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Li bi do enhancers - a sure bet but banks aren't biting

Jenni fer Jacobs

WHEN Dr Johari Saad's | aboratory rats started breeding |ike rabbits and
sati sfied co-workers kept com ng back to buy his special testosterone
pills, he thought he was on to a surefire thing in the passion-enhancing
busi ness.

Al'l he needed to do, Johari thought, was to convince sone bank to | end
hi mthe seed noney he needed to convert 15 years of research into product
that can rival Viagra.

He quickly hit the same snag that has caught many of Ml aysia's
entrepreneurs - banks take a | ot of persuasion to part with their noney
for people who may be long on ideas but short on noney, especially if it
isin a high-risk field |Iike biotechnol ogy.

"Money doesn't cone easy for companies |ike ours. Qur biggest problemis
the lack of collateral. Wen |I approached the banks, they |iked our
wor ki ng paper, they liked our projections, but that was about it.

"They told us they would need collateral. W offered them our nmachi nes,
they refused, claimng that the 1997 financial crisis had turned a | ot of
factory machi nes wort hl ess.

"They said they preferred real estate. We did not have any estate, rea
or otherw se.

"Basically, they told ne flatly, no collateral, no |oan," Johari said.

Though Johari, now chairman and chi ef executive of Phytes Biotek Sdn
Bhd, has a happy ending to his fund-raising quest, there are many others
who don't make it past the first intervieww th their bankers.

Phytes Biotek was formed after its founders had anassed nore than 15
years into research of the Tongkat Ali root, during which Johari devel oped
a highly specialised process to extract the active ingredients of the
Tongkat Ali, to create a highly potent capsule.

VWhen word got around about the success of his experinents on | aboratory
rats, many col |l eagues started to cone around to buy the capsules and were
happy enough with themto keep com ng back for nore, despite the abundance
of Tongkat Ali products already on the market.

VWhen he realised the potential of the product and tried to raise capita
to produce it in a big way, he came up against a financial systemthat
knew littl e about what he was doing and cared even |ess.

The banks demanded col | ateral. The conpany had none.

The venture capitalists wanted to audit the technol ogy. Johari was
reluctant to reveal his technol ogy secrets because his ideas were hijacked
the last tine he revealed themto a venture capital bank

I nstead, Johari and his partners dug into their own pockets to buy
grinders and special machines to extract the good stuff from Tongkat Ali.

It wasn't nuch but enough to tide themover until they caught the eye of
some governnent officials who referred themto Mal aysia Venture Capital
Managenment (Mavcap). Earlier this year, Mavcap invested RVO million in
Phyt es.

Phytes Biotek's case is not uncomon. Lack of funding is a common
conpl ai nt anong nost technol ogy conpani es.

After the lack of properly trained people, funding is the nost difficult
hur dl e bet ween bi ot echnol ogy and success.

The problemis not the lack of funds because Ml aysi a has anpl e noney
set aside for various schenes that partially fund market surveys, research
and even comerci al i sation of products.



The problemis that many of these funds are uncoordi nated and scattered
t hroughout the system GCetting funded takes careful planning and judicious
i nvestigation.

A scheme through the MSC Technopr eneur Devel oprent Fl agshi p fundi ng gui de
and directory for the ICT/Miltinmedia i ndustry reveals that no | ess than 10
venture capital firms in the country list biotechnol ogy as one of their
preferred areas of investnent.

These are Bl Wal den Managenent Sdn Bhd, CAV Private Equity Managenent
Sdn Bhd, FirstFloor Capital Sdn Bhd, Ml aysia Venture Capital Managenent
Bhd (Mavcap), Mayban Ventures Sdn Bhd, MCM Technol ogi es Bhd, Netval
Ventures Sdn Bhd, OptixLab Sdn Bhd, Perbadanan Usahawan Nasi onal Bhd and
Technol ogy Asia Ventures Sdn Bhd. Between them these conpani es nanage
nearly RML.5 billion in funds.

In addition, Mavcap's chief executive officer Mohd Azwar Mahnud
announced that the conpany plans to raise an additional US$100 nmillion
(US$1 = RMVB.80) for a biotechnology fund. And, of the RMLOO mllion it
out sourced to four outsource partners, RVR5 million went to Expedient
Equity Sdn Bhd, which will invest in biotech investnments exclusively.

There is also the RML billion tantalisingly dangled by Prine M nister
Dat uk Seri Dr Mahat hir Mhamad during his budget speech a few weeks ago,
"to encourage venture capital entrepreneurs to be involved in non-I1CT
fields".

VWil e there has been no further news as to where that fund i s going,
nost venture capitalists seemto think that nost of this noney will be
poured into funding biotech start-ups.

Besi des venture capital, there is also the nore traditional government
grants. Aspiring biotech entrepreneurs could apply for a grant under the
commer ci al i sation of research and devel opnent fund for market survey and
research, product/process design and devel opnent, standards and regul ation
conpliance and Intellectual Property Protection and denonstrations of
t echnol ogy.

That means the CGovernnment is willing to partially fund the devel opnent
of a product or process if it is in the approved list of high
technol ogies, outlined in the Pronotion of Investnent Act 1986, all the
way from eval uating market potential to providing exposure to potenti al
markets and to expedite technology roll-out by drawing interest from
potential investors.

Then there is the Industry R&D Grant Scheme, where the Governnent is
willing to fork out 70 per cent of eligible project costs for research and
devel opnent carried out by conpanies, collaborating with one or nore | oca
public research institutions in "approved activities", one of which, of
course, is biotechol ogy.

Research institutions and institutions of higher |earning can get grants
under the Intensification of Research in Priority Areas.

And finally, there is the Miltinedia Super Corridor Research and
Devel opnent for research and devel opnent projects |leading to the
devel opnent of research and devel opnent products and services across the
mul ti medi a val ue chain and flagship applications. This would be suitable
for conpanies indulging in bio-IT (or the I CT conponent of biotechnol ogy).

Bi oEnterprise Asia Sdn Bhd director Dr Qurinder Shahi, who presented a
paper at the recent BioMal aysia 2002 Synposium said in addition to the
nore traditional sources of funding such as Government grants and venture
capital, investnent opportunities should al so be opened to be public at
| ar ge.

One way is to allow nore early stage initial public offerings of
bi ot echnol ogy conpani es.

"I believe that the public is going to be a stronger supporter of life



sci ences than many of the traditional venture capitalists. There is a high
level of interest in the life sciences and people realise there is an
opportunity here. But they don't have a way of getting in.

"One way is to allow for earlier listings of |life sciences conpanies.”

But isn't life sciences a shade too intricate for the public to handle
at an early stage?

Shahi disagreed: "The industry is very easy to understand. Biotech is
all about inmproving life, elimnating di seases, making people live |onger
i ncreasi ng your deaf grand-aunt's ability to hear ... you get the picture.

"It's a lot nore neani ngful than high speed broadband or high
performance conputing, which is not critical to your life. People do
understand that at a fundanental |evel."

He admitted, however, that for earlier listings to work, there would
have to do a great deal of transparency. "There is a need for
transparency, for the entrepreneur to devel op proper communi cati ons
capability with the investing public. You can't have “sleight of hand
type of approaches here.

"The public needs to know the risks and chal |l enges invol ved i n maki ng
t hi ngs happen. These are prerequisites in having any kind of public
trading. Early stage stuff is higher risk, but the rewards are al so
hi gher. "

He said it was inportant to open up new avenues for funding as
bi ot echnol ogy requires a great deal of investnment, especially at the early
st ages.

"In general, during the first phase of its existence, these conpanies
woul d be a net cash user and it's only when they have devel oped tangibl e
products which are brought into the nmarket that they becone net cash
gener at or s.

"So during that negative cashfl ow stage, there needs to be sone kind of
a strategic investnment. It can be in the formof an equity investnment from
the private sector or it could be comng in the formof grants and ot her
support to reduce the cash outlay so that resources can be used on things
that are critical to the conpany at that stage."

Shahi, a physician with training in nolecul ar biochem stry and
i nternational health policy and managenent, runs what he calls an
accelerator, which identifies life science technologies in the market that
people will actually pay good noney for, and then sets about taking up the
technol ogy and driving in through

"My interest is in working with entrepreneurs to get sonme sparks going
in their heads in terns of what the opportunity is, what it's going to
take to capitalise on this opportunity and put in place the kind of people
who can help themdo it."

He said many people fail to understand the economi cs behind the
busi ness, the result of which, they expect to nake noney fromtheir
research, without translating that research into concrete products or
processes whi ch can be nmarketed.

"It's really funny when you talk to university departnents. They file a
patent and think it should be worth US$100 million. As far as |I'm
concerned, the patent is worth absolutely zero unless you are able to
translate the ideas there to sonmething which is comercially viable.

"And the road to creating products which can sell in the market is a | ot
nmore intricate and conplex than people tend to realise.

"The steps involved are generic, straightforward steps that apply in any
particul ar context but the application of those processes is very specific
according to the industry and the sector you are in.

"Drug devel opment, for instance, has much | onger productisation cycles
than say, biomaterials. So you need to understand the intricacies of the



area you are in to drive the whole process forward."

Bi oEnterprise is currently "accel erating" six conpanies in fields
rangi ng from genom cs to di sease nanagenent systens to neutraceuticals and
isintalks to see if some of these conpanies can be based in Ml aysia's
upcom ng bi ot echnol ogy park in Cyberjaya, BioValley.
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