli gemstone
industry within sixmonths. Sarin
Research & Development is the creator
of the new product, which they
believe is the most advanced systeém
of its type on earth today.

The aystem is comprised of two units.
One examines the rough diamond and
zets the configurations. The second
executes the girdling, faceting and
final polishing. It independently
completes the work that would
ordinarily be done by four separate
workers, and takes about one-third
the time the work takes by hand.
Since one worker can oparate five
machines simultanecusly, productivity
iz increased even further.
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SRDMedicalLtd. A SmailR & D Group
Turms Out Saleable Prototypes

Feunded in 1381, SRDMediecal, Ltd. is
an Israeli electronics firmwhich has
been developing, manufacturing and
marketing computerized instruments
for physlological moniteoring and
electro-opticmeasurement for medical
and other purposes. It ie based on
Moshav Shorashim inthe ™ Region 2000
industrial development area of
CentralGalilee , is housedina
modern 8000 sg. £t. plant, and
employs some 50 workers at present.
SRED' s featured products include
Cerebro Trac 2500, introduced in

1985, The unit was designed tomeet
the growing demand among
anesthesicologists for a technique to
monitor a patient’ s depth of
anesthesia and the adequacy of blood
supply to the brain. Cerebroc Trac
2500 is a video-screen monitor
providing computer—-analyzed EEG and
other important physiclogical data in
cleax, readable form. It also
produces a simoul taneocus hard-copy of
the data. The unit has received top
rating among brainmenitors inthe
$12,000 - §15,000 range ina
comparative study published by the

Instityte .Cerebro Tracalsocomplies
with PDA Good Manufacturing Practice,
UL 544, and other critical standards.
SRD¥ s national office in  Bethesda MD
handles distribution inthe U.§.
through a network of local dealers.
Management is now seekingadditional
distributors worldwide.

CombScan is a new product SED Medical
has recently completed under
subcontract fromOrgenics an Ieraeli
biomedical firm., It isa
computerizedelectro-optical system
for rapid readout of colorimetric
chemical immunoassays. Adevice
useful for diagnosing AIDS and other
immunological dizorders, CombScan was
developed and produced in less than
seven months. SRD is now
manufacturing CombScan in quantity
under exclusive License. The

company’ s technical writingaffiliate
“In Other Words" has written the
uger’ s manual. Theyare constantly
sesking similar engineering projects
which combine electronics, electro—
optics, software, technical weiting
and production. At present, some of
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Israel’s leading industrial and
militaryelectronics firms are inthe
process of exploiting SRDMedical’s
services as subcontractor. These
include Elbit , Amcor and Yolta, among
others. Quality assurance ismain -
tained at stringrent MIL-standard
levels, The company’ s proven track
record of excellence in texms of
efficient on-time production has alseo
attracted development projacts from

the Israel Ministry of Defenze. SED
Ltd. anaffiliated company, has
developad and produced, for exanple,

a high-performance helmet-mounted Eye
Tracking system for uge in £light
simulation and control.

Institutesof Higher Learning

1 eshmaniasis: Widespread Tropical Disease
Coming Under ControlinIsraeliLabs
Scientists at the HMeizmann Institute
and BenGurionUniverszity _havemade
progress in the fight against a
tropical skin disease which affects
some 12million people worldwide. In
itsmost deadly form, * wisceral
", aparasite spreadby
gsand flies attacks the liver, spleen
and bone marrow. The last epidemic,
left 20,000 people dead in India, It
i5 a disease which is endemic in
Asia, Africa and South Bmerica, A
mild Iaraeli form, commonly known as
“Rose of Jeriche “, leavesdiafiguring
lesions on the s‘rc:l.nJr but is not
fatal. Anewdiagnostictest for
Leshmaniasis, developed by
Enw_ of the Heizmang
-iabeing field

tested in Brazil following successful
laboratory tests. Until now, the
usual diagnostic method for the
disease has been a tissueblopsy of
an affected cxgan. The method, un -
fortunately, fails to identify many
cases since the number of parasites
inthe tizsue sample is often quite
low, More sophisticated methods also
prove ineffective in areas where the
disease i3 endemic becanze the
existence of other widespread
diseases, and antibodies, produces
false readings. Dr. Jaffe’smethod
is the first suitable for widesprad
fields and epidemiclogical screening
in endemic areas. It givesne false
readings when tested with antibodies

fromother diseases. Yeda Reseazch
and Development Co  has fileda

patent onthe diagnostic assay.
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Besides being sensitive and reliable,
the assay iz easily standardized, and
suitable for inter-laboratory
comparison. The diagnosite test is
based on two proteins whichthe
Weizmann Institute researchers
isolated fromthe disese-causing
parasite an dpurified. They found
that antibodies against the parasite
regponsible for visceral leshmaniasis
recognize these proteins. Inadd -
ition, Dr.Jaffe has some evidence
showing that cne of the two proteins
for the diagnostic test may be
effective as a vaccine against the
disease. When laboratory mice were
immunized with the protein their
parasite levels were reduced 80%.
Through cloning variows mice genes
coded for the protein he hopes to
determine which ones are generating
the immune response.

Meanwhile, a new cintment against the
skin disease has been developed by
Dx.Joseph E1-On of Ben Gurion
University’ s Negev Faculty of Health
Sciences and

formerly of Hebrewlniversity 's
School of Pharmacoleogy, Dr.El-On,
head of Sgroka Medical Center’s
FarasitologvLab and Dr,luis
Weirauch , a skindoctor at  Hadassabh
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Hospdital ., have been working with
local ph ysicians in Belize on a joint
Leshmaniasis reseazrch project funded

by the IL3, Agency for International

The ointment, which v;as proven
effective agalnst themild Israeli
formof the skin dissasge, is aven
more helpful in curing the South
American variety. Central and Scuth
American leshmaniasis is
characterizedby particularly large
sores, which can spread o the macus
membranes in the nogse, pharynx, and
genitals. The cintment is alse proven
to be effective against the Ethiopian
variety of the disease, which i=
often resistant to conventicnal
treatment . Conbined rezearch efforts
of the Isxaell scientists and physi -
cians in Beligze arecontinuing.
Physicians fromBelize will visit
Israel to study the local formaof the
disease and learnmore sophisticated
methods of diagnosis.

New FetalMonitor Keyin Reducing Number of
CaesarianBirths

Ateamof physicians from Bnai Zicon
Hospial - HaifaMedical Center has
developed a new fetal monitor that
could reduce the number of unnece -
ssary Cassarian sections, Post-birth
statistics show that inmore than 50%
of cases physicians make the decision
toperformCassearean sections too
early. The reason for premature
declsions is closely linked to the
"false alarms” current delivery room
fetal monitors often give, These
alarms are based on problems of in -
gsufficient blood supply to the brain
and other gigns of fetal stress in

the birthprocess. Invasive fetal
blood teats which provide more
definite informaticn are
uncomfortable and in some cases also
endanger the fetus.

To develop the newmonitor the Boai
Zion physicians turnedto Technion’s
Lat I for Physiol ogical Si ]
Processing inthe Dept.ofElectrical
Engineering . Prof.Gideon Inbar and
Dr.Meir Steinkcler developeda
monitor which provides amuch wider
range of information than current
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equipment, and eliminates the need
for invasive tests.

The new monitor has been of critical
importance in cases of high risk
pregnancies at HaifaMedical Center.
Hundreds of caesarian sections have
been avaided already. All infants
were born naturally with no
complications. [EranzTech , the
Technion Research & Development
Foundation Ltd” = subaidiary, is
building a number of prototypesof
the monitor, and will be commencing
marketing efforts in due course.

Electrical Stimulation Helpa Paraplegics Exmercise
Muscles

Researchers at :
Riomedical Engineering are studying
the effects of applying electrical
stimulation to the unusable leg
muscles of paraplegics., Since 1982,
when the project began, sixteen
patients have been helpedto

exercise; thereby improving blood
cireulation, muscle growth and mascle
tone overall. Initiallypatients’
muscles are strengthened, and the

final objective is to achiéve the
ability to stand and walk. The
technique is based on replacing the
impulses of the healthy nervous
systemthrough application of
electrical current, onthe surface of
the thigh and calf muscles.

“The new means of mobility is not
expected at this stage to replace the
wheelchalr, ” comments project head,
Technion Bxef, Joseph Mizrachi .. , “"but
rather to alloweaslermobility in
cagses where distances are short and
the space limited.” Thetraining
program takes about sixmonths and is
designed to help patients mainly in
indoor situations.

The electrical s timulation laboratory
is located in Lewenstein
Rehabiliration Hospital inRa’anana,
Israel’ s largest rehabilitory
medicine center.

The project is supported through the
assistance of the Ministry of
Defense.
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