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EDITORIAL

TOUGH ECONCMIC DECISIQHNS

AWAIT NEW GOVERNMENT

For a number of months, the Israeli
government has marked time as the
country has prepared for national
elections. Immediately after the vote
the new govermnment will face a number
of vital issues, Awaiting action by
the new government is the question of
finding ways and means to strengthen
the basis of Israeli industrial
competitiveness,

Contrary to the findings of the
Jerusalem Institute of Management's
massive study Export Led Growth
Strategy for Israel, the Israel High-
Tech Report continues to contend that
science based industries are creating
and can be expected to continue to
produce a competitive and export
driven economy. This is so in spite
of serious guestions to the contrary,
on the part of government officials,
academics and even some
industrialists.

Our exclusive study indicates clearly
that science-based industries are
capable of a high level of sales and
a high level of exports as a
percentage of total sales. The same
analysis points to Israel's
electronics industry, by 19290,
exceeding total sales of $2 billien
and exports of 52 billion. We are
teld that most countries in the world
would be very pleased to have that
ratio for their output and this 1is
esﬁecially true for western countries
like the United States and Great
Britain.

The newly elected government c¢an be

expected to improve the balancing of
the budget by moving along the road

to privatization of government owned
andustries. Most members of Israel's
Parliament see privatization as an
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economic panacea. Encouraged by the
achievementa of the Thatcher
government,the Israeli peolicy makers
expect that $5 billion can be ralsed
by selling the Government share of
more than 200 companies.

It i3 not a simple matter to decide
what portion of funds obtained from
the sale of assets should be used to
promote and enhance science-based
exports. It should be noted that the
Government of Israel, not unlike
other governments, has rarely proved
correct in choosing which horse to
back.

The new Israeli government would do
well to consider encouraging
investment in the “technologles of
the future". This implies a longer
term view which is a pre-requisite
for achieving these goals. The
government may well consider
continuing and even expanding
partnership relations between itself,
industry and labor, resulting in the
expansion of regional develcpment
projects such as Tefen and Galilee
2000. The Government will alsoc have
to decide whether to shift defense
spending from conventional to
sophizsticated weapona or vice-versa,
taking into account the strateglce
balance of power in the area, the
production costs and the defense
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Indgstries® ability to export excess
production,

We hope that the government will
achieve savings by moving towards the
development of more technologically
based weapons systems. These
generally require less manpower than
conventional systems.

The Government will also have to
decide whether to build on the
success of the Offek-1 satellite and
undertake a major space development
program, If that declisioen is made,
longer term financing will be
required,

The new Government will be helped by
the fact that approximately $5
billion of Israel's forelgn debt has
been refinanced with the guarantee of
the United States government. The new
and lower interest rates vyield 515D
million imn savings that can be
applied productively. Any lowering of
the interest rate structure within
Israel will be especially meaningful
for high-tech industries which have
fewer copportunities than other
industrial sectors to cbtain long
term credits.

The Government will also have to
consider the option of less
involvement in research and
development and,the possibility of
making industrial research and
development more attractive by
enacting tax incentives.

If the new government of Israel takes
neasures favorable fo the expansion
of sclence-based industries, we can
continue to antiglipate that the
Israell high-technology sector will
be a forerunner in creating a surplus
in Israel's international trade.

PR

Mlavsky waxes lyrical about
high-tech music

Dr. Ed Miavsky, executive director of
BIED-The Israel-US Binational

Industrial Resexrch and Development
Foundation back from a recent US trip

was highly enthusiastic about a
product made in the US and with the
aid of BIRD funding .The US Just for
You Inc, in conjunction with
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the Israell LKP Ltd., have devalopad a
machine that compose$ and performs
orginal music. The egulpment consists
of a combination of computer hardware
and software resulting in a system
which which facllitates music
composition.

The capabilities of the JEY Music
Genarator include theme-creation,
enlarging, blending, as well as full
orchestration and composing. The
result is music played by up to 1é
individuaal instruments or sound
boxes. The JFY Generator was used by
the BBC to create the entire score
and background music for 1its prime-
time special the and
by in a training
film,

MAJOR DEVELOPMENTS AT
INSTITUTES CF HIGHER
LEARNING

COMPOSYT. ..cvrsnnsanns

Experimenting with cucumber and
radishes, Profs.Yona Chen and
Xitzchak Hadar have established that
s0il born pathogens which harm plants
are suppressed when the plants are
grown in potting soil containing
compost from ligqueorice rooks and
grape residues. The two researchers
from the

Agriculture have achleved
international renown for their
investigatory work of various
composts as additives to peat for use
in potting soils. Crop growers have
benefitted from initial reduction in
costs and healthier crops.

CANCER CHEMOTEERAPY INHAMCED
Cancer patients at Haifa's Ramham
Medical Center's Nuclear Medicine

are being carefully
monitored to determine whether those
having a high uptake of
chemotherapeutic drugs such as
bleomycin and cilsplatin respond
baetter to therapy than those with a
lower uptake. Technion's School aof
Medicipne Prof,Dov Font, utilizing
Elscint's SPECT camera (single photon
emission computed tomographic),
photographs areas where the tumors
lie and determines drug uptake by
calculating the amount of
radiocactivity emitted by the tumoxrs.
Key to the enhancement of cancer
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treatment monitoring is the ability
to apply radicactive technology to
chemotherapeutic drugs.Dxr. G,

L and
other cancer specialists are
confident that this technique will be
adopted as a routine diagnostic
method for predicting whether tumor-
killing drugs will reach tumors.

MECAAMIZED SUBBORT FOR ROBOTS

The existence of robot operated

factories and machines controlled by

computers that have been programmed

by robots, are a reality, This is so

whetth in Petroit, Osaka or at lscar
i

plant., An major obstacle to a smooth
and cost effectlve robot operated
manufacturing 1s the inefficieat
methods now used to get tools and
parts into robots "hands"™,

A team of engineers headed by

the Technipn has developed an
Automatic Guided Vehigcle, The AGY
runs witheut having to resocrt to
electrical cable tracking and can
move freely anywhere on a factory
floor. Sonar detectors provide
"sight®™ and avoidance of chstacle
capability. A laser triangulation
system calculates the AGV's location
on a floor in situations when
obstacles such as a metal chip or oil
drop result in signal breakage.
Automated factories benefit from
inereaszed productivity and lower
preduction costs.

A High-Powered Conference

The Israel High-Tech Industries
Assoclation (IHTIA} organized a high
power conference attended by more
than 200 executives representing a
broad cross-section of Israel's
sclence-based industries. The
conference took place less than three
weeks befare the Israell elections
and Ministers Gad Yaacochi, Moshe
Shahal and Deputy Prime-Minister
Shimon Peres were among the key
speakers. Moshe Cohen, Dr.Dawvid
Hazelkorn, and HMoshe Nissenson,
menbers of the executive of the IHTIA
detaliled the problems and challenges
faced by fledgling high-tech
industries. Among the lssues aired
were the lack of avallability of
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capital needed by companies to market
their products in foreign markets.
The attending ministers were urged to
back the passing into law of
amendments to Israel's income tawx
regulations, whereby special tax
treatment would be accorded to

public capital investment for
commercialization of R4D,

Economic and Planning Minister Gad
Yaacobl revealed that efforts are
being made to form a $100 mil.
venture capital fund. It would join
the U5 AID program, overseas
companies and indiwviduals with local
Israeli interests as a founders'
group.

Deputy Prime Minister Shimon Peres
pointed gut that a major filinancial
difficulty faced by the Government 1is
its need to use 50% of all tax income
to cover Israel'sz external and
internal debt.

Energy and Infrastructure Minister
Moshe Shahal spoke in favor of a far
reachlng overhaul of the syatem of
allocation of R&D fundg, Recently
Minister 5hahal introduced reforms
of the country's energy sector and
has been credited arranglng the sale
of the Government's stake in the Paz
01l company to an Australian
businessman.

TOFP MANAGEMENT CHANGES AT
ELSCINT LTD.
Shouel Parag, 46,with the company
since 1972, has been sppointed by the
board as President and CEQO. Parag
earned a masters degree in computer
sclence and electrical engineering
from the Iachnion Isracl's Institute
of Technology. Prior to his receiving
the appointment to the top pest, he
held various sgenlor pesitions at
Elsecint,

who steps down as
president, does so after achiewing
his stated cbjectives related to
Elscint®s recovery, over the past 30
months. He is expected to retain his
relationship with the Elron gromp by
renaining om the boards of waricous
companles within the group.

CORRECTION

Due t6 a typographical error IHTR
reported expectatliconz for Teva'ls
sales as 5100 million: the correct
figure is 51840 millicon.
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HIGH-TECHE SHARE PROSPECTS

AFTER THE ISERAELI ELECTICN

Most Israell economlsts and
businessmen have prepared themselves
for developments which are expected
to take place shortly after the
Israell national elections.High on
the agenda 1s an adjustment in the
rate of exchange of the New Israeli
Shekel ,They generally consider such
ag a step asz both imminent and
inevitable. The anticipated timing is
shortly after the establishment of a
new government. Scme favor a moderate
adjustment in the rate of exchange of
6=10 per cent while others suggest a
rate adjustment of 10-14 per cent,
The recent weakness of the US dollar
on the foreign exchange marketa, when
the American trade figures were
announced may lead the Israeli
Treasury together with the Bank of
Israel to opt for a higher rate than
would have been the case had the
dellar not lost some of its strong
gains in the earlier part of 1988,
For most Israell high-technology
companles the devaluation is expected
to provide a major boost to earnings.

Unigqueness of product,an established
business recard in terms of a market
prezence and product acceptability
along with a low market waluation
make some of Israesl's high-technology
company highly attractive. Applying
fundamental analyszis used in
evaluating high-techneclagy companies
we have come up with a number of our
favorites which stand to benefit from
an improved post-election economic
climate. Scme of these companies have
recently been menticned favorably by
veteran follower of the Israeli scene
John Westergaard, of Equity
Assoclates, Catherine B. Carr of
Adams, Harkness & Hill and E.Lunz of
Bear Stearns. Our own analysis has
Pinpeinted Elron Industries, as the
best single wvehicle for an investment
representing a broad spectrum of
Israell science hased industries.
Scitex, Fibronics, Optrotech, Laser
Industries, InterPharm and BECI
Telecom are also superdh choleces.

NEWS OF
WALL ST.

ISRAELI COMPANIES ON

Recently there has been little
movement of prices and if anything
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they have trended irregularly lower.

The low guoted prices of
biotechnology shares reflect a lack
of good news to spur investment
interest and higher prices.
followers are
wondering about a delay in the
expected announcement of FDA
approval of the company's
key product HSOD.

JoterPharm management has
tategorically denied rumours that the
firm had suffered a major setback dus
te a rejecticn of an interfercn
shipment by i1ts corporate parent Ares-
Seropnc. Barring any untoward ewvents,
InterPharm is heading for its best
year since its founding.

Laser Industries' chief Dayid Meridor
is rebuilding his company's North
Emerican marketing setup and, along
the way, making personnel changes
locally and internationally.The
restructuring is taking longer than
anticipated and we can expect more
P/L shock waves when the company
announces its third and fourth
quarter results,

I.1.5. (see Company Report p.7)
continues to enjoy strong demand for
its products at home and abroad. It
ls among the few ICOWs that have a
dividend payment policy. Otherx
dividend payers include Elblt
Computers and Etz Lavud .

ECI Telecom has landed a 51 mil,
order from the Swiss, proving strong
acceptabllity for its new product
group, which allows telephone
companles to provide subscribers with
full digital service. The thrifty
Swiss are taking advantage of ECI's
cost effective eguipment, which
enhances for the subscriber benefits

10/14/88 8/15/88
bIIA 2133.14 2100, 64
SED 500 275.50 2608.31
WISE INLOSTRIALS 187.35% 183.31
ASE MARFET VALUR 302,55 268, 35
RASDAQ INDUSTR'LS 3e2.56 ant .32
ISRAEL HIGH-TECH
REFORT INDEX* bl I ] 2,59

*ISRAEL AIGE-TECH WEFORT INDEX is e
waightad indsx made up of tha shares
of 10 laading high-tech companias.
Basssl00 as of $/730/84
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from expanded ISDN data, velce and
video services. ECI is supplying this
product to a anocther concern which is
sensitive to cost effectiveness: the
West German Telephone. ECI's ability
to satisfy the European narket's
needs will position it very strongly
for 1992 cpportunities, At that time
EBurope will become a single unified
market for goods and services. ECI's
technological uniqueness creates a
business opportunity situation.
Taking adwvantage of the
opportunities presented
on a number of factors,
of which 1s the future shape of
Euzrope's industrial structure, the
degree of Internal competitlon and
Europe'as 1 openness to outslders
after 1992. The current orders by the
Swigs and German telecom companies
are an important step for ECI.

will depend
not the least

NEW ORDERS

A 52 mil.order has been received by
Ormat Turbines Tid, from Hew
]

Zealand's Bay of Plepty Electrxic
Bower Board for two modular power
units with an installed capacity of
2.1 MW. The area of installation is
Kawerau, a geothermal area in H.2Z.
The Bay of Plenty utility has
acquired the geothermal water rights
from New Zealand's Ministry of
Energy. The generated power will be
sold by the utility in its designated
distribution area. Utilization of New
Zealand's moderate temperature
geothermal water rescurces to produce
electricity 1= achlevable with
Ormat 's patented Enerqy Converters,
which are capable of using the low
temperature geothermal water to drive
electricity producing turbines.

WEST GERMAN DYNAMITE NOBEL
PLACES INITIAL ORDER

IATR identified ELOR COptronics Ltd.
as an emerging growth company in a
major analysis [IHTR-4/1988). The
West German Dynamite Nobel concern,
an important munitions manufacturer,
has signed a DM1.5m.contract with
ELOR for its Won Contagct Visual
Ammunition System, (VINA) The system
will be delivered to the buyers by
May 1989 _VINA eliminates manual
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sorting of cartridges. VINA
installaticons exist in Iszrael and
Great Britaln and the West German
order represents an important
additional sales breakithrough.
According to ELOR's management, the
VIMA system's approval and purchase
by Dynamite Mobel is an important
plus in ongoing negotlations for the
sale of this system to other
companies.

Qffek-1 Israel's Fixrst
Satellite Still ©Orbiting
Exceeding origlinal estimates of a 30
day flight, Offek-1[IHTR-10/88]
contlnues to orbit east to weast every
90 minutes and rotates about 1ts main
axizs at the rate of one revolution
per second. The satellite's body
mounted solar panels are sald to be
working more effectively than
originally anticipated. The supply of
electrical enargy required to
majintain Cffek-1 aloft 1z in excess
of ocriginal calculations,.

According te Daniel Weihs, Dean of
the Technion's Faculty of
Aercnautical Engineering, the next
Israell satellite will carry a major
scientific experiment the nature of
which 1s currently bkeing discussed
in Israel. Tt will be in the field of
astronomy, earth sensing, biclogical
experimentation or lasers,
Preparation of such exzperiments
generally take up to two years.

ROSH EXPERT SYSTEMS INNOVATE
FIELD SERVICING

Organizations sarvicing computer
based systems continuwe to be hard
pressed to cut down on maintenance
time and costs.

Aiming at a small portiom of the
rapidly growing expert systems
market, Boston, HMassachusetts based
Bosh Infelligent Svstems Jnc. along
with its fully-owned Israeli
subsidiary are providing productivity
tools for on site servicing of
computers and electronle systems.
Field service engineers and
technicians become more effective in
thelr work with the Rosh developead
expert system, which solwves field
service problems related to micro-
processor based systems. According to
the industry magazine Electronics
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Iest, the Rosh's Computeyr Bided

represents the "first commercially
available expert system aimed at
solving field service problems®., CRIS
consists of an expert system, a 68020
based work station and a lap top PC
uged on site during field service
calls. The expertise reguired has
been previcusly computerized and is
then made avallable at the remote
gite ag wall as at the home office.
The system consists of two major
elements. One .is Field-CAIS whose
components are RBrief-CAIS, the field
element of the system, and Central-
CAIS which 1s the work statlon
allowlng Brilef-CATIS to access the
expert. system. The othexr elament 1s
Knowledge-CAIS which ls a workstatlon
allowing the product specialist to
enter trouble shoocting and repair
parameters.

Rosh's marketing executives point out
that B0-90 per cent of field service
problems that an expert would
rgutinely encounter and solve will
be solved by CARIS., Before CAIS can
galn a broader acceptance for its
gyatems it wlll have to overcome the
generally conservative approach to
field service actlvity, which is
generally labor intenslve,
Considerable time and effort are
required to convince a $120,000 a
year field enginser that he can be
helped by an expert systen,.

In 1987 Rosh s0ld its systems to two
"Fortune 100" clients on Beta-Site
terms. In 1988 it 1s intensifying its
sales efforts in offering systems
priced at 58,000 to $10,000. Elron
holds 28% of Rosh Inc's capital and
voting rights. Elron as early as in
1587 realized $728,000 in income.
Rosh Intelligent Systems was founded
in Jerusalem four years ago, as an
Elron subsidiary

IIS INTELLIGENT INFORMATION
SYSTEMS: COMPANY REPORT

Less than ten years ago the founders
of ITS committed themselves to the
risky business strategy of produting
peripheral and communication products
designed to be plug compatible for
medium and large IEM and IBM
compatible mainframe computer
systems. The entrepreneurial
strategy put IIS oo a course which
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would in time lead them to compete
agalnst American glants Telex/Memorex
and IBM itself,

Basing themsaelves on their
educaticnal background as graduates
of the Technion- Israel's Institute
of Technology and subsequent working
erxperience at Elhit Computers
Ltd.they deslgned thelr first display
terminal in a garage in Haifa.

Since those days the company has
grown steadily. In calendar 1987
sales were $13.6 mil.and net profits
exceeded 32.9mil, In 1988 sales are
expected to lncrease to $18.0 mil,
with profit margins in line with
those of 1987.Looking ahead to 15985
indicaticns peint to a further growth
in sales to the $25-530 mil.level.

Summary

Based on discussionz with management
during an extended visit to IIS'
corporate headguarters, itsa
manufacturing and research and
develapment faclilities we are
impressed that IIS has the
technological capability, and
managerlal sxpertise to achleve 1tz
stated goal of sales of $100 mil.in
the early 1%90s.
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ITS' market share in Israel is at 65%
but future growth is based en
expectations of a continued rapid
expansion of sales. in the United
States and the UK

The American market for peripherals
is susbatantial and customer
satisfaction allows for a major
expansion of sales. The company's
American clientele includes topnoktch
corporate names such as General
Dynamics and Bell Helicopters,
Continuity as well as more and larger
orders from American customers PIOVES
ITS' ability to provide product value
and satisfactory sales support in a
highly competitive marketplace. The
ongoeing scaling up of manufacturing
facilities and the integration of the
Haifa production sites at the new
facility in development town Yokneam
establishes production capacity to
supply the sharply growlng sales.

Products

The product line consists
communicatlion controllers, work
stations, printers and accesseries.

IIS' communications controllers allow
the connection of up to 32 IBM or
IIS' oun printers or terminals,

The 1line of workstations are plug
conpatible with the equivalent IBM
3191/2 terminals. These workstations
are offered with a variety of
featured and options including
printer ports.

The company also offers a line of
workstations and printers that are
compatible with with IBM 5230
terminals including the new 3136 and
3197, connecting directly to IBM
System 36/38 and to the communication
controller.

Rasaarch and Devalopmant

Over the past three years IIS has
spent some 6.5% of sales income on
R&D. This includes royalty bearing
particlpations by the Israsli
Government, Currently, twenty
engineers and technicians are
amployed in various R&D projects,The
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development work is market driven and
focuses on the development of new
plug compatible models and
introducing them ¢lose in time to
those belng produced by IBM and DEC.
R&D expenses should grow as sales
increase.

Marketing

The company's wholly owned American
subsidiary is located in New Jersey.

1158 maintalns fleld offices in Dallas
and on the west coast. The company
also has a wholly owned marketing
and after sales support subsidiary in
the Uanited Eingdom.

Over the past eight years IIS sales
have resulted in an installed base of
over 40,000 units of which 10,000 are
installed ocutslde of Israel. Most
recently the United State Department
of Justice has ordered IIS
products to be used by the Supreme
Court of Justice,

As would be expected the company’s
products are well known in Israel
which per capita has the highest
computer user population, IIS
management considers the local market
especially challenging as Tsrael has
become the target area of the world'a
majoer computer companies,

Finances

With total current assets of $16.5m
as compared with total current
liabilities of only $5.3m. the ratioc
reflects good liquidity.Shareholders
equity at the end of June 1988 was
513.9 mil.

In the past four years the company
has financed its activities from
internally generated funds and from
the November 1984 Initial public
offering of 900,000 ordinary shares
which provided the company with $3.2
mil.The balance of the share are
mostly tightly held by the company's
four founders.The average welighted
number of shares outstanding ls
3,905,000, The shares are traded on
the US over-the-counter market.under
the symbol NASDAQ:IISLF.

The current market valuatlon of IIS
at nearly $20 mil. is only moderately

higher than lts bock value.
L
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