TWENTIETH MEETING

of the STCU
GOVERNING BOARD
STCU TWENTIETH GOVERNING BOARD MEETING
TABLE OF CONTENTS

ITEM OF THE AGENDA TAB #
List of Delegates and Guests 1
Agenda for the Twentieth Meeting of the STCU Governing Board 2
Minutes of the Governing Board Meeting Held on February 10, 2005 3
REPORTS FROM SECRETARIAT
Executive Director Report 4
Implementing Process Action Teams Recommendations )
Audit Report as of December 31, 2004 6
Revisions to STCU Regular, Government Partner, and Non-Government Partner 7
Model Project Agreements
Use of Equipment on Projects’ Completion: Current Status and Options 8
Presentation of New Publications 9
Report on Targeted Research Initiatives 10
Reports on Regional Office Activities 11
Report on STCU Sustainability Activities 12
BOARD APPROVAL DOCUMENTS
Project Approval and Funding 13
New Partner Request Letters 14
20t Board Record of Decisions 15
Press Statement for the 20-th Governing Board 16




LIST OF PARTICIPANTS



TWENTIETH MEETING
of the STCU
GOVERNING BOARD

STCU TWENTIETH GOVERNING BOARD MEETING
LIST OF PARTICIPANTS AND INVITEES
GOVERNING BOARD AND ADVISORY COMMITTEE MEMBERS

CANADA
Mr. SEAN BOYD, Canadian International Development Agency, Acting Board Member

EUROPEAN UNION

Mr. ZORAN STANCIC, European Commission, Board Member and Chairman
Ms. Barbara Rhode, European Commission, Advisory Committee Member
Ms. Marthe Leonidou, European Commission, Advisory Committee Member

UKRAINE
Dr. YAROSLAV YATSKIV, National Academy of Science of Ukraine, Board Member

UNITED STATES

Mr. VICTOR ALESSI, United States Industry Coalition, Board Member
Mr. Jason Witow, US Department of State, Advisory Committee Member
Dr. Jason Rao, US Department of State

FUNDING PARTIES

EU DELEGATION OF THE EUROPEAN COMMISSION IN GEORGIA
Mr. Torben Holtze, Head of Delegation
Mr. Gerard Galler, Head of Contracts and Finance Section/Scientific Cooperation

UNITED STATES
Mr. Richard Monro Miles, Ambassador

OBSERVERS

AZERBAIJAN
Mr. Ramiz Hasanov, Ambassador

UKRAINE
Mr. Mykola Spys , Ambassador

THE STCU SECRETARIAT OFFICIALS

Mr. Andrew A. Hood, Executive Director, United States

Dr. John Zimmerman, the STCU Deputy Executive Director, United States
Dr. Esa Manninen, the STCU Deputy Executive Director, European Union
Dr. Landis Henry, the STCU Deputy Executive Director, Canada

Mr. Curtis “BJ” Bjelajac, Chief Financial Officer, United States

Mr. David Cleave, Chief Administrative Officer, European Union

Ms. Natalia Polyanskaya, Executive Assistant, Ukraine

Mr. Andrew Fesiak, Communications Coordinator

Mr. Akaki Peikrishvili, STCU Field Office Coordinator



LIST OF PARTICIPANTS AND INVITEES

INVITED HONORABLE GUESTS

Mr. Aleksander Lomaya, Minister of Education and Science of Georgia

Mr. Salome Zurabishvili, Minister of Foreign Relations of Georgia

Mr. Irakli Okruashvili, Minister of Defense of Georgia

Mr. Nodar Grigalashvili, Chairman of Committee of Science and Education at Parliament of Georgia
Mr. Levan Tsintsadze, Head of Department of S&T of Georgia, Ministry of Education and Science
Mr. Tamaz Gamkrelidze, Academician, President of AS of Georgia

ACCOMPANYING DELEGATES

Dr. Nabil Bassim, University of Manitoba, Canada

Dr. Steve Gitomer, US Department of State Science Advisor
Dr. Philippe Vincent, European Commission Science Advisor




AGENDA



TWENTIETH MEETING
of the STCU ®
GOVERNING BOARD

STCU TWENTIETH GOVERNING BOARD MEETING
AGENDA
Thilisi, Georgia
Thursday, June 16, 2005

1. Opening Session

1.1 Opening Remarks by the Chairman

1.2 Welcome from the Executive Director

1.3 Introduction of Guests

2. Administrative Topics

2.1 Adoption of the Agenda
2.2 Approval of the Minutes of the 19t Governing Board Meeting held February 10, 2005

3. Reports from Secretariat

3.1 Executive Director Report (Andrew Hood)

3.2 Implementing Process Action Teams Recommendations (Andrew Hood)

3.3 Audit Report as of December 31, 2004 (Curtis “BJ” Bjelajac)

3.4 Revisions to STCU Regular, Government Partner, and Non-Government
Partner Model Project Agreements

3.5 Use of Equipment on Projects’ Completion: Current Status and Options

3.6 Presentation of New Publications

3.7 Report on Targeted Research Initiatives

3.8 Reports on Regional Office Activities

3.9 Report on the STCU Sustainability Activities
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4, Project Approval and Funding

5. Approval of the Governing Board Record of Decision
6. Final Topics

6.1 Statement by the Executive Director

6.2 Presentation and Approval of the Press Statement

6.3 Date and Location of the 21st Governing Board Meeting
6.4 Concluding Remarks
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EXECUTIVE DIRECTOR REPORT
(Reporting Period: 10 February 2005 to 15 June 2005)

Major Issues

Gals-K Court Case and MES Funds with STCU

Since the last report given to the 19t Governing Board, there has been no new legal action initiated by Gals-K
regarding the past unpaid rent on the former STCU headquarter premises at 3 Laboratornyy Proviok. As we
understand the situation from our legal counsel, the statute of limitation for any new legal action by Gals-K
regarding the past unpaid rent will expire this autumn.

There has been additional communications between the Ministry of Education and Science and the STCU
regarding the ministry funds deposited with the STCU in May 2004, done response to the initial Gals-K court
verdict and State Collection Agency actions against the STCU. The Ministry has sent two letters to the STCU
requesting the funds be returned to the ministry, whereby the STCU has asked that the Minister of Education
and Science first provide an official response to the December 2004 letter from the STCU Governing Board
Chairman to then Minister of Education/Science Kremen: that letter requested the Minister's assistance in
initiating action on the part of the Ukrainian government to resolve the $139,000 USD debt owed by the
Ukrainian government to the STCU Financing Parties. The situation remains at an impasse, but the STCU is
hopeful that steps to improve communications with the Ministry will led to an amicable resolution of the
situation (see next section on MES —-STCU cooperation).

Ministry of Education and Science/STCU Cooperation

With the change in government, Ukraine has a new Minister of Education and Science (Mr. S. Nikolayenko)
and the Ukrainian government continues its reorganization of many governmental structures, including the
Ministry of Education and Science. This uncertainty hasdled to a distancing in the STCU-MES relationship.
Consequently, the STCU ED met with Minister Nikolayenko on 25 May, along with MES First Deputy Minister
A. Gurzhiy, in an effort to improve the communication lines between the new MES leadership and STCU.

The STCU ED proposed that working groups at the staff level be formed to address three outstanding issues:
final resolution of the Gals-K/rental debt issues; completion of the Ukrainian ratification process of the STCU
Establishing Agreement and 1997 Protocol; and to study the current Ukrainian host government concurrence
process in light of impending changes in the STCU proposal processing system as well as impending joint
ISTC-STCU project proposals.

The meeting was very positive, with agreement to form these proposed staff-level working groups. Mr.
Nikolaenko also proposed that the Ministry and STCU examine ways in which STCU-sponsored research and
activities could contribute to the Ministry’s priority areas involving Ukrainian higher education organizations
such as the technical institutes and universities. Agreement was reached to have the STCU ED meet with
First Deputy Minister Gurzhiy to organize the working groups and continue discussions on MES interests that
might coincide with STCU’s mandate.
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Ukrainian Ratification of STCU Agreement and Protocol

As a reminder, the Ukrainian Government enacted the ratification law for the STCU Establishing Agreement,
but stipulated that the Ukrainian Cabinet of Ministers had to certify that the STCU Statute text on intellectual
property rights be conformed to Ukrainian legislation. Only after that certification would the Ukrainian
parliament (the Verhovna Rada) begin work with the Cabinet of Ministers to consider ratification of the 1997
Protocol to the STCU Agreement (this Protocol allowed the European Union to become a Governing Board
member Party to the STCU). While modifications were made to the Statute, and approved by the STCU
Parties via Governing Board decision, the Cabinet of Ministers did not certify the conformity of the modified
STCU Statute to Ukrainian law because of Ministry of Justice objections to the granting of an “irrevocable
licenses” in certain specific situations.

With reference to the Governing Board statement from its 19t meeting regarding Ukrainian ratification, the
STCU began efforts to restart the process by first receiving from the European Commission Delegation in
Ukraine copies of the ratified EC-Ukraine Agreement on Science and Technology Cooperation. From the EC
Delegation presentation to the 19t Governing Board meeting, it was believed that language in this ratified
bilateral agreement was similar, if not the same, as the language in the STCU Statute that has been the focus
of concern from the Ukrainian Ministry of Justice. However, upon closer examination, it is clear that the said
text in the EC-Ukraine agreement only addresses one of the two instances of concern to the Ukraine
government—that of an “irrevocable license” with regards to publication of research results in science journals
and other publications. The EC-Ukraine agreement has no text that directly addresses the main Ukrainian
Government concern—that of the granting of an “irrevocable license” for non-commercial use of research
results.

Nevertheless, the STCU has begun the process of reinvigorating the ratification discussion with the Ministry of
Education and Science, in the hopes that using the one applicable example from the ED-Ukraine agreement
will spur the Ministry officials to work diligently with the STCU Parties to complete the ratification process. One
of the proposed MES-STCU working groups will meet to address this ratification issue and develop a roadmap
for resolving it.

Uzbek Banking Situation

The unsatisfactory situation concerning STCU banking operations in Uzbekistan continues, although the
STCU Regional Office in Tashkent reported that the STCU letters and proposals for resolving the situation
(most recent of which was dated 15 October 2004) has been submitted to the Uzbek Cabinet of Ministers for
further consideration. The STCU has also received continued offers for assistance, and useful in-the-field
advice, from the U.S. Embassy in Uzbekistan, to which the STCU Secretariat is grateful. Given the potential
political implications of the unrest in eastern Uzbekistan, we are doubtful that further information on the STCU
banking issues will be forthcoming, and the STCU is consulting with its Parties to decide the best way forward.

STCU in Moldova

The STCU continues its attempts to begin its operations within Moldova. The STCU has selected a candidate
for the STCU Regional Officer, and has been in contact with the Moldovan Academy of Sciences regarding
final negotiations on a user agreement to establish STCU Regional Office within the Academy’s Presidium
building. However, progress has been slowed due to the Moldovan parliamentary elections in March and the
parliamentary approval of the Moldovan President in April. Further, the President of the Moldovan Academy of
Sciences has raised questions about the STCU selection process for its Regional Officer, stating in effect that
he needed to “approve” the STCU selection before an offer could be made to the candidate. The STCU sent a
formal email to the Academy President explaining that the STCU hiring procedures were standard, fair and
transparent, and designed to select the candidate that best met the STCU'’s job qualifications, which the prime
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candidate fully met (an offer has already been made to this candidate and she has accepted the offer,
although she is not yet under STCU staff contract). The STCU repeated that while the Academy President’s
views on candidate qualifications were taken into account, the STCU ED hires all of the STCU staff based on
the STCU’s procedures, guaranteeing a fair selection process free from undue or inappropriate external (e.g.,
political, personal).

To date, the Moldovan Academy President has not given up on his position, and it is possible that the delays
in securing office space for the Regional Officer is due to the Academy President’s insistence that the STCU
come to Chisinau to discuss the situation with him. As an aside, several other Moldovan government officials
have expressed strong support for the STCU, while it is generally known that the Moldovan Academy
President is not a strong STCU supporter. Whatever the case may be, the current view of the STCU
management is that any visit to Chisinau should be linked to substantial progress on securing STCU Regional
Office premises and diplomatic accreditation of the STCU within Moldova. In this way, such a visit would be
de-linked from the Academy President’s request to have further discussions on the STCU selection for
Moldovan Regional Officer. The STCU is consulting with the Parties on this situation.

Current Activities

Process Action Teams Results

As reported to the 19t Governing Board meeting, in January 2005 the STCU initiated several Process Action
Teams charged with evaluating and making recommendations to modify existing STCU processes, practices,
and procedures in light of the goals stated in the STCU reorganization. Five PATs were created: S&T Quality
Improvement, Patents/Licensing, Institute Sustainability, Public Outreach, and Internal Processes
Improvement. The PATs completed their recommendations in late February, and these were reviewed by the
Management Committee and approved after modifications and final changes. The Powerpoint presentation
attached to this report summarizes the PAT initial goals and final results.

Several of the recommendations were basic changes to STCU internal procedures, such as elimination of the
Short Form proposal as a pre-Host Government Concurrence registration step.  Others were
recommendations for new programmatic activities that will require more definition and consideration by the
STCU Governing Board at a later date. The PAT process appears to have been very successful in bringing
the STCU staff together to evaluate the past practices and “buy in” to the recommended improvements in
STCU practices to more effectively achieve the STCU goals defined by the STCU'’s reorganization. As the
recommendations are enacted or further defined, the STCU will continue to keep the Parties informed. In
addition, the STCU plans to have the PATs reconvene in the autumn to evaluate the progress made in
enacting the recommendations and to make necessary adjustments.

STCU-NATO Workshop

Due to several factors related to an overwhelming response from CIS scientists to participate, coupled with
administrative and logistical problems during late May, the STCU and NATO agreed to postpone the proposed
STCU-NATO Workshop “From Science To Business” until the autumn of 2005. The STCU and NATO would
also make use of the additional time to refocus the workshop agenda and to organize a more effective
outreach to North American and European industry representatives. The STCU still has the NATO grant of
50,000 euros, plus its $50,000 USD originally budgeted for this workshop. Approximately $9,000 USD from
this budget was committed to a service contract with a local promotional organizer, but this contract shall
remain in place (with no loss of money) for the re-scheduled dates of the workshop.

There have been many communication problems and misunderstandings between the STCU and its Parties,
NATO, and the Ministry of Education and Science and National Academy of Science regarding the scope of
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the workshop and division of labor for organizing this workshop. In an attempt to address these problems, a 3
May meeting was held between the STCU ED, NATO Public Diplomacy Division representative (S. Michaelis),
STCU/EU Party representative (B. Rhode), and STCU Governing Board Chairman (V. Alessi). After some
discussion on responsibilities and input from each side, this group agreed to the general goals and agenda
outline for a revised Workshop, and included the possibility of a “force generation” public event at the end of
May, when NATO Asst. Sec-Gen (Scientific and Environmental Affairs) J. Fornet would be present in Kyiv.

Still, the burden of performing the logistical planning, western industry outreach, registration and evaluation of
Ukrainian scientific submissions, etc. is falling to the STCU Secretariat to do, and it is clear that NATO and the
Ukrainian governmental agencies are neither in a position, nor desire to assume, any more of the burden for
promoting the workshop or assisting in its administrative organization. It is now clear that the STCU
Secretariat, unfortunately, is over-burdened with this task, given the other, higher priority tasks related to
implementation of the STCU reorganization. While the workshop is tentatively planned to be held late
September-early October 2005, some of the STCU Parties are concerned that organizing this Workshop is
distracting the STCU Secretariat and valuable resources from its primary tasks and programmatic activities.

STCU-Georgian Targeted R&D Initiative

As a result of discussions during the 19t Governing Board meeting, and follow-up discussions between STCU
and the Georgian Ministry of Education and Science, the Ministry and STCU agreed informally to pursue a
jointly funded Targeted R&D Initiative similar to the initiative between the STCU and the National Academy of
Sciences in Ukraine. The Georgian Ministry was provided a draft text of a protocol for cooperation, based on
modified text from the STCU-NASU umbrella statement of cooperation. The Georgian Minister of Education
and Science has indicated that he is ready to sign such a protocol once both the Ministry and the STCU
Parties have settled on a common text.

One significant difference between this Georgian proposal and the STCU-NASU initiative is that the Georgian
Ministry of Education and Science prefers to deposit its share of the joint project funding with the STCU. In the
case of NASU, Ukrainian budget laws prevent the NASU from disbursing funds to anyplace other than the
institutes where the projects are being conducted.

The Ministry of Education and Science has stated that it will receive funds in 2005 to conduct targeted science
research in specific areas of national importance to Georgian development. The amount of funding will be
small; on the order of a few hundred thousand U.S. dollars. But the impact of the cooperation and leveraged
funding (as well as close contact with western scientific experts) is expected to far exceed what one would
expect from the total amount of funds. The Ministry is charged with the overall policy and administrative reform
of the Georgian S&T community and infrastructure, and it sees this jointly funded, targeted research projects
as a way to energize and develop that reform effort.

Important Visitors/Meetings

Meeting with Ukrainian Academy of Technical Sciences (18 March)

The STCU ED and STCU Principle DED met with Academician A. O. Morozov, President of the Academy of
Technical Sciences in Ukraine (ATS). This Academy, created in 1991, counts in its membership the majority
of the military-industrial institutes and production organizations left in Ukraine at the collapse of the Soviet
Union. Many of the institutes and production associations, such as KBO Yuzhnoye and Yuzmash Production
Association, are long-time participants in STCU projects and other programs. Several key Ukrainian
government officials, including First Vice Prime Minister A. Kinakh, are members of this particular Academy.
In addition, this Academy is focusing specifically on improving Ukraine’s ability to transfer technology into the
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marketplace in order to promote Ukraine’s transition to an innovation economy and its integration into Euro-
Atlantic economic sphere as a competitive economy.

Given the obvious similarities between the STCU mission and goals of the STCU and the ATS, it was agreed
to pursue a formal cooperative relationship with the goal of seeking ways in which STCU programs and
activities could be targeted toward assisting the Academy of Technical Sciences in its innovation and
technology transfer efforts.

As a positive signal of the importance given by this Academy to its cooperation with the STCU, on 23 April the
Academy presidium unanimously voted the STCU ED (on behalf of the STCU) as an honorary foreign
academician within the Academy’s ranks.

STCU-organized Meeting of International Organizations in Kiev (1 April)

The Science Excellence Department organized a round-table meeting of various international and bilateral
organizations that are working in Ukraine on a variety of science cooperation and technical development
grants programs. Representatives from CRDF, TACIS, the British Council, NATO Information Office, and
others joined the STCU ED, DEDs, and the Ukrainian STCU Governing Board member in this discussion,
which sought to improve everyone’s understanding of each other's programs and lead to possible
opportunities to leverage these programs to the benefit of all.

NATO Public Diplomacy Division (8 April and 3 May)

Dr. Susanne Michaelis of NATO’s Public Diplomacy Division visited the STCU to discuss the details for
announcing the postponement of the STCU-NATO workshop and to establish a general roadmap for revising
the Workshop agenda and other actions related to attracting more western participation in the Workshop.

On 3 May, the STCU ED traveled to Brussels to meet with EU Party representatives, the STCU Governing
Board Chairman, and Dr. Michaelis to continue the joint re-examination and re-focusing of the Workshop goals
and agenda.

Working Level Meeting Between ISTC and STCU Proposal Processing Staff (15-16 May)

STCU DED Esa Manninen led a small delegation to the ISTC to meet with ISTC Principle DED, Mr. Sergey
Zykov, and the ISTC staff responsible for project proposal processing to work on the details for processing
joint ISTC-STCU project proposals. One of the concerns voiced during the ISTC Governing Board approval of
the joint project concept was the STCU Short Form proposals, which are seen by STCU staff prior to the
proposal being reviewed by the host government. With the PAT recommendation to eliminate the Short Form,
the ISTC and STCU proposal processes will align more exactly and should remove some of the concerns
voice by the Russian Federation representatives to the ISTC regarding the timing of RF host government
concurrence with the HGC processes of STCU member states.

The joint projects “administrative agreement” between the ISTC and STCU Secretariats went through another
round of ISTC/STCU Party review and editing, taking into account comments offered by the ISTC Parties. The
administrative agreement will codify a common set of handling procedures between the two Centers regarding
these joint ISTC-STCU projects. The STCU will continue to communicate with the ISTC with regards to this
administrative agreement.
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Meeting with Ukrainian Minister of Education and Science (26 May)

As reported in Major Issues section above.

Meeting with CRDF President/CEQO (27 May)

Mr. Thomas Owens, President of the U.S. Civilian Research and Development Foundation, paid a courtesy
call on the STCU ED and discussed a variety of topics concerning expansion of cooperative STCU-CRDF
activities.

Conferences/Workshops

Second Ukrainian Technological Forum “Globalization of economy and technological development of Ukraine”
21 April

This conference was organized by Academy of Technological Science of Ukraine, supported by the Cabinet of
Ministers of Ukraine, with participation of National Academy of Science of Ukraine, Kyiv State City
Administration, Ministry of Education and Science, Ministry of Healthcare, Ministry of Defense, Ministry of
Industrial Policy. The STCU ED gave a speech on STCU sustainability development, supplemental programs
like IPR/Patent Support, and targeted research promotion to this conference, attended by more than 200
participants including First Vice Prime Minister A. Kinakh (who was the opening session’s keynote speaker at
the conference).

Joint CRDF-STCU conference “Science and Technology Entrepreneurship Program (STEP)” (March, Thilisi)

This series of training/consultancy workshops, co-sponsored by the STCU and the U.S. Civilian Research and
Development Foundation (CRDF), brought together scientist-grantees of STCU and CRDF programs for the
purposes of developing stronger skills in scientific entrepreneurship as well as expert evaluation of the
commercial potential of presented research results. This was the first of three planned conferences in 2005,
and more detail can be found in the Sustainability report in the member binders.

Meeting with Science Policy Officials in Georgia (23-26 April. Thilisi)

The STCU DED Landis Henry and Senior Specialist Alex Sich traveled to Thilisi to meet officials of the
Georgian Ministry of Education and Science and the Georgian Academy of Sciences to discuss a variety of
opportunities for the Georgian government and STCU to cooperate in developing science excellence, targeted
research initiatives, and self-sustainability among Georgian institutes. The Georgian science community is
undergoing a reform movement, directed from the Georgian government, and there may be opportunities
within this reform program for the STCU to be value-added to the Georgian government. One outcome of this
visit was the preliminary agreement to develop a jointly funded Targeted Research Initiative with the Georgian
government, similar to the STCU-NASU Targeted Initiative in Ukraine.

Activity Update

Project Activity Update

As of 25 May, the STCU had 226 active projects underway (170 regular projects, $25.6 million USD; 56
Partner Projects, $15.3 million USD), as, compared with 235 active projects (190 regular projects and 45
Partner Projects) underway in January 2005. Although the reduction in Regular Projects reflects the continued
decline in Regular Projects approved for Party financing over recent years, the rise in Partner Projects since
January is an encouraging sign for the STCU'’s scientist redirection objectives.
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Sustainability Activity Update

A total of 3 new Partners, all non-governmental organizations, were approved since the 19t Governing Board,
bringing the total number of STCU Partners to 116 (17 governmental agencies, 99 non-governmental/private-
sector organizations).

Since 1 January 2005, 19 new Partner Projects have been started totaling over $4 million USD, with 7 of those
projects (about $1.5 million) being non-governmental Partners. For comparison, in the entire year of 2004, the
STCU had 24 new or extended Partner Projects (totaling approx. $3 million USD) of which 8 projects (totaling
approximately $500,000) were non-governmental Partners.

Since the 19 Governing Board meeting in February, the STCU has approved for financing 11 patent support
grant applications, among which 3 were PCT applications and the remainder were national patent applications.
The lack of a Party-coordinated handbook on STCU IPR and patent processes, as well as the continuing lack
of an invention disclosure process that conforms to Ukrainian laws, continues to prevent the STCU recipients
from using the STCU resources to secure valuable and beneficial IP protection for their STCU-sponsored
research and technology development. While the STCU has initiated steps to develop an effective system for
receiving invention disclosures from STCU projects, STCU will not have a fully effective Patent/IPR Support
Program without a Party-coordinated Handbook and basic guidelines for submitting patent applications or
invention disclosures to the STCU Financing Parties. Nevertheless, a new scheme for gathering follow-up
data on patents from STCU-related research shows that there are cases of successful exploitation of national
patents. More on these IPR “success stories” can be found in the Sustainability Report included in the
members’ binders.

Information Technology Group Update

The STCU deployed its electronic project submission software (STCU Project Software, or STCUPS) system
to the field and it has begun to show positive results in the more accurate creation of STCU proposals and
project workplans. By using this software, project-related data such as budget information will be checked for
accuracy and completeness by the software, and the data will be in such a format as to be automatically
entered into the STCU Project Database. So far, only minor operational questions have been raised; for the
most part, the STCU recipient scientists have been able to use the software with few problems.

Also in May, the STCU initiated a contract to begin development and installation of the new integrated financial
software system that will replace both of the current financial and procurement software systems at the STCU.
This integrated software has long been a recommendation in the STCU’s annual external financial audits, and
once the system is up and running, it will not only remove this recurrent audit finding, but will also improve the
STCU’s ability to track rapidly all the day-to-day modifications and changes made to active STCU projects

Andrew Hood
Executive Director
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SCIENCE AND TECHNOLOGY CENTER IN UKRAINE

INDEPENDENT AUDITORS® REPORT TO
THE BOARD OF GOVERNORS

We have audited the financial statements, set out on pages 2 to 21, of the Science and Technology
Center in Ukraine as at 31 December 2004 at the request of the Board of Governors. The financial
statements comprise the Statement of Revenues and Expenditure, the Balance Sheet, the
Statement of Cash Flows and the MNotes to the financial statements, These financial statements are
the responsibility of the management of the Science and Technology Center in Ukraine. Our
responsibility is to express an opinion an these financial statements based on our audit.

Except as discussed in the following two paragraphs, we conducted our audit in accordance with
International Standards on Auditing. These Standards require that we plan and perform the audit
to obtain reasonable assurance that the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles and policies
adopted and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

The terms of the project agreements, concluded between the Science and Technology Center in
Ukraine and the recipient institutes, state that grant costs for a specific period of time may not be
claimed by the recipient institutes if they are receiving reimbursements from other funding
sources for the same period of time. Due to our inability to access appropriate records of the
recipient institutes we were unable to satisfy ourselves as to whether the claims made by the
recipient institutes include amounts for which they may have received reimbursements from other
funding sources. There were no alternative audit procedures that we could adopt to confirm the
above,

As more fully explained in the Accounting Policies, fixed assets used for both the Center and the
projects funded by the Science and Technology Center in Ukraine, which have useful lives
extending beyond the current year were expensed immediately on acquisition to the Statement of
Revenues and Expenditure. The management of the Science and Technology Center in Ukraine
believe that because of the unusual nature and circumstances of its activities this treatment
properly matches the revenues specifically contributed by the funding parties with the related
expenditure. International Accounting Standard 16 requires Property, plant and equipment to be
capitalized and depreciated over their expected useful lives. Capitalization and depreciation of
fixed assets used for the Center and projects would have a consequential effect on the
accompanying financial statements if it were applied.

In our opinion, except for adjustments that might be necessary as a result of the matters noted
above, the financial statements give a true and fair view of the financial position of the Science
and Technology Center in Ukraine as at 31 December 2004, and of the results of its operations
and its cash flows for the year then ended and have been prepared in accordance with
International Financial Reporting Standards.

Lubbock Fine
London




SCIENCE AND TECHNOLOGY CENTER IN UKRAINE

ACCOUNTING POLICIES

Overview of the Science and Technology Center in Ukraine (STCU)

The Science and Technology Center in Ukraine (STCU) is an intergovernmental
organization dedicated to nonproliferation of technologies and expertise related to
weapons of mass destruction, including nuclear, biological and chemical weapons,
and their delivery systems.

The United States, Canada, Sweden and Ukraine signed the agreement establishing
the Science and Technology Center in Ukraine on October 25, 1993 (referred to as
“the STCU agreement”). The European Communities acceded to the STCU
agreement on November 26, 1998, and in so doing, replaced Sweden as a party to the
STCU agreement.

The STCU helps develop, finance and monitor science and technology projects that
engage the former Soviet weapons community in Ukraine, Azerbaijan, Uzbekistan,
Georgia, and Moldova in peaceful civilian activities. The Funding Parties of STCU
projects include: the signatories to the STCU agreement, Japan as a sponsor of the
STCU agreement and Partners (government and non-government) approved by the
Board of Governors.

The STCU is a legal entity and has been registered by the Ministry of Foreign Affairs
of Ukraine as an intergovernmental organization with its headquarters in 21
Kameniariv, Kyiv, Ukraine 03138. The STCU has an international staff of 72 full
time scientific, financial and administrative experts.

Basis of Preparation

The financial statements have been prepared under the historic cost convention and in
accordance with applicable International Financial Reporting Standards (IFRS) except
for International Accounting Standard (IAS) 16 relating to Property, plant and
equipment as explained in the policy for Property, plant and equipment.

The financial statements have been prepared in United States Dollars (USD), as
required by the STCU’s Financial Regulations.

Project Activity

The STCU authorizes and funds scientific projects which are performed at institutions
within Ukraine, Azerbaijan, Uzbekistan Georgia and Moldova. Projects are financed
by the Funding Parties either individually or jointly. All project agreements include a
maximum amount of funding to be provided by the Funding Parties.

The project activity is accounted in the financial statements as follows:

Page 2



SCIENCE AND TECHNOLOGY CENTER IN UKRAINE

ACCOUNTING POLICIES

Project Recognition

The projects are only recognized after signature of the project agreement
between the STCU and the recipient institutes. Upon signature, the total project
value is credited to the relevant Funding Parties Designated Capital Account in
proportion to the level of funding agreed by each party. To the extent that the
value of the signed projects are not covered by advance payments from the
respective Funding Parties, a receivable is set up in the financial statements.

Project Expenditure

Project costs consist of three main components: grants to scientists, equipment
and overhead. The STCU, being a non-profit making inter-governmental
organization, does not envisage that any economic benefits will accrue to it in
the foreseeable future from the financing of these projects. Accordingly all
project costs incurred, including the purchase of project equipment, are charged
immediately to the Statement of Revenues and Expenditure. Projects are
performed on a cost reimbursable basis, with ceiling funds specified in the
project agreements.

The STCU temporarily retains 50 percent of the allowable overhead for the
individual projects, in accordance with the project agreements, until the
submission, and acceptance of, the financial and technical reports prepared by
the project recipients.

When a project has been completed, any funds committed in excess of actual
costs are credited back to the relevant Funding Parties’ Undesignated Capital
Contributions Account.

Project Revenues

Project revenues recognized during the year in the Statement of Revenues and
Expenditure are amounts equal to the total value of project expenditure incurred
and written off during the year. These revenues are transferred from the Funding
Parties’ Designated Capital Accounts for Projects.

Administrative and Supplemental Revenues and Expenditure
Administrative Operating Budget
Administrative Revenues recognized in the Statement of Revenues and
Expenditure during the year equate to the amounts approved by the Board of
Governors for the Administrative Operating Budget for the year. The budget is

set and agreed at meetings of the Board of Governors in the previous financial
year. The agreed budgeted amounts are transferred from the Designated Capital
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SCIENCE AND TECHNOLOGY CENTER IN UKRAINE

ACCOUNTING POLICIES

Accounts for Administrative Expenses of the United States, Canada, the
European Union, and Ukraine.

Administrative Expenses are charged to the Statement of Revenues and
Expenditure when incurred and are matched against the Administrative
Revenues for the year.

Surplus Administrative Revenues arising during the year are re-allocated to the
Undesignated Capital Contributions Accounts of the United States, Canada, and
the European Union in the same ratio as the Administrative Revenues
contributions.

Supplemental Budget

Supplemental Budgets are approved by the Board of Governors to provide
funding for activities that are outside the scope of the Administrative Operating
Budget and not directly related to the implementation of projects. Upon
agreement of the Supplemental Budgets at Governing Board Meetings the total
amount of such budgets approved are credited to the relevant Funding Parties
Designated Capital Accounts for Supplemental Budgets in proportion to the
level of funding agreed by each party.

Supplemental Budget expenses are charged to the Statement of Revenues and
Expenditure when incurred. Supplemental Budget revenues recognized in the
year are amounts equal to the value of the Supplemental Budget expenditure
incurred in the year. These revenues are transferred from the Funding Parties
Designated Capital Accounts for Supplemental Budgets.

Partner Fees and Interest

Partner projects may be charged a fee, usually 5% of the total project cost, for
the services provided by the STCU to administer the project, which are
recognized in the Statement of Revenues and Expenditure. The surplus partner
fees are allocated to the Undesignated Capital Contributions Accounts of the
United States, Canada, and the European Union in the same ratio as their
Administrative Revenues contributions.

Interest earned on Funding Party bank accounts is recognized in the Statement
of Revenues and Expenditure. Surplus interest earned is allocated to the Funding
Parties Undesignated Capital Contributions Accounts, with the exception of
Partner interest earned, which is allocated to the Undesignated Capital
Contributions Accounts of the United States, Canada, and the European Union
in the same ratio as their Administrative Revenues contributions. Interest
earned on administrative and supplemental bank accounts is allocated to the
Undesignated Capital Contributions Accounts of the United States, Canada, and
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SCIENCE AND TECHNOLOGY CENTER IN UKRAINE

ACCOUNTING POLICIES

the European Union in the same ratio as their Administrative Revenues
contributions.

Property, Plant and Equipment

Property, plant and equipment are acquired either for the Center’s own use or for the
projects and comprises of the following:

Center

Property and equipment acquired by the Center for administrative operations
consist of vehicles, office furniture and equipment, including computer
hardware and software and communications devices. All commitments and
expenditures for administrative equipment are made in accordance with the
Board’s approved annual budget.

The cost of the Center’s equipment is charged to the Statement of Revenues and
Expenditure when acquired.

Project Equipment

Since the STCU does not expect to derive any foreseeable economic benefits
from the ownership of project equipment, the expenditure incurred during the
year on equipment under each project, is written off to the Statement of
Revenues and Expenditure.

IAS 16 requires Property, plant and equipment with useful lives of beyond the current
accounting period be capitalized and depreciated over their useful lives. The
management believe that because of the unusual nature and circumstances of its
activities, strict interpretation and application of this standard would not properly
match the revenues specifically contributed by the funding parties with the related
expenditure. Accordingly, the property, plant and equipment acquired for use by the
Center and also the projects are charged in full upon acquisition to the Statement of
Revenues and Expenditure in accordance with the accounting policy for property,
plant and equipment set out above.

Cash at bank and in hand

Cash at bank and in hand includes cash in hand, deposits held at call with banks, other
short-term highly liquid investments with original maturities of three months or less.

Foreign Currency Transactions
All foreign currency transactions are converted into USD at the exchange rates
prevailing at the date of the transaction. Foreign currency gains and losses resulting

from movements in the exchange rates between the date of the transactions and the
date of settlement are charged to the Statement of Revenues and Expenditure under
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SCIENCE AND TECHNOLOGY CENTER IN UKRAINE

ACCOUNTING POLICIES

the administrative operating budget in the period incurred. Activities in Azerbaijan,
Uzbekistan, Georgia, and Moldova are transacted in USD and, therefore do not result
in any gains or losses from currency exchanges.

European Union Funded Projects

Due to the fact that all projects financed by the European Union are funded in
Euro and the requirement that the STCU financial statements are maintained in
USD, all European Union funded projects have to be expressed in USD. The
manner in which these commitments are expressed is set out below.

Projects Signed at or Subsequent to the 10" Board of Governors Meeting
Conducted on June 1, 2000

Project agreements approved by the European Union at all Governing Board
Meetings prior to the 10" Board of Governors Meeting are concluded in USD.

Project agreements approved by the European Union at all Governing Board
Meetings including and subsequent to the 10" Board of Governors Meeting are
concluded in Euros if solely funded by the European Union, and in USD if
projects are jointly funded.

In relation to project agreement procedures for European Union projects
approved at or subsequent to the 10th Board of Governors Meeting, concluded
in USD, the Executive Director of the STCU assigns these projects a Euro to
USD exchange rate on the date the Board funding table is signed. The exchange
rate assigned incorporates a financial safety margin for each approved project in
the amount of 5% of the exchange rate on the date of the signature of the Board
funding table. The European Union then provides funding at some later date in
Euros, and the STCU immediately converts the Euros upon receipt into USD. If
a reserve remains, it is withheld by the STCU until the total amount of Euros
provided by the European Union is converted into USD, and the total amount of
USD provided by the European Union is known. The project agreements are
then formally amended accordingly to match the amount of USD received,
including the reserve if available.

Projects Signed at or subsequent to the 17™" Board of Governors Meeting
Conducted on December 4, 2003

Project agreements approved by the European Union at all Governing Board
Meetings including and subsequent to the 17" Board of Governors Meeting are
concluded in Euros if solely funded by the European Union, and in USD if
projects are jointly funded.

The project agreement procedures for projects approved at or subsequent to the
17th Board of Governors Meeting, concluded in USD, differ from the
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SCIENCE AND TECHNOLOGY CENTER IN UKRAINE

ACCOUNTING POLICIES

aforementioned procedures for projects financed by the European Union at or
subsequent to the 10th STCU Board of Governors Meeting.

The European Union provides funding in Euros, before the projects are signed
by the STCU Executive Director, and the STCU immediately converts the Euros
upon receipt into USD. The total amount of USD provided by the European
Union is therefore known before the start of the project, and thus the project
agreements are written to match the amount of USD received.
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SCIENCE AND TECHNOLOGY CENTER IN UKRAINE

STATEMENT OF REVENUES AND EXPENDITURE
FOR THE YEAR ENDED 31 DECEMBER 2004

Page 8

2004 2003
Note uSsD uUSsb
REVENUES
Project Revenue 17,675,237 17,937,532
Administrative Revenue
- Administrative Operating Budget 1,891,037 1,755,512
- Supplemental Budget 1,946,671 1,483,183
New Building Fund - 94,853
Partner Fees 124,146 129,587
Interest Income 404,958 318,952
22,042,049 21,719,619
EXPENDITURE
Project Expenditure 1 17,675,237 17,937,532
Administrative Expenditure 2
- Administrative Operating Budget 1,816,549 1,731,469
- Supplemental Budget 1,946,671 1,483,183
New Building Fund - 94,853
21,438,457 21,247,037
NET SURPLUS 3 603,592 472,582

There are no recognised gains or losses other than the results for the year as set out



SCIENCE AND TECHNOLOGY CENTER IN UKRAINE

BALANCE SHEET AT 31 DECEMBER 2004

2004 2003
Note USD USD
CURRENT ASSETS

Receivables

Amounts due from funding parties 5 6,561,908 9,094,008
Other receivables 6 26,237 44 306
Prepayments and accrued income 7 80,362 42.776
Cash and cash equivalents 41,143,759 37,379,117
47,812,266 46,560,207
CURRENT LIABILITIES

Amounts payable — projects 8 (2,317,981) (2,688,7935)
Amounts payable — non-project (236,715) (187,803)
(2,554,696) (2,876,598)
TOTAL ASSETS LESS LIABILITIES 45,257,570 43,683.609

CAPITAL CONTRIBUTIONS
Designated capital — projects 9 20,916,901 22,348,183
Designated capital — administration 10 1,959,358 1,726,214
Designated capital — supplemental 11 4,660,357 4,382,932
Undesignated capital 12 17,720,954 15,226,280

45,257,570 43,683,609

Signed on behalf of
The Science and Technology Center in Ukraine é }Z’/}‘}’ 2005

Andrew A. Hood —Executive Director

Ll

Curtis M. Bjelajac — Chief Financial Officer




SCIENCE AND TECHNOLOGY CENTER IN UKRAINE

STATEMENT OF CASH FLOWS AT 31 DECEMBER 2004

Cash Flows from Operations

Cash Inflows

Net Cash Received from Funding Parties
Interest Income and Partner Fees Received
Total Cash Inflows

Cash Outflows

Project Expenditure

Administrative and Supplemental Expenditure
Total Cash Outflows

Net Cash Inflows From Operations

Cash and cash equivalents at 1 January

Cash and cash equivalents at 31 December

Page 10

Note

13

2004 2003
USD USD
24,913,683 19,573,829
487,134 456,894
25,400,817 20,030,723
(18,046,051)  (16,467,892)
(3,590,124) (3,281,855)
(21,636,175)  (19,749,747)
3,764,642 280,976
37,379,117 37,098,141
41,143,759 37,379,117




SCIENCE AND TECHNOLOGY CENTER IN UKRAINE

NOTES TO THE FINANCIAL STATEMENTS

1. Project Expenditure

Amounts charged to the Statement of Revenues and Expenditure:

2004
2003
2002
2001
2000
1999
1998
1997
1996
1995
Cumulative project costs incurred to 31 December 2004

uSD

17,675,237
17,937,532
12,317,194
10,100,633
7,096,198
7,904,566
7,351,641
4,987,540
1,339,245

86,709,786

Project expenditure comprises of grants to scientists, equipment costs, travel costs

and overhead costs.

Under the terms of the individual project agreements signed, title to equipment
costing less than 2,500 USD is vested with the recipient institutes upon acquisition.
The title to all other equipment provided to projects will remain with the Center until
termination or completion of the project at which time the title will be vested in the
recipient institutes unless prior to or on that date the Center informs the project of its

intention to retain title.

2. Administrative Expenditure

2004 2003
USD usSD

a) Administrative Operating Budget
Business Operations 282,685 334,611
Public Affairs 39,130 52,651
Personnel 646,432 603,006
Personnel Support and Development 118,749 123,590
Sustainability Group Operations 79,929 62,166
Legal, Auditing, and Banking 271,654 262,748
Fixed Assets 145,051 82,188
Headquarters and Branch Offices 232,919 210,509
1,816,549 1,731,469

Included within “Legal, auditing and banking’ are exchange losses of 12,050 USD

(2003 - 9,605 USD).

Personnel costs comprises grants made to the grantees in the STCU headquarters
and six regional offices located in Lviv, Kharkiv, Dnipropetrovsk, Baku, Tashkent

and Tbilisi.
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SCIENCE AND TECHNOLOGY CENTER IN UKRAINE
NOTES TO THE FINANCIAL STATEMENTS

2004 2003
USD usSD

b) Supplemental Budget
Technical, Collaborator and Contractor Travel 36,196 95,572

Support
Information Technology Support 51,458 45,185
Communication Support 2,555 -
Business Training/ Sustainability Group Support 19 67
Patent Support 23,335 14,185
Travel and Mobility Support 210,870 214,101
Expert Review and Advisors 27,609 9,182
Seminars/ Workshops Support 86,034 36,523
Service Contracts 1,508,595 1,068,368
1,946,671 1,483,183
3. Net Surplus Revenues Over Expenditure
The net surplus of 603,592 USD comprises the following;

2004 2003
USD usSD
Surplus Administrative Budget Revenues 76,109 18,161
Investment Income 404,958 318,952
Partner Fees 124,146 129,587
Other Revenue/(Expense) (1,621) 5,882
603,592 472,582

The net surplus set out above has been allocated to the Funding Parties in accordance
with the accounting policies and agreed responsibilities.

4. Taxation

Under the terms of the agreement establishing the STCU and also the Statute
approved by the Board of Governors, the STCU is exempted from any form of
taxation. However, only since December 1999 has the relevant legal framework
been implemented in Ukraine, allowing the STCU to recover its VAT on
Administrative expenditures.

The VAT incurred on project expenditures has been charged to the Statement of
Revenues and Expenditure as part of the project costs because, for the time being
there is no practical process in place for the recovery of VAT for project purchases
within Ukraine, Georgia, Uzbekistan, and Azerbaijan. Management of the STCU
continues discussions with the Governments of Ukraine, Georgia, Uzbekistan, and
Azerbaijan to investigate the possibility of establishing a procedure to recover
project VAT for purchases made within these respective countries. However, the
management of the STCU does not expect to recover the amounts incurred to date.
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SCIENCE AND TECHNOLOGY CENTER IN UKRAINE

NOTES TO THE FINANCIAL STATEMENTS

Accordingly the VAT incurred on project expenditures has been charged to the
Statement of Revenues and Expenditure as part of the project costs. Project items
purchased abroad by the STCU and imported into Ukraine, Georgia, Uzbekistan, and

Azerbaijan are exempt from VAT.

The VAT on administrative expenditures for 2004 has been credited back to the

corresponding expense account to which it relates.

5. Amounts Due from Funding Parties — Due Within One Year

United States
Canada
European Union
Partners

Amounts Due From Funding Parties — Due After One Year

European Union
Partners

Total due from funding parties

6. Other receivables

VAT Recoverable
Other Receivables

7. Prepayments and accrued income

Prepayments
Accrued Interest

Page 13

2004 2003
usSD usSb
2,370,527 2,147,035
233,372 229,222
1,164,132 2,588,104
1,591,908 3,091,467
5,359,939 8,055,828
2004 2003
uSD usb
625,888 579,611
576,081 458,569
1,201,969 1,038,180
6,561,908 9,094,008
2004 2003
usSD usSb
13,968 17,052
12,269 217,254
26,237 44,306
2004 2003
uSD usD
24,342 21,772
56,020 21,004
80,362 42,776




SCIENCE AND TECHNOLOGY CENTER IN UKRAINE

NOTES TO THE FINANCIAL STATEMENTS

8. Amounts payable projects

Grants Payable
Overhead Payable
Overhead Retainage
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2004 2003
usSD usb
1,475,083 1,900,822
234,828 228,397
608,070 559,576
2,317,981 2,688,795
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SCIENCE AND TECHNOLOGY CENTER IN UKRAINE
NOTES TO THE FINANCIAL STATEMENTS

13. Net cash received from funding parties

2004 2003

uUsD usD
Canada 414,994 400,685
Sweden - -
Ukraine 56,138 159,980
Partners 6,019,104 6,451,430
United States 8,956,524 7,765,580
European Union 9,466,923 4,796,154
Japan

24,913,683 19,573,829

14. Financial commitments

a) Science and Technology Center in Ukraine
No material commitments existed at December 31, 2004.

b) Funding parties

At December 31, 2004 the funding parties had approved but not signed 31
projects with a total funding of 4,245,230 USD (2003 - 10,243,707 USD). The
agreements for these projects are expected to be signed in 2005. As a result of
political unrest in Ukraine at the end of 2004, the 19™ STCU Governing Board
meeting scheduled to be held on December 2, 2004 in Kyiv, was postponed
until February 10, 2005, at which time the funding parties approved but not
signed 25 projects with a total funding of 2,544,835 USD and 775,000 Euro
(equivalent to 1,057,410 USD at December 31, 2004).

15. Expenditures borne directly by funding parties

Under the terms of the various agreements by which the funding parties set up the
Science and Technology Center in Ukraine, certain executive and senior staff
salaries are borne by the funding parties.

16. Financial Instruments
The STCU’s financial instruments comprise:

- Cash, liquid resources and short term debtors and creditors that arise directly
from the STCU’s operations.

These financial instruments are initially recorded at their nominal value and are

stated in the accounts at their nominal value reduced by appropriate allowances
for estimated irrecoverable amounts.
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SCIENCE AND TECHNOLOGY CENTER IN UKRAINE
NOTES TO THE FINANCIAL STATEMENTS

The main risks arising from the STCU’s financial instruments are liquidity risk
and foreign currency risk. The STCU management reviews and agrees policies for
managing each of these risks and they are summarised below.

a) Liquidity Risk
The STCU’s assets comprise mainly of cash and bank deposits which are
readily realisable to meet funding commitments.

b) Foreign Currency Risk
The STCU’s income and expenditure and net assets could be affected by
currency translation movement as some of the STCU’s assets and revenues are
denominated in currencies other than USD.

At the year end, financial assets held by the STCU in currencies other than
USD were as follows;

2004 2003

Amounts Cashat  Amounts Cash at
due from Bank due from Bank

Funding Funding

Parties Parties
USD USD USD UsD
Euro’s 1,265,792 6,074,135 2,262,897 2,856,564
Ukrainian Hryvna - 9,396 - 88,923

Azeri Manat - 16

1,265,792 6,083,547 2,262,897 2,945,487

17. Former STCU Facility at 3 Laboratornyj Provulok, Kyiv, Ukraine, 01133

In accordance with the agreement establishing the STCU, the Government of
Ukraine is responsible for providing, at its own expense, a facility suitable for use
by the Center, along with maintenance, utilities and security. Accordingly the
premises at 3 Laboratornyj Provulok were rented and made available to the STCU
at the commencement of the STCU’s activities.

Because the ownership of the STCU’s former facility was unclear, the Ministry of
Foreign Affairs stopped all rent payments until suitable ownership documents
could be presented by the landlord. The rent from January 1, 2000 to May 31,
2000 (53,000 USD) was not paid.

In late January 2002 the landlord obtained an ownership document for the former
facility. During the course of 2002, the Government of Ukraine attempted to
negotiate with the landlord of the STCU’s former facility, in order to resolve two
issues:
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SCIENCE AND TECHNOLOGY CENTER IN UKRAINE
NOTES TO THE FINANCIAL STATEMENTS

(1) the unpaid rent from January 1, 2000, and
(2) anew long-term lease for the STCU in the former facility.

In early October 2002, with no agreement reached between the former landlord
and the Government of Ukraine on either of the aforementioned issues, the former
landlord interrupted the electricity supply to the STCU’s former facility. As per
the decision of the STCU Board of Governors related to any interruption in STCU
utilities, the Executive Director of the STCU declared “force majeure” (as
described in Note 1) and the STCU moved into a temporary facility in mid-
October 2002. The STCU returned the keys and the control of the former facility
to the former landlord at the end of November 2002 and moved into its new
premises at 21 Kameniariv, Kyiv in late December 2002.

On April 25, 2003, the former landlord filed suit (case #89-04/03) against the
STCU and the Ministry of Foreign Affairs of Ukraine (as a co-defendant) in the
Civil Court of the City of Kyiv in the amount of 318,848.17 UAH (59,804.59
USD) for unpaid rent at the STCU’s former premises. On June 26, 2003,
(decision #3/335) the court found in favour of the former landlord and against the
STCU, but not the Ministry of Foreign Affairs of Ukraine.

On April 6, 2004, the former landlord collected 968.25 UAH (182.69 USD) of the
aforementioned court award from the STCU’s local bank account. As a result of
this seizure of some of the STCU’s funds, the STCU management decided to halt
all financial operations related to Ukrainian projects, and clear the STCU’s local
bank accounts, until all STCU’s Parties could reach agreement as to how to
resolve the outstanding court award.

The Government of Ukraine, represented by the Ministry of Science and
Education of Ukraine, provided 299,129.42 UAH (56,121.84 USD) to the STCU
on May 7, 2004 as partial payment towards the outstanding court order.
Furthermore, on May 27, 2004 the Prosecutor General of Ukraine filed a motion
with the Supreme Arbitration Court of Ukraine to demand that the court decision
(#3/335) in the previous case (case #89-04/03) be re-examined. This motion
temporarily froze any collection activity related to decision #3/335 until the
Prosecutor General’s motion was ruled upon by the Supreme Arbitration Court of
Ukraine. On May 27, 2004, the Ministry of Science and Education provided a
written assurance to the Board of Governors of the STCU of the following: (1)
that as of January 1, 2003 the Ministry of Science and Education is the branch of
the Government of Ukraine responsible for the STCU, (2) that the Ministry of
Science and Education will uphold Articles 9 and 11 of the Agreement to
Establish the STCU related to the Government of Ukraine providing at its own
expense, a facility including all payments of rent and communal services, and (3)
that the Ministry of Science and Education guarantees to assume the protection
and obligations of the STCU in case of the filing of any court case or legal claims
by Ukrainian citizens or organizations against STCU, in particular, case No. 3/335
of the Civil Court of Kiev.
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SCIENCE AND TECHNOLOGY CENTER IN UKRAINE
NOTES TO THE FINANCIAL STATEMENTS

On July 2, 2004, as a result of the Prosecutor General of Ukraine’s motion with
the Supreme Arbitration Court of Ukraine, Solominsky District Court cancels the
court decision #3/335.

On July 9, 2004, the Civil Court of Kyiv issues letter stating that a new case will
be opened with the case #3/335-2/308, within which the STCU will be named as a
defendant, along with the Cabinet of Ministers (instead of the Ministry of Foreign
Affairs as stated previously in case #3/335).

In late July, 2004, the Government of Ukraine and the STCU agree to lodge a
counter-claim against the STCU’s former landlord, requesting repayment of rent
and renovations paid by the STCU up until the date of documented ownership
(December, 2000) by the STCU’s former landlord. The amount of the
counterclaim was 852,496.30 UAH (159,943.02 USD).

On November 12, 2004, the Supreme Arbitration Court of Ukraine provided a
final verdict on both the original claim of the STCU’s former landlord and the
counterclaim advising that the court had declined to satisfy any claim from either
party stating that the term of term or statute of limitation (counting from the initial
lease signing date on May 26, 1995) had expired. The court provided 10 days for
both sides to appeal. Neither side lodged an appeal. Thus, according to STCU’s
legal advisors, this seemingly constitutes a draw and unless either party decides to
lodge a new case, the court decision (#3/335) in the previous case (case #89-
04/03) is closed.

Finally, according to STCU’s legal advisor’s, the STCU’s former landlord has
until October 2005 to start a brand new case against the STCU before the statute
of limitations on the period of unpaid rent expires. At that point in time, the
STCU’s former landlord should have no legal recourse to recover funds for upaid
rent at the STCU’s previous facility.

With these Ukrainian Court actions and written assurances by the Ministry of
Science and Education on behalf of the Government of Ukraine and having regard
to the Agreement establishing the STCU, the management of the STCU believes
that it is not liable for unpaid rent and utilities of its former premises located at
Laboratornyj Provulok 3. Accordingly, the financial statements do not include
any provision for the unpaid rent and utilities of the STCU’s former facility.
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Mr A Hood — Executive Director

Mr C Bjelajac — Chief Financial Officer
Science and Technology Center in Ukraine
21 Kameniariv

03138 Kyiv

Ukraine

Dear Sirs

SCIENCE AND TECHNOLOGY CENTER IN UKRAINE
FINANCIAL AUDIT FOR THE YEAR ENDED 31 DECEMBER 2004
MANAGEMENT LETTER — EXECUTIVE SUMMARY

Introduction

We have now completed our audit of the financial statements of the
Science and Technology Center in Ukraine (STCU), based in Kyiv,
Ukraine, for the year ended 31 December 2004.

Our audit was performed in accordance with internationally recognised
Auditing Standards. In planning and performing our audit we have
considered the STCU's internal control structure in order to assess the
level and nature of auditing procedures for the purpose of expressing
an opinion on the financial statements.

In conjunction with our review of internal controls in place for the
financial year ended 31 December 2004 we have also reviewed the
Management Letter which we prepared for the year ended 31
December 2003, to ascertain whether the weaknesses identified in
2003 still exist in 2004.

In general we have noted that a number of improvements have been
made by the STCU in the internal control and recording of
transactions, however a number of weaknesses still exist where
controls and procedures can be improved. Of the 8 Observations
noted last year, 3 have been addressed and are no longer considered
to be anissue. The remaining 5 Observations are still considered to be
of significance and require some form of corrective action, although we
would point out that in relation to some of these issues improvements
have been made. The outstanding matters not yet resolved are all
referred to in the body of this letter.

Please find below a summary of the observations, full details of which
are set out in section Il of the report. These observations were
discussed with Curtis “B.J.” Bjelajac prior to written comments being
obtained, which are incorporated in this report.

Observations Summary

1. The use of two software packages, ACCPAC (a dedicated
accounting package) and ACCESS (a database package tailored

This report has been prepared for the sole use of the Board of Governors and the
Management of the Science and Technology Center in Ukraine. No responsibilities are

accepted by Lubbock Fine towards any party acting or refraining from action as a result of

this report.



for STCU's needs) to record financial transactions limits the
availability of financial information.

We now note that this issue, which has been raised at the last four
audits, is now being addressed and an agreement has been
reached with a company for the supply of a fully integrated
accounting and reporting software package, with its
implementation likely to happen in the second half of the year.
(See Observation No.1).

2. We noted that there was no bonding insurance for the
transportation of large amounts of cash from First Ukrainian
International Bank to the STCU. (See Observation No.2).

3. During the course of our review we noted that a number of
contracts concluded with the project beneficiaries were not dated
by all signatories of the contract. (See Observation No.3).

4, It was noted that some 42 scientists had claimed grants for more
than the permitted 220 days per year. {See Observation Mo.4).

5. In relation to the technical and financial audits carried out by the
USDCAA, it was noted that a number of issues were raised
regarding the completion of time cards by participants. In addition
issues were raised regarding the identification of project
equipment and the verification of time inputs to documentary
evidence for one participant. {See Observation No.5).

6. During the course of our review we noted there was no one
system for the filing of project invoices. This impairs the efficiency
of tracing expenditure back to invoices. (See Observation No. B).

7. It was noted that the posting of accruals for working cash at the
year end was incorrectly carried out. The method used
understated working cash and accruals at the year end. (See
Observation No. 7).

This report has been prepared for the sole use of the Board of Governors
and the Management of the Science and Technology Center in Ukraine
and must not be shown to third parties without prior consent. No
responsibilities are accepted by Lubbock Fine towards any party acting or
refraining from action as a result of this report.

Yo sﬁaﬁiy,i?yi).

Lubbogk Fine

This report has bean prepared for the sole use of the Board of Governors and the
Managemeant of the Science and Technology Center in Ukraine. No responsibilities are
accepted by Lubbock Fine towards any party acling or refraining from action as a result of
this report.

LubbockFine
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This report has been prepared for the sole use of the Board of Governors and the Management of the Science and
Technology Center in Ukraine. No responsibilities are accepted by Lubbock Fine towards any party acting or
refraining from action as a result of this report.
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AUDIT FINDINGS SUMMARY

STCU
ltem Title Comments
(Agreed or
No. Not Agreed)
1. The use of two software packages for the maintenance of financial Agree
information.
Lack of adequate insurance cover. Agree
3. Contracts not dated. Partially
Agree
4. Monitoring of grant payments. Agree
5. Technical and financial monitoring of projects Agree
6. Filing of invoices for project expenditure Agree
7. Method of treating accruals for working cash expenditure Agree

This report has been prepared for the sole use of the Board of Governors and the Management of the Science and
Technology Center in Ukraine. No responsibilities are accepted by Lubbock Fine towards any party acting or

refraining from action as a result of this report.
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Il. AUDITOR’S REVIEW

This report has been prepared for the sole use of the Board of Governors and the Management of the Science and
Technology Center in Ukraine. No responsibilities are accepted by Lubbock Fine towards any party acting or
refraining from action as a result of this report.
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Audit of the Science and Technology Center in Ukraine

For the Year Ended 31 December 2004
Management Letter

Title:

Description:

Recommendation:

Observation No. 1

The use of two software packages for the maintenance of financial
information.

Currently the STCU uses two different, independent, software packages
for the preparation and monitoring of financial information. The principal
package used for the preparation of the financial statements is
ACCPAC, a recognised, off the shelf, accounting package. The second
package, ACCESS, is a database that has been tailored to the needs of
the STCU, primarily for the monitoring of project activity.

As a general rule ACCESS is used for the day to day entry of
transactions relating to the projects. Specifically, the payments relating
to project expenditure are all recorded in ACCESS on a daily basis.
New procedures have been adopted by the STCU to record all project
transactions on ACCPAC on a monthly basis, ensuring that more
accurate information is available and is reviewed throughout the year.

Whilst the ACCESS system developed by the STCU is a powerful tool
for monitoring purposes, it is not an accounting package, and
accordingly there are limitations in the manner in which financial
information can be produced. The problems associated with extracting
financial information from ACCESS, and the lack of interaction or
integration with ACCPAC are detailed below.

(i)  ACCESS acts primarily as a database, and is not an accounting
package. As such it does not have the capacity to generate
reports that would be associated with a more familiar accounting
package. This particularly applies to accounts payable where a
standard accounting package would generate reports indicating
what liabilities of the organisation are due, when the liability was
due, and break it down to components.

The inability to generate reports then prevents an effective review
of the figures to be undertaken. This then has the effect of obvious
errors not being spotted and rectified.

(i)  The use of two separate systems, in the manner operated by the
STCU, means that certain data is entered twice, which is not the
most effective use of resources.

It is our understanding that the primary reason for the reliance on
ACCESS for the posting of day to day payments, was the dissatisfaction
of using the job cost module on ACCPAC. We are further aware that
STCU now has an in-house IT department which will take more control
over ACCESS and that the system is in the process of being
documented.

We accept that there are advantages of using ACCESS for project
management, and that for the short term changes have been made to
the current system.

This report has been prepared for the sole use of the Board of Governors and the Management of the Science and
Technology Center in Ukraine. No responsibilities are accepted by Lubbock Fine towards any party acting or

refraining from action as a result of this report.

Page 4



Science and Technology Center in Ukraine

Management Letter

Audit of the Science and Technology Center in Ukraine

For the Year Ended 31 December 2004
Management Letter

STCU Comment:

Observation No. 1

The short-term considerations included in the management letter for the
years ended 31 December 2000 to 2003 have now, in the main been,
been implemented. For example, the STCU are in the process of
documenting the system and are increasing the involvement of the IT
department in the control of ACCESS. Also project transactions are how
entered onto ACCPAC monthly.

In the longer-term, we are aware that the STCU has now entered in to
an agreement with a software company to provide an integrated
accounting package which will cater for the various needs of the STCU.
This package is due to be operational in late 2005, and therefore the
observations noted above will continue to be an issue for a short while
yet.

The STCU concurs with Lubbock Fine's recommendations. As
mentioned, the STCU management plans to focus primarily on
performing the steps necessary to address the long-term systems
issues. The STCU management has accomplished in 2004 and plans
to perform the following long-term steps in 2005 to address this
observation:

(i) In November 2004, the project team underwent training on Navision
in order to get a better understanding of the system and its
functionality.  During this period, the project team discussed
preliminary design issues related to the implementation.

(i) In December 2004, the STCU Board of Governors approved the
remaining funds required for the purchase and implementation of
Navision.

(i) In the second-half of December 2004, the STCU signed the
software agreement for the purchase of Navision and remitted
payment.

(iv) In May 2005, the STCU is scheduled to sign the consulting
agreement with Innoware (the winner of the tender) for the
implementation of Navision.

(v) At the end of May 2005, the STCU is scheduled to “kick-off” the
implementation of Navision with a scheduled “go live” date of Aug.
31, 2005.

This report has been prepared for the sole use of the Board of Governors and the Management of the Science and
Technology Center in Ukraine. No responsibilities are accepted by Lubbock Fine towards any party acting or

refraining from action as a result of this report.
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Audit of the Science and Technology Center in Ukraine

For the Year Ended 31 December 2004
Management Letter

Title:

Description;

Recommendation:

STCU Comment:

Observation No. 2

Lack of adequate insurance cover.

During our examination of insurance costs, it was found that the current
insurance cover of the STCU is insufficient to safeguard its assets in
one key respect.

We noted in the management letters for the years ended 31 December
1999 to 2003 that there was no bonding insurance for the transportation
of cash from the First Ukrainian International Bank to the Center.

We now note the STCU pays all STCU local employees by bank
transfer and travel advances for less than US$3,000, and as a result the
volume of cash being withdrawn and transported at any one time has
been significantly reduced as has the frequency of withdrawals. We are
also aware of the fact that armed security guards now accompany the
treasurer when withdrawals of cash are made.

We would point out that the STCU has attempted to obtain insurance
cover, however as yet it has been unable to find a suitable cover.

Whilst we acknowledge that the issue of insurance cover is problematic
in Ukraine, and the fact that the STCU has attempted to obtain cover,
we strongly recommend further investigation be carried out in order that
such cover can be obtained.

The STCU concurs with Lubbock Fine’s recommendation, and will
continue to try and identify additional insurance providers that might
provide quotes for a reasonable policy. If a reasonable quote is found,
the STCU will utilize the funds provided for this coverage in the
Administrative Operating Budget to secure adequate insurance for this
issue.

This report has been prepared for the sole use of the Board of Governors and the Management of the Science and
Technology Center in Ukraine. No responsibilities are accepted by Lubbock Fine towards any party acting or

refraining from action as a result of this report.
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For the Year Ended 31 December 2004
Management Letter

Title:

Description;

Recommendation:

STCU Comment:

Observation No. 3

Contracts not dated.

In the management letters for the years ended 31 December 1999 to
2003 we noted that in the majority of cases, contracts concluded with
project beneficiaries were not dated by all parties.

During the course of our audit it was noted that in some cases, the
contracts are still not being dated. However, we would point out that this
issue relates primarily to the institutes not dating contracts, and in some
instances project partners, the STCU was noted to have dated all
contracts.

As well as not being in accordance with standard business practice, the
issue of not dating contracts creates a further difficulty with respect to
capital accounts. The accounting policy of the STCU states that a
project becomes designated when the contracts are signed. If all
participants do not date the contract, then the accounting policy
becomes harder to implement, and increases the risk that capital may
be wrongly credited to either designated or undesignated project capital.

Whilst we have noted improvements in this respect since this issue was
first noted in the management letter for the year ended 31 December
1999, there were still instances during the year where the contracts
were not dated by some of the parties.

All contracts must be dated by all signatories. The project accountant
must check that the contract is signed and dated by all parties, before
releasing any monies to the institute under the contract.

The STCU partially concurs with Lubbock Fine’s recommendations, and
will continue to work to ensure that all contracts are dated by instructing
the STCU Senior Specialists to work with all parties (e.g. lead institutes,
participating institutes, and partners) to ensure that they date their
signatures . The STCU agrees that the dating of signatures is standard
business practice. However, the STCU must weigh the interest of the
Parties to see the project agreements signed in a timely manner in order
to meet their non-proliferation goals, versus teaching and enforcing a
Western standard business practice. Dating signatures was not a
general business practice in the former Soviet Union, which hampers
the STCU in its efforts to teach the institute directors this Western
business practice. Thus, in summary, although the STCU agrees that
the dating of signatures is a very good practice, it will not return those
contracts not dated by the signatory parties, because this will slow down
even more an already lengthy process of starting an STCU project. The
STCU feels that any further delays in the starting of STCU projects
would be detrimental to the aforementioned non-proliferation goals of
the Parties.

This report has been prepared for the sole use of the Board of Governors and the Management of the Science and
Technology Center in Ukraine. No responsibilities are accepted by Lubbock Fine towards any party acting or

refraining from action as a result of this report.
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Title:

Description:

Recommendation:

Observation No. 4

Monitoring of grant payments.

As part of our review of the project costs incurred during the year we
attempted to ascertain whether any of the scientists or support personnel
receiving grants had claimed for more than 220 days a year, which is
deemed to be a normal working year.

The STCU generated a report from ACCESS showing individuals who
worked for more than 220 days in the year ended 31 December 2004 and
also showing rolling 12 month totals for each month. This report indicated
that some 42 (2003 — 14) scientists had claimed for more than the
permitted 220 days, with a total of 816 (2003 — 525) days being potentially
being claimed in excess of this limit.

Of particular concern was Mineev who claimed to be working 16 hours a
day for the whole of April and May 2004 (on 2 separate projects).

Whilst STCU has the ability to run a report showing individuals who work
more than 220 days in a year, this is done retrospectively at the end of
each quarter. At present no action is taken to prevent the scientists from
exceeding this limit in the future.

In addition, we noted that the requirement for scientists to work no more
than 220 days per year on STCU-funded projects is not included in the
agreement between the individual scientists and STCU. It is therefore
possible that the scientists are not aware of this requirement and this
increases the likelihood that scientists will exceed this limit.

In relation to the issue of the 220 working days per year, which is used as
a benchmark by the STCU, we believe that this figure is low, and does not
fully reflect the reality of the STCU projects. In addition the situation is
further complicated with regard to partner projects where there seem to be
less restrictions on the working days rule, for instance a grantee working
12 hours in a day is able to claim 1.5 days (based on an 8 hour standard
day).

We note that as of 1 March 2005 the STCU clarified the situation by
specifying an upper limit on days worked per year of 220. This limit can be
extended to 242 days upon written approval of the STCU.

We would make the following recommendations;

(i) In relation to the 42 scientists already identified, and in particular
Mineev, we would recommend that the STCU undertakes a thorough
review of the grants claimed by these individuals. This will involve
identifying all of the projects that they have worked on and then obtaining
copies of their time sheets for these projects. The time sheets should then
be compared and any duplications identified.

If duplications are identified, steps should be taken to recover the grants
that the individuals were not entitled to.

This report has been prepared for the sole use of the Board of Governors and the Management of the Science and
Technology Center in Ukraine. No responsibilities are accepted by Lubbock Fine towards any party acting or

refraining from action as a result of this report.

Page 8



Science and Technology Center in Ukraine

Management Letter

Au

dit of the Science and Technology Center in Ukraine
For the Year Ended 31 December 2004
Management Letter

STCU Comment:

Observation No. 4

If no duplication occurred and the scientists genuinely worked the amount
of days claimed, STCU should write to the scientists reminding them of
the 220 day limit and requesting that they keep better control over the
number of days they work in the future.

(i) In order to ensure that such exceptions do not occur in the future, any
exceptions noted when the number of days worked is reviewed should be
followed up with the scientists concerned.

As a further measure the finance department should ask the Senior
Specialists to report to them instances where they believe that certain
individuals are claiming more grants than they are entitled to.

(i) The agreement between STCU and the individual scientists should be
amended to include the requirement that the scientist may not work for
more than 220 days per year on STCU funded projects and that this may
be increased to 242 days upon the written approval of the STCU. The
agreement should also stipulate the requirement to calculate this total on
a rolling basis.

The STCU concurs with Lubbock Fine’s recommendations, and will
implement the recommendations presented in the following manner:

(i) The STCU will conduct a thorough review of the time cards of
those 42 scientists identified in order to ensure that there are no
occurrences of payments made for duplicate time worked on
multiple projects. If duplication is found to have occurred, then
the STCU will take appropriate action. If no duplication is found,
then the STCU will send a letter to the scientists, with a copy to
the appropriate Project Managers and Institute Directors of the
projects associated with these scientists, informing them of the
situation and requesting them to ensure that there is no
reoccurrence of this issue in on-going and future projects.

In the case of Mr. Mineev, the STCU wrote a letter dated March
18, 2005 to Mr. Mineev, as well as the two project managers
associated with the projects that he worked on claiming 16 hours
per day, asking Mr. Mineev to substantiate the hours claimed on
his timecards. On March 23, 2005, the STCU received e-mail
responses to the STCU’s written letter within which Mr. Mineev
and the two project managers associated with the projects
charged with the time worked, substantiated the time worked by
Mr. Mineev in manner acceptable to the STCU. In short, because
of time constraints on both projects, as well as Mr. Mineev’s key
role on both, he was forced to work substantial overtime hours in
order to achieve the deliverables in the timeframes required in the
two project workplans. Both project managers reiterated that Mr.
Mineev did indeed work the hours indicated in his timecards.

This report has been prepared for the sole use of the Board of Governors and the Management of the Science and

Technology Center in

Ukraine. No responsibilities are accepted by Lubbock Fine towards any party acting or
refraining from action as a result of this report.
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(ii)

(i)

(iv)

Observation No. 4

The STCU worked closely with the ISTC to review and
incorporate its policy in this matter. As a result of the discussions
with the ISTC, the STCU developed a policy (entitled “SOP XXIV -
Poject Participant Participation in STCU Projects”) within which
the STCU allows project participants to work up to 242 days
within one rolling calendar year with the permission of the senior
specialist, and stipulates courses of action for those participants
who work more than 242 days.

As was noted above, in the past when the STCU discovered that
a scientist worked more than 220 days in a rolling calendar year,
the STCU generated a warning letter to the project participant
with a cc: to the project manager. With the newly implemented
(effective as of March 1, 2005) policy mentioned above, the STCU
will allow project participants to work more than up to 242 days
with the permission of a senior specialist. In addition, the STCU
project accountants will increase their cooperation with senior
specialists in order to better prevent scientists from claiming
grants not due to them.

In 2004, the STCU amended the agreement between the STCU
and the project participants to include the statement that the
project participant may not work for more than 220 days per year
on STCU funded projects, calculated on a rolling calendar year
basis. Thus, the STCU will update the agreement again in 2005
to incorporate the details outline in the newly developed policy
described above.

This report has been prepared for the sole use of the Board of Governors and the Management of the Science and
Technology Center in Ukraine. No responsibilities are accepted by Lubbock Fine towards any party acting or

refraining from action as a result of this report.
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Observation No. 5

Financial and Technical monitoring of projects

At the request of the U.S. Department of State, the STCU recently
completed 11 U.S. sponsored technical and financial project audits. The
STCU worked closely with the U.S. D.O.S., Defense Contract Audit
Agency, and a select group of technical auditors to perform integrated
financial and technical audits.

In relation to these audits the following issues were noted:

Title:

Description:
(@)
(b)
(c)
(d)

Recommendation:

@)

(b)

In relation to Projects 1538, 1556 and Uzb-39 (J) it was noted that
participants were not completing their timecards properly, either
because the timecards were not completed on the day of the work,
they were being filled out in advance or they were potentially being
completed by other people.

In relation to Project Uzb-39 (J) it was noted that institute directors
were claiming more hours than permitted by STCU regulations.

In relation to Project P115 the USDCAA noted that there was
insufficient documentary evidence to verify the work carried out by a
particular project participant.

In relation to Projects 1538, 1556, 1700, 1580 and 1766 the
USDCAA has raised an issue concerning the overclaim of overhead
costs resulting from the inclusion of VAT in total project costs.

According to the project agreements, overheads are to be charged
at a fixed % of total allowable costs. At present projects claim
overheads on the total costs, however according to the USDCAA,
VAT is not an allowable expense and should therefore be deducted
from the total project cost before calculating the overhead payable.
On this basis the USDCAA has calculated that a number of projects
have been overpaid overhead costs because of the inclusion of VAT
in the calculation.

We would point out that in general the level of overpayment is very
small, and it should be borne in mind that it has always been the
practice to include VAT as there is no practicable mechanism to
recover the VAT from the authorities.

In relation to the above we would make the following recommendations:

With regard to the completion of the time cards we would
recommend that the STCU reminds all project managers, at the
various projects, of the manner in which time cards should be
completed. The project managers should in turn be required to
reiterate the procedures to the individual participants.

Overclaim of hours by institute directors we recommend the STCU
carry out procedures as described under observation number 4

This report has been prepared for the sole use of the Board of Governors and the Management of the Science and
Technology Center in Ukraine. No responsibilities are accepted by Lubbock Fine towards any party acting or

refraining from action as a result of this report.
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(©)

(d)

Observation No. 5

regarding the monitoring of grant payments.

In relation to the individual project participant the STCU should
request the individual to present appropriate documentary evidence
to the project manager at the STCU to determine whether the work
carried out was in agreement with the amount of time claimed.

With regard to the issue of excess overheads being claimed due to
the inclusion of VAT in project expenditure, we would recommend
that either the STCU develops a mechanism to recover the excess
VAT or it amends the project agreements to ensure that the VAT
element is allowable.

STCU Comment: The STCU concurs with Lubbock Fine's recommendations and plans to
perform the following steps to address this observation:

(i)

(ii)

The STCU will require all senior specialists and project
accountants to reinforce to all project participants of all projects
including 1538, 1556 and Uzb-39 (J) the requirements of Article
8.1.7. (b) Annex Il General Conditions, Part C (Allowable Costs)
of the Model Project Agreement, which states the following:
“Individual participants must personally complete their time
cards each day and in ink, and must sign their own time cards
at the end of each month.”. Furthermore, the STCU will require
all senior specialists and project accountants to reinforce to all
project managers and participating institute managers of all
projects including 1538, 1556 and Uzb-39 (J) the requirements
of Article 8.1.10. (c) Annex Il General Conditions, Part C
(Allowable Costs) of the Model Project Agreement, which states
the following: “ensure that individual participants correctly
record the hours worked on this project according to the
procedure described in Article 8.1.7.”. Again, this reinforcement
will occur throughout the year when project managers bring in
their project’s monthly timecards, as well as during the regularly
scheduled STCU monitorings. Particular emphasis will be
placed on time card procedures and policies during the first
monitoring, which as per STCU Standard Operating Procedure
VIII — Project Monitoring Policy is scheduled to occur within the
first six months of the operative commencement date of the
project.  Furthermore, The STCU will develop a standard
training program for project managers and participants in order
to inform them about the changes to procedures brought about
by the installation of Navision (scheduled for implementation in
late summer °'05), and will include a section about the
requirements related to timely and accurately completion of
their timecards.

The STCU will require all senior specialists and project
accountants to reinforce to all recipient signatories, deputy

This report has been prepared for the sole use of the Board of Governors and the Management of the Science and
Technology Center in Ukraine. No responsibilities are accepted by Lubbock Fine towards any party acting or

refraining from action as a result of this report.
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(i)

(iv)

Observation No. 5

recipient signatories, and project managers of all projects,
including Uzb-39, the requirements of Article F of STCU
Standard Operating Procedure VI — Project Financing.

Furthermore, in the case of Uzb-39, the STCU followed up on
DCAA'’s recommendation and secured the appropriate request
for increased participation of the institute director from the
project, which the STCU approved on in January 2005. A copy
of this request with appropriate approval signatures is set out in
Annex 1 to the Management Letter.

In the case of the project participant on project P115 without
satisfactory documentation to substantiate his hours on the
project, the STCU followed up on DCAA’s recommendation and
sent a letter to the project manager emphasizing the importance
of maintaining timely and accurate documentation. A copy of
this letter is set out in Annex 2 to the Management Letter.

Furthermore, this matter will be reviewed again by a Senior
Specialist during the final monitoring of this project.

The STCU still views the recovery of STCU VAT as the ultimate
resolution to this observation, and will continue its efforts to
work with the recipient party governments to recover these
funds. At the same time, the STCU worked closely with the
management of the ISTC in July 2004 to clarify how the model
project agreements are worded for the projects with that Center,
and the STCU will modify its own model project agreement to
mirror that of the ISTC’s and present it to the STCU Governing
Board for approval.

This report has been prepared for the sole use of the Board of Governors and the Management of the Science and
Technology Center in Ukraine. No responsibilities are accepted by Lubbock Fine towards any party acting or

refraining from action as a result of this report.
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Title:

Description:

Recommendation:

STCU Comment:

Observation No. 6

Filing of invoices for project expenditure

During the course of our audit, we noted that there was no systematic
method of filing of project invoices. This caused difficulties in the tracing
of project expenditure to invoices, for a number of projects for which
there was a large volume of purchases. It was noted that some of the
invoices were filed by invoice date, some by payment date, and a
number seemed to be filed in no logical order.

This issue has become more of a problem than the past when
expenditure for each project tended to be much smaller and there were
far fewer invoices per project. However, projects, such as P123, which
had non-labour expenses during the year of $458,767, have a much
larger volume of invoices. With no consistent system for the filing of
invoices it has become much more difficult to trace project expenditure
to invoices.

In relation to the above it is recommended that consistent policy for the
filing of invoices should be adopted. This system should be designed to
allow any individual to trace a purchase made from the financial records
to the invoices utilising referencing and a systematic way of filing the
invoices.

The STCU concurs with Lubbock Fine’s recommendations and will
develop a new policy for the filing of invoices in a consistent manner,
allowing the tracking of transactions from the financial records to the
invoices utilized.

This report has been prepared for the sole use of the Board of Governors and the Management of the Science and
Technology Center in Ukraine. No responsibilities are accepted by Lubbock Fine towards any party acting or

refraining from action as a result of this report.
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Title:

Description:

Recommendation:

STCU Comment:

Observation No. 7

Method of treating accruals for working cash expenditure

During the course of our audit we noted that an incorrect method was
being applied for the treatment of accruals for working cash
expenditure. At the year end, an entry was made for the total
expenditure paid out of working cash in 2004 which wasn't entered into
ACCPAC until the 2005 working cash replenishments, as follows:

Dr Expenditure
Cr Working cash

The impact of this treatment was an understatement of working cash
and accruals of $17,768 at 31 December 2004.

At the year end, a regular accrual should be made for any expenditure
incurred in the financial year which hasn’t been recorded in the current
year. The journal entry is as follows:

Dr Expenditure
Cr Accruals

This accrual should be reversed at the beginning of the following year.

The STCU concurs with Lubbock Fine’'s recommendations, and will
ensure that the recommended entry for all working cash expenditures
will be utilized for the generation of the accruals for the year end
December 31, 2005 financial statements.

This report has been prepared for the sole use of the Board of Governors and the Management of the Science and
Technology Center in Ukraine. No responsibilities are accepted by Lubbock Fine towards any party acting or

refraining from action as a result of this report.
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To: Deputy Executive Director
Esa Manninen

Project Coordinator

N.M. Dudke

From: Project Manager

T.F. Bekmuratov

Date: 21.01.2005.

Re: About an establishment of percent of participation N.O. Nabiev in the project

“Development of the Cryogenic-Optical Sensor for the Highly
Sensitive Gravity Meters”

Project manager: Bekmuratov Tulkun Faiziyevich, Doctor of Technical
Sciences, Professor

Phone: +998 71 169-1266; 162-8946 Fax:+ 998 71 162-8946
E-mail: tulkin@cyber.uzci.net, omonuz@mail ru

Participating institution: The Scientific Research Institute

“Algorithm - Engineering" of Academy of Sciences of Uzbekistan
Financing parties: USA

Operative commencement date: 01.4UG.2002

Project duration; 3 years

Date of submission:

Dear Esa Manninen,

In connection with necessity of the great volume works execution on creation of the new algorithms on
filtration, noise compensation and modeling gravimetric gauge I ask you to resolve Nabiev Ozad
Malikovich - the director of scientific research institute " Algoritm-Ingineering” 68 percent for work in the
project participation. Nabiev O.M. is well- known expert on signals modeling and processing. He took part
in signals processing and was the supervisor of this subject. His qualification and experience are also
necessary in the software development. For the period of the project execution the duty of the director will
be partialy carry out his assistant on scientific work.

Project manager
(Uzbekistan)

I? .

Profess;or T.F. Bekmuratov

e

o ﬁ L ageceo] r7loz. 08
DED %%W’_F/é' L2, ﬂj/



ANNEX 2

This report has been prepared for the sole use of the Board of Governors and the Management of the Science and
Technology Center in Ukraine. No responsibilities are accepted by Lubbock Fine towards any party acting or
refraining from action as a result of this report.
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SCIENCE & TECHNOLOGY

° CENTER IN UKRAINE
Zamira Golubenko Ph.D
Project Manager
Project #P115 February 21, 2005

Dear Ms. Golubenko,

As you are aware, representatives of the STCU, DCAA, and USDA recently audited
your project, P115, “Characterization of Phytoalexins from the Malvaceae in
Uzbekistan” on November 5. 2004. During that audit a number of issues were
discovered and discussed with you that require corrective action on your part, as well
as on the part of the project participants. The following items were discussed with
you during the audit, and we would like to request again that you ensure follow up on
these items in the manner described below:

» During the audit it was discovered that not all project participants were
keeping timely and accurate laboratory notebooks describing the work they
had completed. Thus, at the time of the audit, it was difficult for the project
participants to show results of their efforts. This in turn made it very difficult
for the auditors to feel comfortable that project participants were actually
performing the work that they were being paid for by the STCU. As you would
agree, this is not a desirable situation. Thus, please ensure that the project
participants are aware that timely and accurate laboratory notebocks are not
only good scientific practice, but also extremely important if your project would
ever like to patent any of its work, For your information, the STCU has
developed “Project Notebook Principles and Guidelines” which can be found
on STCU’s website at the following web address:

http:ﬁwww.stcu,int/documentsfqeneraULab Notebook Guidelines.pdf

» During the audit it was discovered that a project participant was working on a
machine and processing cultures for both the institute and the STCU project,
but charging all of his time to the STCU project. According to Article 8.1.10.
(c) Annex Il General Conditions, Part (Allowable Costs) of the Model Project
Agreement, the project manager should “ensure that individual participants
correctly record the hours worked on this project according to the procedure
described in Article 8.1.7.”. Thus, please work with all project participants to
ensure that they are completing their timecards for actual time worked on
STCU projects, and not for time worked performing work required by the
institute.

The STCU urges you to follow-up on these matters as soon as possible, in the
manner indicated above. Furthermore, if you have any questions or comments
related to this observation and follow-up actions, please feel free to contact your
responsible project coordinator or project accountant. The STCU is more than
happy to help clarify any questions or comments you might have.

21 Kameniariv St,, Kyiv, Ukraine, 03138
tel.: +380 44 430 7150, fax: +380 44 490 7145, steu@stcu kiev.ua, www.stou kiev.ua
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Furthermore, if you have any questions or comments related to the contents of this
letter, please feel free to contact me directly at 380-44-480-7150. Thank you for your
time and consideration.

Sincerely, [’4"‘

Curt "B.J." Bjelajac ?’ﬁ
Chief Financial Officer o N
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Science and Technology Lentéﬁg&ﬂﬁf@ﬁﬁy’
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Ce: Mr. Shovkat Salikhov, Director, A.S.Sadikov Institute of Bioorganic
Chemistry
Marsha Hurtado, International Affairs Specialist, USDA/ARS
Melanie Peterson, International Affairs Specialist, USDA/ARS
Andrew A. Hood, Executive Director, STCU
Borys Atamanenko, Senior Deputy Executive Director, STCU
John Zimmerman, Deputy Executive Director, STCU
Landis Henry, Deputy Executive Director, STCU
Esa Manninen, Deputy Executive Director, STCU
Peter Melnik-Melnikov, Senior Specialist, STCU
Borys Rovinsky, Project Accountant, STCU

21 Kameniariv St., Kyiv, Ukraine, 03138
tel.; +380 44 400 7150, fax: +380 44 490 7145, stcu@stcu.kiev.ua, www.stcu kiev.ua



TWENTIETH MEETING
of the STCU ®

GOVERNING BOARD

SCIENCE AND TECHNOLOGY CENTER IN UKRAINE - STCU
STATEMENT OF ADMINISTRATIVE OPERATING BUDGET (AOB) as of APRIL 30, 2005

Annual Booked Obligated | Remaining Percentage

Budget Expenditures | Expenses Budget (Over)/Under|
Administrative Operating Expenses
Non-Recurring Expenses
FACILITY IMPROVEMENTS 10 000 0,00 0,00 $10 000,00 100,00%
FURNITURE & FIXTURES 10 000 557,85 0,00 $9 442,15 94,42%
TELECOMMUNICATIONS EQUIPMENT 13 450 7 192,54 0,00 $6 257,46 46,52%
OFFICE EQUIPMENT 10 000 7 162,99 0,00 $2 837,01 28,37%
VEHICLE PURCHASE 25 000 21 152,83 0,00 $3 847,17 15,39%
COMPUTER HARDWARE 35 700 32 305,47 0,00 $3 394,53 9,51%
COMPUTER SOFTWARE 28 445 17 653,10 0,00 $10 791,90 37,94%
Subtotal Non-Recurring Expenses 132 595 86 024,78 0,00 $46 570,22
(1) Contingency - Non-Recurring 25 000 0,00 0,00 $25 000,00 0,00%
Recurring Expenses
LOCAL GRANT PAYMENTS 789 000 196 760,19 0,00] $592 239,81 75,06%
REPRESENTATION 15 000 3131,85 0,00 $11 868,15 79,12%
STAFF EDUCATION & TRAINING 63 280 13117,38 0,00 $50 162,62 79,27%
INTERNATIONAL TRAVEL 32400 1592 0 30 808 95,09%
TRAVEL WITHIN THE CIS 137 615 27 444 0 110171 80,06%
LOCAL TRAVEL 18 625 5 747,58 0,00 $12 877,42 69,14%
POSTAGE AND DELIVERY 10 000 2521,28 0,00 $7 478,72 74,79%
CUSTOMS FACILITATION 500 178,69 0,00 $321,31 64,26%
GENERAL OFFICE SUPPLIES 23 000 10 044,74 0,00 $12 955,26 56,33%
OFFICE EQUIPMENT REPAIR/MAINT 7 000 -186,87 0,00 $7 186,87 102,67%
VEHICLE OPERATIONS 9 000 6 503,81 0,00 $2 496,19 27,74%
PRINTING AND REPRODUCTION 24 000 1 436,80 0,00 $22 563,20 94,01%
TELECOMMUNICATIONS SERVICES 40 000 9 783,24 0,00 $30 216,76 75,54%
BUSINESS MEETINGS 6 000 2927,42 0,00 $3 072,58 51,21%
SUBSCRIPTIONS AND PUBLICATIONS 8 000 535,18 0,00 $7 464,82 93,31%
PUBLIC AFFAIRS 34 500 7 482,95 0,00 $27 017,05 78,31%
EMPLOYEE MORALE & WELFARE 22 000 5 010,77 0,00 $16 989,23 77,22%
MEDICAL PLAN 71 850 19 392,34 0,00 $52 457,66 73,01%
BUILDING SUPPLIES 7 000 3 822,88 0,00 $3177,12 45,39%
BRANCH OFFICES 90 720 9 476,36 0,00 $81 243,64 89,55%
INSURANCE EXPENSE 9 000 2588,11 0,00 $6 411,89 71,24%
BANK FEES - OFFSHORE 75 000 20 234,29 0,00 $54 765,71 73,02%
BANK FEES - ONSHORE 57 000 14 225,94 0,00 $42 774,06 75,04%
BUSINESS GROUP OPERATIONS 50 000 -635,17 0,00 $50 635,17 101,27%
LEGAL SERVICES 10 000 5 310,93 0,00 $4 689,07 46,89%
ACCOUNTING AND AUDITING 83273 83 273,00 0,00 $0,00 0,00%
OTHER PROFESSIONAL SERVICES 98 000 8 322,50 0,00 $89 677,50 91,51%
Subtotal Recurring Expenses 1791763 460 042 0 1331721
Contingency - Recurring 10 000 0,00 0,00 $10 000,00 100,00%
Total Administrative Expenses 1959 358 546 066,94 0,00| $1413 291,06 72,13%
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REVISIONS TO STCU REGULAR, GOVERNMENT
PARTNER, AND NON-GOVERNMENT PARTNER
MODEL PROJECT AGREEMENTS



SCIENCE AND TECHNOLOGY CENTER IN UKRAINE

Project Agreement

enter

between

THE SCIENCE AND TECHNOLOGY CENTER IN UKRAINE

and

RECIPIENT (S)

Kyiv

OPERATIVE COMMENCEMENT DATE:




The Science and Technology Center in Ukraine (hereinafter referred to as “the Center”),
the named leading Institution ,
and the named other Institutions,

(hereinafter referred together as “the recipient entity(ies)”), represented for the purpose of
signing this Project Agreement (hereinafter referred to as “the agreement”) by their authorized
representatives (with the Center and the recipient(s) hereinafter referred to collectively as “the signatory
parties”),

TAKING INTO ACCOUNT THE FOLLOWING CONSIDERATIONS:

The United States of America, Canada, Sweden and Ukraine signed the agreement establishing
the Science and Technology Center in Ukraine on October 25, 1993 (referred to as “the STCU
agreement’),

The European Communities acceded to the STCU agreement on November 26, 1998, and in so
doing, replaced Sweden as a Party to the STCU agreement (hereinafter, “Party” means an entity that was
an initial signatory to the STCU agreement or that has acceded to the STCU agreement),

Additional states may accede to the STCU agreement to participate in the activities of the Center
(Georgia acceded to the STCU agreement on March 18, 1998; Uzbekistan acceded to the STCU
agreement on December 29, 1997; Azerbaijan acceded to the STCU agreement on June 27, 2003;
Moldova acceded to the STCU agreement on December 7, 2004),

The Center is a legal entity and has been accredited by the Ministry of Foreign Affairs of Ukraine
as an internationakintergovernmental organization with its headquarters in Kyiv,

The recipient(s) is a legal entity within Ukraine (or other CIS state),

The Governing Board of the Center has approved the financing of a project through the Center in
the domain covered by the agreement. The (names of STCU Parties) (hereinafter referred to as “the
Financing Parties”) have agreed to provide financial support for such a project,

As set forth in the STCU agreement, funds received by a legal entity in connection with the
Center’s projects shall be excluded in determining the profits of that organization for the purpose of tax
liability, and funds received by persons in connection with the Center’s projects shall not be included in
these person’s taxable incomes,

HAVE AGREED AS FOLLOWS:

Article 1 - Scope of agreement

1.1 The recipient entity(ies) shall carry out the work plan set forth in Annex | according to the
conditions of the agreement, subject to the provisions of the STCU agreement, and the statute of the
Center (hereinafter referred to as “the STCU statute”) which govern in case of conflict. The activities
carried out under the agreement are entitled title of project (hereinafter referred to as “the project”). All
Project Activities subject to this Agreement are to be executed by the Recipient, using only funding
provided by the Center and/or sources approved by the Center. The recipient entity(ies) shall notify the



Center immediately if it and/or other participating institutions determine at any time to utilize any other
funding sources to execute such Project activities.

1.2 Subject to any amendments or exclusions by any other articles, the detailed terms of the
agreement are specified in the annexes which form an integral part of the agreement. In the case of
conflict between any provision in the annexes and any other provision of the agreement, the latter shall
prevail.

Article 2 - Duration of the project

The duration of the project will be up to 36 months from the first of the month following the date
this Agreement is signed by the STCU Executive Director, or from the first of the present month if this
agreement is signed by the fifteen of the present month inclusively (hereinafter referred to as “the
operative commencement date”).

Article 3 - Organizational structure of the project

3.1 The scope of work for each institution which takes part in the project, the organizational
structure of the project, as well as financial requirements of such an institution, are attributed and
stipulated in Annex I. The named leading Institution (hereinafter referred to as “the coordinating
institution”) and the other institutions participating in the agreement will hereinafter be referred to
collectively as “participating institutions.”

3.2 In the agreement, the authorized representatives of participating institutions, the project
manager and the participating institution managers who are identified in Annex |, shall be responsible for
the scientific, financial, personnel, and administrative management of the project in accordance with the
terms and conditions of the agreement. The project manager from the coordinating institution shall be
responsible for all aspects of the project including authorization of requests for payments associated with
fulfilling the work plan, coordination between participating institutions, and the submission of all documents
on behalf of the recipient(s) to the Center, whereas the participating institution managers shall be
responsible for work carried out by their respective participating institutions and the submission of
documents on behalf of their respective participating institution to the coordinating institution.

3.3 In the agreement, the authorized representatives of participating institutions, the directors,
shall be responsible for general administrative and legal agreement’s support in accordance with the terms
and conditions of this agreement. The directors hereby accept the project manager, the participating
institution managers and the project grantees; agree that the project will be performed on the premises of
their respective institutions and that necessary facilities and services will be made available to support the
project manager, the participating institution managers and the project grantees during the performance of
the project.

3.4 The recipient entity(ies) is bound by this agreement to take all necessary and reasonable
precautions to make safe all money and property according to this agreement and bears responsibility for
any loss or damage of items provided. The project manager and the participating institutions managers
shall have exclusive rights to utilize all equipment and materials provided to or procured by respective
participating institution during the term of the project.

Article 4 - Financial contribution of the Center



4.1 The total cost of the project to the Center shall not exceed $ dollar amount!. This total
includes the cost of items described in Articles 4.2, 4.3, and 4.6 below.

4.2 The Center shall make grant payments directly to the project grantees. The amount of such
payments is estimated to be $ dollar amount. This total amount may be increased with the concurrence of
the Center project coordinator provided that (1) such increase results from the additional time worked on
the project rather than an increase in the rate of pay and (2) an offsetting reduction is made to the cost of
items in article 4.3.

4.3 The Center shall pay for items ordered by the project manager on behalf of the participating
institutions including: equipment, materials, other direct costs, travel and subcontracts. The amount of
such payments is estimated to be $ dollar amount.

4.4 Equipment purchased in accordance with Article 4.3 will be preserved, accounted for, and
maintained throughout the term of the project by the participating institutions. Such equipment shall be
used only in areas that are open for monitoring and auditing in accordance with Article 9.

4.5 Title to equipment purchased in accordance with Article 4.3 with an acquisition per item cost of
less than $2,500 will vest in the participating institution at the time of delivery. Title to all other equipment
will remain with the Center until termination, cessation, or completion of the project, at which time title will
be vested in the participating institution unless prior to or on that date the Center informs the participating
institution of its intention to retain title to the equipment.

If the Center retains title to the equipment, the Center will provide instructions to the participating
institution for disposition of the equipment. The Center will pay the cost of disposing of such equipment.

4.6 The Center will pay overhead to participating institutions, represented by their respective
directors, in an amount not to exceed 10% of the allewable—direct project costs for each participating
institution.

Article 5 - Cash payments by the Center

5.1 The Center shall pay its financial contribution through special bank accounts established by
the Center.

5.2 Pursuant to Article 4.2, the Center shall make grant payments directly to private bank accounts
of the project grantees in accordance with Letters of agreement between the Center and with each project
grantee.

Each project grantee shall personally withdraw grant payments from his or her bank account. The
use of a power of attorney to allow one individual to withdraw grant payments from the individual accounts
of the project grantees is not permitted without the express permission of the Executive Director of the
Center.

The Center shall make the advance payment, which is one third of the first quarter grant payment
to the project grantees, as soon as possible following the operative commencement date.

The Center shall make quarterly grant payments in accordance with the payment level rates set
forth in Annex | and the amount of time devoted to the project by each grantee. Such payments are made
after approval by the Center the cost statement for the last completed quarter. The Center, at its option,
may require the project manager to provide completed time cards certified by the project manager to the
Center on a monthly basis to support the time devoted to the project.




Since the project grantees will remain employees of the participating institutions, the Center’s act
of direct grant payments to the project grantees will not transfer from the participating institutions to the
Center any liability for damages caused by the project grantees during execution of the projects or any
liability for damages to the project grantees during execution of the project.

5.3 Pursuant to Article 4.3, the Center shall make current payments directly to vendors in amounts
which are estimated in Annex I. Such payments shall be based on vendor invoices and other documents
delivered to the Center with written requests from the project manager.

5.4 Pursuant to Article 4.6, the Center shall make payments of overhead to the participating
institutions represented by their respective directors as a fixed payment.

One half of the overhead will be paid after approval of quarterly progress and cost statements by
the Center. A retention shall be made by the Center of the remaining one half of the allowable overhead for
the project. The retention shall be released to the participating institutions represented by their respective
directors within one month following the approval by the Center of the last technical or financial document
or other deliverable required by the agreement.

5.5 Within Ukraine, all cash payments will be made in the national currency of Ukraine. Conversion
of US dollars to the national currency of Ukraine will be according to the exchange rate of the National
Bank-of-Ukrainelnterbank Rate of Ukraine. Within Georgia, ard-Uzbekistan, Azerbaijan, and Moldova, all
cash payments will be made in U.S. Dollars_or Euros where possible. -

Article 6 - Cost Statements by the recipient

6.1 Quarterly cost statements (consolidated by the project manager and for each participating
institution) covering each three-month period shall be submitted within 15 days by the project manager to
the Center in English and Ukrainian (Russian optional, if the project is located in other CIS State), in hard
copy and in electronic format on disk (Microsoft Word and Excel). The statements shall be appended to the
relevant progress reports specified in Article 7. The format of the cost statements will be provided by the
Center. The quarterly cost statements will include a representation that all project activities conducted by
the Recipient during the preceding quarter were funded only with funding provided by the Center and that
no other source of funding was utilized in carrying out such activities. If cost statements are not submitted
on time, the Center may request in writing its submission. If the Center does not receive the submission
within twenty days after such a written request, the Center may consider the previously claimed costs to be
final and determine to make no further reimbursement.

Article 7 - Reports and other project outputs

7.1 The recipient entity(ies), represented by the project manager, shall submit the following reports
in accordance with the format prescribed in Annex lll, in English and Ukrainian (Russian optional, if the
project is located in other CIS State), in hard copy and in electronic format on disk (Microsoft Word and
Excel):



(a) Quarterly progress reports covering each three-month period following operative commencement date
will be submitted within one month after the end of each reporting period. Quarterly progress reports are
not required on the dates when annual progress reports are due.

(b) Technical reports will be submitted within one month after the significant results are achieved according
to the milestones defined in work schedule (see Section 9 of Annex |).

(c) Annual reports will be submitted within one month following the anniversary date of the operative
commencement date and will cover the previous twelve months of project activity.

(d) A draft final report will be submitted within two months of the completion of the project work plan,
cessation or termination of the agreement, or the agreed completion date of the agreement, whichever will
be the earliest. The Center will submit to the recipient(s) its evaluation of the work performed and the draft
final report within two months after receipt by the Center of the report. The definitive final report will then
be submitted to the Center within one month following the receipt of the Center’s evaluation and will take
into account the Center’s evaluation. If the Center does not submit an evaluation within two months, the
draft final report shall be considered the definitive final report.

(e) All reports shall be submitted by the project manager from the coordinating institution, as mutually
agreed with all participating institutions, prepared in a suitable form for publication and satisfactory to the
Center.

(f) The beginning of each period defined in accordance with (a), (b), (c), (d) of this article can be shifted by
corresponding number of months, if the first advance payment will be late more than one month after the
operative commencement date.

7.2 For the purposes of the agreement, “deliverables” are defined as any significant outputs of the
project to be submitted in accordance with Annexes |, I, and Il

Article 8 - Ownership and exploitation of results

8.1 When intellectual property arises under this agreement, the entity which creates it will inform
the other entities participating in the project and the Center’s Executive Director, who will inform the Parties
in a timely fashion.

8.2 The recipient entity(ies) shall hold all rights worldwide to intellectual property arising from this
agreement, as set forth in Part E of Annex I, except for the rights in the Financing Party’s territory
enumerated in Article 15.2 of Annex II.

8.3 Exploitation of results shall be limited to applications for peaceful purposes. In this regard, the
participating institutions shall ensure that any results which could result in concerns over proliferation of
weapons technology and transfer of sensitive technologies will be treated in accordance with relevant laws
of Ukraine—Recipient country(s) and international agreements and conventions to which Recipient

country(s) Ykraine-is(are) a party.

Article 9 - Auditing and monitoring



9.1 Access by the Center and Financing Parties to carry out on-site monitoring of all activities of
the project shall be granted by the participating institutions, and information and assistance shall be given
for the verification and evaluation of the project activities as set out in Annex |l

9.2 Audits of costs may be carried out by the Center and the Financing Parties as specified in
Annex II.

Article 10 - Amendments, variations, or additions

The provisions of the agreement and its annexes may be amended or supplemented by means of
a written agreement signed by authorized representatives of the signatory parties.

Article 11 - Disputes

Disputes arising during performance of the agreement including, in particular, (i) a claim by the
recipient entity(ies) for any payments deemed due; (i) an interpretation of a provision of the agreement; or
(iii) a request for relief or approval related to the agreement, shall be subject to the following procedure.

The recipient entity(ies), represented by the project manager, shall submit any claim, demand, or
request in writing to the Executive Director. The written decision of the Center shall be delivered to the
project manager within four weeks of the receipt of the submission.

Exceptionally, the coordinating institution may appeal the Center’s decision in writing through the
Executive Director of the Center to the Governing Board of the Center within four weeks of the
communication of the Center’s decision.

The decision of the Governing Board shall be final and binding. Pending the final settlement of
disputes, the participating institutions shall, nevertheless, proceed diligently with the performance of the
agreement.

Article 12 - Liability

12.1 The Center shall not be liable for any material loss, damage, or injury of any nature arising
from, or in connection with, the performance of the work under the agreement solely by virtue of financing
the project, including liability from direct grant payments to project grantees as set forth in Article 5.2.

12.2 The Center shall not be liable to the participating institutions or third parties for claims arising
from

(a) the publication or transmission of any report in accordance with Articles 4 and 13 of Annex Il

(b) the application of the contents of any report by a third party, or

(c) the handling or use of products which result from the project.

Article 13 - Termination of the agreement and Issuance of Stop Work Orders

13.1 The Center may terminate the agreement by a written notice to the recipient entity(ies), with
the termination to be effective after 30 days or a longer period as determined by the Center following
receipt of the notice by the recipient entity(ies). The project manager, with approval of the Center, may
terminate the participation of a participating institution by a written notice, with the termination to be



effective after 30 days or a longer period as determined by the Center following receipt of the notice by the
recipient. Notwithstanding any termination, the submission of reports and cost statements covering the
period up to termination shall be required.

13.2 The agreement may be terminated due to force majeure or to other factor beyond the control
of the participating institutions.

13.3 If the agreement is terminated pursuant to paragraphs 13.1 or 13.2, costs shall be limited to
the allowable costs incurred by the participating institutions prior to the termination and such other costs as
the Center considers to be fair and reasonable having regard to commitments which have been reasonably
entered into and which cannot be canceled or avoided.

The participating institutions shall comply with the directions of the Center in the termination notice
to reduce or mitigate these costs.

Notwithstanding any termination, the following provisions of the agreement will continue to apply:
Article 11 (Disputes); Article 7 and Article 8.2 (Equipment) of Annex II; and Part E of Annex Il (Intellectual
Property Rights).

13.4 Furthermore, if the Center terminates the agreement because of actions by the participating
institutions which obviously violate the national laws of Recipient country(s)Jkraine or which obviously are
contrary to the stated objectives of the Center or to other conditions specified under the STCU agreement
or the STCU statute, the participating institutions shall, upon demand by the Center, promptly return all
payments and goods previously provided to the participating institutions. Notwithstanding the provisions of
Article 13.1, termination pursuant to this paragraph shall be effective immediately upon receipt of the
written notification of the termination by the recipient entity(ies). Notwithstanding any termination, Part E of
Annex Il will continue to apply.

13.5 If the Center determines that the participating institutions have violated (1) the national laws
of Recipient country(s)Jkraine, (2) the objectives of the center as stated in the STCU agreement or the
STCU statute, or (3) the terms and conditions of this project agreement, the Center shall have the right to
issue a stop work order to the project manager and the participating institutions. Upon issuance of a stop
work order, all work on the project will cease immediately. Project grantees will not be paid for work
performed during the period that the stop work order is issued, the Center will review the circumstances
which caused the stop work order to be issued and determine what action must be taken to remedy the
situation. If and when the situation is remedied, the Center shall cancel the stop work order and thereby
allow work on the project to resume. Alternatively, the Center may determine that the situation is so severe
that the project agreement should be terminated pursuant to paragraph 13.4.

Article 14 - Annexes

As specified in Article 1.2, the Annexes are an integral part of the Agreement. They are:
Annex | - Work plan

Annex Il - General conditions

Annex IIl - Formats for progress and technical reports



Article 15 - Entry into force of the agreement

This agreement shall enter into force on the operative commencement date.

Prepared in Kyiv in the English and Ukrainian languages_(Russian optional, if the project is located
only in other CIS State). In the event of inconsistencies between the English and Ukraintan-other texts, the
English text shall take precedence.




Annex | Work Plan

1 Project Information

1.1 __ Titleof projectProject Title  Enter-the-title-of yyour-project[populated automatically from

information entered elsewhere in STCUPS]

A Key-Words—Enterkey-words
1.2 4.2-Project Science and Technology Fechnical-Areas

Primary: [populated automatically from boxes ticked in STCUPS:
01. Nuclear Safety; 02. Environmental Monitoring & Protection; 03. Enerqy Saving & Production;
04. Medicine & Health Care, Biological Technologies; 05. Transportation Infrastructure; _ 06.
Communication _Infrastructure; __07. _Information _Technologies;  08. Experimental _Industrial
Technologies;  09. Experimental _Technologies: Equipment & Devices;  10. Experimental
Technologies: Sensors, Measuring Systems; 11. Experimental Technologies: Material Design; 12.
Experimental Technologies: Coating; 13. Basic Science; or 14. Other.]

Secondary:  [populated automatically]

1.32. _ Project—managerProject manager: —Enter-name-and-surname—of—the—profect-manager
peosition-telephone—falall fields populated automatically]

Name: [Last name, First name Middle name (Academician)]
Phone: [(+380.44) 4444444]

Fax: [(+380.44) 4444444]

E-mail: [mail@mail.ru]

1.4 Coordinating Institution: [all fields populated automatically]

Name:
Address:
X;-and-e-mail
1.5 24-Participating institution manager [all fields populated automatically]
Name: [Last name, First name Middle name (Academician)]
Phone: [(+380.44) 4444444]
Fax: [(+380.44) 4444444]
E-mail: [mail@mail.ru]

1.6

Name:
Address:

1.37-__Foreign Collaborators [all contact information populated automatically]
Person: [Last Name First Name Middle Name]
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Country: [Liechtenstein]
Organization: [Institute]
Phone: [(+423.03) 000]
Fax:  [(+423.03) 001]

Please Name—foreign—collaborators—involved—in—your—work—provide—name/ada ofinstitution;
e —itndicate the_Collaborator’s intendedir contribution to the Work P-plan.n
1.8 Project location and facilities [pre-populated from information entered elsewhere in

STCUPS.  Please note — the following explanation/instructions do not appear to have made the
transition to STCUPS. If they are essential, then they should be somehow re-included:

Specifically describe the location of work to be conducted under the project. Provide such information
for each institution, including building number, laboratory, and room number. If any work is to be
executed outside of the coordinating or participating institutions, describe that additional location in
detail. List all equipment to be utilized under the project and provide adequate data about its location.
Estimate the total amortization cost for equipment to be used under the project by all participating
institutions. _In case any equipment is used/operated jointly for making a larqge-scale unit or system,
please describe what, specifically, will be done. Also include all planned modifications to existing,
rented and/or borrowed equipment that will be used under the project.]

42 Detailed Description of Work Plan

2.1 —Introduction and-overview

, _—
“S“'at.:’. “'eeb’eef"e. bactive-of tho-proicel.

What's is the problem?
Describe the current state of the problem, the area of research, and why this problem is important.

2.1 Literature Search

What are are-other people doing?

Describe the main achievements_and weak points in this field in the world and in Ykraineyour own
country. —to-the-extent-_possible fiListst the leading firms—scientists_and -other specialists in this
fields. Be sure to look beyond the Commonwealth of Independent States, to include the other major
scientific and industrial nations, when compiling this list.

How are their results being applied?

Indicate any current technical, commercial, industrial or other practical applications of research in this
field. To the extent possible list the leading firms, laboratories, and university centers whose
scientific_activities (commercial, fundamental,_ or both) depend upon advancements in your field.
When developing this list, be sure to look beyond the Commonwealth of Independent States, to
include the other major scientific and industrial nations.

2.3 Purpose and Objective
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What are we are going to do?

Explain how tndicate-the—contribution-of-your project te-will help to solveing this problem. Describe
Give-the-detailed-information-about-subject-of-your proposed investigation, Provide, as appropriate,
graphs, pictures or diagram to illustrate your explanation. Please be sure your description in-erderto
covers ther main-speeific points of -your project.

What is the objective?
Succinctly state the primary objective of the project.

2.4 Expected Significance

What's new?

Describe_and compare in what way your project work and results) areis new, unique, and-/or different
from similar researchesresearch all over the world. If your research has any practical application,
explain how it will contribute to developments in the appropriate commercial or technical sectors. If
your research is theoretical or fundamental, explain how it will further scientific understanding, and
your team's ability to_compete for funding. Support any claims with reference to preliminary or
published results, if possible. -

2.5 Organization, Qualification and Staffing

Who we-are we?

Briefly describe the institutions and participants of your project, their qualification with references on
to previous significant results and what they will do in the project. Please highlight, in addition to
technical qualifications, any market or social science research skills, or business training the
participants may possess. Please note any foreign lanquage capabilities of team members.

How does this project relates to our other work?

Briefly dBescribe other projects in which these people or organizations are involved.__Note who
(your government, a foreign government, a private _company or_corporation, foundation, your
institute _or_organization) funds this work. Describe what stage of research or technological
development you have already reached. Provide references for any relevant published papers.
Note any patents received or pending. If the proposed research or activities will move your team
closer to financial stability (commercial or grant-supported), please highlight this contribution.

2.65. _ Expected results

What will be done in the framework of this project?
Indicate and describe scientific, /technical,_‘commercial,_or /other results that will be achieved in the
framework of this- project. Be specific.

What’s next?

It is desirable for you to lindicate_ the_possible possible areas of the project results application,

industrial or commercial applications of the project results. Note any expected patent applications.
Describe . economic and other benefits you may obtain during the project implementation; state
these expected benefits in quantitative terms. If possible list firms and companies_you know to be
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interested in implementation of- your results.__If your project has limited commercial applicability,
describe_how you intend to use these results to attract funding for further research. Briefly relate
what direction that research would take.

2.7 6. Scope of activities

How will the investigation be organized?

Describe the major phases or stages of your proposed activities under the project. For each stage,
describe the specific_activities included, and any intermediate results and milestones that are
expected. Specify who or which work groups will be doing the work. Note the time-sequence of the
stages. When work is to be done in parallel, or will be done at multiple sites, specify which part of
the work is to be performed by each participating institution. Use organization charts, diagrams of
work_structure, and/or work schedules to illustrate the division of activities into stages and their

allocat/on fo dlfferent Work qroups Prewde—ea#efe#—desenp#en—eﬁthe—reseaﬁehﬁand—eevelepment

scope of actlwtles to the stages and sub-stages ltemlzed fun.‘her in Iable4the Work Schedule page
of the STCU Project Software.

2.8 7- Technical appreach-and-Mmethodology

How will the science be done?

Describe the scientific and techn/cal aQQroachz methods and methodolog Qy to be in each phase of
the projectusea
Uunderline an _Lnovelty anel—or un/queness of the methodologlcal Iaaekgreund—approach for solving the
problem. Describe how any preliminary work performed validates the proposed approach.

2.9 Sustainability Planning

This_section is a _new _requirement. Here, your team should present specific_market research
objectives to _be addressed during the lifetime of your project. Please describe your proposed
market-related activities with the same rigor that you describe your scientific activities in the sections
above. Specific stages and milestones should be included in your Work Schedule page. Personnel
who will be engaged in market research should be identified along with other project team members
on the Scientists page. All expenses related to your sustainability planning should be listed in the

Budget page.

Which “Market will we study?

Briefly describe your vision of how your scientific team could ensure its ability to continue its scientific
or technical activities after the conclusion of the project. Describe the specific “market” of interest.
As well, please highlight information that you do not yet know, that you will need to gather in order to
achieve this vision.

What is our specific market research objective?
Given your vision and the information gaps described above, formulate one or two specific market
research objectives that you can address during the lifetime of your project:
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A. You may wish to pose a hypothesis about the market, e.q. “we believe that companies of X
type would be interested in producing our crystal to sell to their customers.” Your research
objective would then be to gather sufficient information to test that hypothesis.

B. Or, you may wish to ask a general question, e.q. “who funds research in area Z?” In this
case, you should establish clear boundaries to reflect what you believe to be achievable, e.q.
“we will research organizations of types X and Y, in countries A, B, and C, that fund research
in area Z, and identify their current priorities and application procedures.” In this case, your
research objective would be to understand whether your scientific direction matches the
funding priorities of any of the targeted organizations and whether your team is qualified to

apply for grants.
C. Or, you may set a very specific objective, e.q. developing a business plan with one particular

type of partner.
Reqardless of the form, please be as precise as possible in formulating your questions, hypothesis,
or objective(s). Do NOT write simply «contact potential partners» or «conduct Internet searchy.

What are we going to do?

Explain_what concrete steps your team will take to achieve the market research objective(s)
described above. We require that your team set milestones that will mark your progress towards
achieving your objective(s). Please specify when during project implementation these discrete steps
will occur. The more specific your proposal, the better.

What will result?
Describe what form the final results will take. Identify the next steps if your assumptions are proved
correct, and suqgqgest possible paths if they are proved incorrect.

In addition to any marketing of your project-specific results, you should plan and budget to provide
three additional pieces of marketing information. You will be required to prepare a short text,
PowerPoint slide and Webpage that describe the capabilities of your scientific team. These will be
used by STCU and funding parties to reach additional markets. Further information about the
specific form of these three 'deliverables’ will be provided on the STCU website.

93. Work schedule

Definite stages of the project implementation are represented in matrix diagram in Table 1.

Table 2 graphically displays timing and duration of the stages involved, as well as interdependence of
the stages.

104. Personnel commitments
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Table 3 displays personnel commitments for the project implementation.

115. Goods-and-services, Services, and Other Direct Costs
Tables 4 —, 5, and 6+ d|sp|ays the equment -and—materlals services, and other direct costs to be
purchased - g g g

th&memrent—fer—d#epem—pappesesfor the pro ect

426. Travels
Table 8-7 estimates-displays the costs necessary for travel outside and within Ykraine-Georgia-and
Uzbekistancountry of residence.

437. Financial summary
Tables 98 and 409 reflect-display aggregate financial information and define the first advanced
payment.

448. List of personnel
Table 44-10 contains detailed information about each individual person involved.

45.9 Allocation of the project budget among participating institutions (for more than one
participating institution _only)

Supplementary tables S98 and S10-S9 previde-display estimated expenditures by each participating
institution separately.
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Annex Il General conditions

Part A Implementation of the work
Article 1 General provisions

Article 2 Justification of changes

Article 3 Monitoring of the Work

Article 4 Reports

Article 5 Completion or expiration of the agreement
Part B Payments

Article 6 Payments by the Center to the recipient(s)
Part C Allowable costs

Article 7 Accounting principles, allowable costs, and transfer of costs
Article 8 Direct costs

Article 9 Overhead

Article 10 Retainage

Article 11 Costs not allowed

Part D Justification of cost and auditing
Article 12 Books of account and documentation

Article 13 Auditing

Part E Intellectual Property Rights

Article 14 Definitions

Article 15 Ownership and License rights

Article 16 Promotion of technology and information on results
Confidentiality
Information and technology promotion

Article 17 Reporting of inventions

Article 18 Notification of limitations, restrictions, and obligations
Article 19 Duration and implementation of Part E
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Part A - Implementation of the work.

Article 1 - General provisions

1.1 The participating institutions shall make their best efforts to achieve the objectives of the project and
shall comply with all Ukrainian laws applicable to the project.

1.2 The participating institutions shall, in particular, comply with all laws and regulations applicable to
safety.

1.3 The recipient(s) shall notify the Center's project representative without delay of any event or
circumstance which may materially affect the project.

Article 2 — Justification of changes

2.1 The project manager, on behalf of participating institutions, shall submit any required change in the
original estimates of expenditures as set forth in Annex |.

2.2 The original estimates of expenditures may be adjusted by the project manager between categories
with the prior approval of the Center, except for reductions in personnel costs, and provided that the
transfers do not fundamentally alter the scope or content of the project.

2.3 The project manager may increase the time commitments of any individual by up to 10 percent
during a quarter without approval of the Center but may not change any daily rate without approval of
the Center. The project manager may request more significant changes in personnel commitments;
including changes in the names of personnel. Such significant changes must be fully justified in writing.
Changes in scientific personnel must provide for the new individual participants to have technical
credentials and previous weapons experience comparable to those of the individual participants they
replace.

2.4 The project manager may request changes in procurements, services, travels, or other direct costs,
against estimated expenditures as set forth in Annex I. Significant changes must be fully justified in
writing with references to the related activities in the technical schedule, and provided that the transfers
do not fundamentally alter the scope or content of the project.

Article 3 - Monitoring of the work

3.1 The Center, or its representatives, shall:

(a) Have access to portions of facilities where the project is being carried out and to all equipment,
documentation, information, data systems, materials, supplies, personnel, and services which concern
the project for monitoring the progress of the project as described in Annex |.

(b) Be provided with technical and cost information concerning the management and progress of the
project requested at any time.
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(c) Give the institution not less than 20 days advance notice of any intended on-site monitoring of the
project.

3.2 Each financing party, or its representatives, shall be entitled to the same rights as the Center under
Article 3.1 of this annex should they choose to exercise them through the Center.

3.3 The participating institutions have the right to protect those portions of facilities that are not related
to the project.

3.4 After completion or termination of the project, the participating institutions may utilize the facility or
portion of the facility previously used for the project for other work. However, all documentation and
records, including those associated with equipment, data systems, materials, supplies, and services
utilized on the project must be maintained and made available for review by the Center, the financing
parties, or their representatives, for two years following the project’s completion or termination.

3.5 The coordinating institution shall, if requested by the Center, participate and assist in meetings to
review or evaluate the project during the lifetime of the project.

Article 4 - Reports
4.1 The recipient(s), represented by the project manager, shall submit the following reports, in English

and Ukrainian_(Russian optional, if the project is located in other CIS State),, in hard copy and in
electronic format on disk (Microsoft Word and Excel), to the Center for approval:

(a) Periodic cost statements and progress reports, as required in Articles 6 and 7 of the agreement;

(b) Technical reports containing a description of the significant results according to the Milestones
defined in the work schedule (see section 9 of Annex );

(c) Annual reports, as required in Article 7;

(d) A final report suitable for publication, covering all the work, objectives, results, and conclusions of
the project, including a suitable summary of all these aspects, and

(e) Reports, as mutually agreed, prepared in a suitable form for publication and satisfactory to the
Center.

4.2 The recipient(s), represented by the project manager, shall submit all reports and other deliverables
specified in the agreement.

4.3 The recipient(s) should clearly identify and mark any reports or portions of reports that contain

confidential business information as defined in Part E, Article 14.4 of this annex. The recipient(s) also
may include a suitable disclaimer in any report against possible claims by third parties.

Article 5 - Completion or expiration of the agreement

5.1 The agreement shall be deemed to be completed on the approval by the Center of the last
deliverable required or last payment by the Center, whichever shall be the latter.

5.2 Subject and without prejudice to the provisions in Part D of this annex, the participating institutions
shall be deemed to have discharged their obligations in respect of the performance of the work after the
approval of all the reports and any other deliverables required by the agreement.
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Part B - Payments

Article 6 - Payments by the Center

Payments of allowable costs, shall be made in accordance with the following principles:

6.1 Within Ukraine, all cash payments will be made in the national currency of Ukraine. Conversion of
US dollars or Euro to the national currency of Ukraine will be according to the Interbank Rate of Ukraine
exchange rate.-of-the-National- Bank-of- Ukraine-

6.2 The financial contribution by the Center shall be paid in installments as specified in Article 5 of the
agreement.

6.3 If the Center considers that the work has not effectively been commenced within three months of the
payment of the first advance, the Center may require the reimbursement of the advance, together with
any interest earned on the advance.

6.4 If on completion, cessation, or termination of the work, the payments made by the Center exceed
the actual allowable costs, the participating institutions shall promptly reimburse the difference to the
Center. Interest may be added to this amount at the prevailing market rate as determined by the Center
one month after the reimbursement date specified by the Center.

Part C - Allowable costs

Article 7 - Accounting principles, allowable costs, and transfer of costs

7.1 Costs shall include actual costs incurred for the project after the operative commencement date
which are necessary for the performance of the project. Allowable costs may include only -the cost
categories defined in Articles 8 and 9 of this annex.

7.2 The participating institutions shall ensure that no unnecessary cost or unnecessarily high or
extravagant cost is charged to the agreement.

Article 8 - Direct costs
8.1 Personnel

8.1.1 Personnel costs shall be separated into two categories as described in Annex |. Even though
some or all of these costs may be reimbursed by the Center through direct grant payments to individual
participants, the project manager or participating institution manager is responsible for certifying the
times devoted to the project by the individual participants within their respective institutes, as reflected in
project time cards prepared by individual participants.

8.1.2 Personnel costs charged to the project shall be in increments of one hour.
8.1.3 Personnel costs for a specific period of time may not be charged to this project if pay (except

regular employment salary from the Institute/Recipient) is being received from other sources for the
same period of time.
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8.1.4 The Center will not pay personnel costs associated with holidays, vacations, overtime, or sick
leave. Such additional costs, if any, are the responsibility of the participating institutions.

8.1.5 The project manager or participating institution manager shall ensure that the scheduling of annual
leave by the individual participants does not interfere with accomplishment of the work plan in Annex |.

8.1.6 The participating institutions are responsible for any medical expenses or compensation claims for
injuries or other losses for personnel working on the project which are directly or indirectly related to the

project.

8.1.7 Individual participants must record the hours worked on STCU projects on time cards according to
the following procedures:

Project Manager and Participating Institution Manager Responsibilities

Project managers and Participating Institution Managers are required to do the following:

Provide project participants with a separate time card for each STCU project that they will

work on. Each time card must contain a project number.

Ensure that project participants understand which time card must be used to record hours

worked on each project.

Ensure that all project participants correctly record the hours worked on STCU projects

according to the procedure described in the project participant responsibilities section
below.

Transmit completed time cards to the STCU no later than the 10th of each month.

Control blank time cards provided by the STCU.

Vi.

Certify that the hours recorded on the time cards are true and accurate by signing them.

Vi.

Obtain signatures of two other project participants on their own (project managers' and

participating institution managers’) time cards in addition to their own signature.

Project Participant Responsibilities

Project participants are required to do the following:

Complete a separate time card for each STCU project that they work on. Time cards are

for a period of one month.

Personally complete their time cards each working day and in ink.

Correct time cards by crossing out mistakes and inserting the correct information on the

next line; no erasures may be made to time cards. Project workers must initial the
corrections.

Sign their own time cards at the end of each month.
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v. Certify, on an as needed basis, that the hours recorded on the time cards of the project

manaqer or partlcrpatrnq institution manaqer are true and accurate bv srqnlnq their cards.

8.1.8 Payments to individual participants will be based on properly completed time cards_as described in
Section 8.1.7 above.

8.1.9 The Center will provide blank time cards for use on this project. Such time cards will be printed on
card stock and will be serially numbered. Only time cards provided by the STCU may be used to record
hours worked on STCU projects; photocopied time cards are not acceptable.

8.1.10 Th m N -Project participation is
limited as descrlbed in the STCU Standard Operatlnq Procedure XXIV Project Participation in STCU
Projects: A copy of the this procedure may be obtained on the STCU's website at the following
address: http://www.stcu.int/documents/reports/financial/.

8.2 Equipment
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8.2.1 The cost of equipment used in the project, which is purchased, fabricated, or leased, may be
charged to the project as a direct cost. The total lease costs may not exceed the purchase price of the
equipment.

8.2.2. Euipment purchased for the project should be identified as described in the STCU Standard
Operating Procedure XXIII - Identification Of Equipment Purchased For Stcu Projects. A copy of the this
procedure _may be obtained on the STCU's website at the following address:
http://www.stcu.int/documents/reports/financial/.

8.3 Materials

8.3.1 The costs of materials required for the project shall be allowable costs.

8.4 Services and Other direct costs

8.4.1 Costs associated with (1) testing facilities, (2) computer services, (3) dedicated-communication,
(4) dedicated-security services, (5) repairing/maintenance of equipment, (6) laboratory tests outside, (7)
publications, and (8) patenting, but excluding items covered by Article 11 of Annex Il, may be charged
as direct costs to the project through cost allocation formulas approved by the Center, provided such
facilities and services contribute to the project and are accessible for monitoring and auditing in
accordance with Article 9 of this agreement.

8.5 Travel and per diem

The following travel costs may be charged to the project:

i. Airline Tickets. Reimbursement is limited to the cost of coach or economy class airfare
by the most direct, cost-effective routing.

ii. Train Tickets. Reimbursement for first class rail fare is authorized.

ii. _Lodging.

A. Within Country of Residence, reimbursement is limited to the lower of the actual cost
or $100.00 (taxes not included) per day.

B. Outside Country of Residence, reimbursement is limited to the lower of the actual
cost or the maximum amount allowed in the U.S. Joint Travel Regulations (taxes not
included). If lodging is pre-arranged for the traveler because of conference
participation funded by the STCU, then the maximum amount allowed in the U.S.
Joint Travel Regulations may be exceeded by up to 25% (taxes not included). In
those exceptional cases where there are no accommodations available within the
maximum amount allowed or accommodations are unacceptable, then the most cost-
effective accommodation is authorized with prior approval of the responsible Deputy
Executive Director. Maximum lodging rates outside of a country of residence may be
obtained from the STCU treasurer or at_http://www.state.gov/m/a/als/prdm/xxxx’

! Where “xxxx” is the year the travel will begin. For example: 2004.
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C. Lodging without receipt is not compensated.

Meals and Incidental Expenses (M&IE).

1. Within Country of Residence, the M&IE is $35.00 per day.

2. Outside Country of Residence, the M&IE is $50.00 per day.

Other Costs. Actual cost of passports, visa, or conference registration is authorized with

Vi.

receipt. Withdrawal fees accepted by the STCU.

Use of Privately Owned Vehicle. Reimbursement for the use of a privately owned vehicle

Vil.

to perform travel is authorized at the rate of $.10 per kilometer. Records must be kept for
this activity, including destination and kilometers traveled, and odometer readings.
Documents must be signed and approved by project manager.

Local Travel. Reimbursement for the actual cost of local travel (taxi, bus, etc.) is

authorized. Receipts must be obtained.

8.5.1 Additional Travel and per diem information is contained in STCU Standard Operating Procedure V

— Project Participants Travel. A copy of the this procedure may be obtained on the STCU’s website at

the following address: http://www.stcu.int/documents/reports/financiall.
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Article 9 - Overhead

9.1 A fixed amount may be charged for project overhead to cover the cost of such items as general
administration, institutional management, depreciation of buildings and equipment, maintenance,
utilities, and staff training_or any other cost at discretion of the institute managenent.-

9.2 The total fixed amount may not exceed 10 percent of total direct costs, exclusive of the cost of
itemseguiprment provided in-kind by the Center.

Article 10 - Retainage
One half of the direct overhead costs will be retained by the Center until project completion.

Article 11 - Costs not allowed

Allowable costs shall not include:

(a) Profit;

(b) Contributions to pension, medical, or other social funds;
(c) Provisions for possible future losses or liabilities;

(d) Taxes, including profit tax, value added tax, personal income tax, local taxes, tariffs, dues, customs
duties, import duties, or others; and
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(e) Costs allocable to another project.
Part D - Justification of costs and auditing

Article 12 - Books of account and documentation

The participating institutions shall maintain, in accordance with the accounting practices set forth in the
agreement, proper books of account and appropriate documentation, such as invoices and time cards,
to support and justify the costs reported. These shall be made available for audit by the Center and the
financing parties during the period of the project and for a period of two years following completion,
cessation, or termination of the project.

Article 13 - Auditing

13.1 Cost statements are subject to verification even after the Center has reimbursed costs. The
Center and each financing party have the right, pursuant to the STCU agreement and STCU statute, to
carry out on-site audits of all activities of the project. The participating institutions will be given not less
than 20 days notice of any intended audit. For the purposes of the audit, the participating institutions
shall make accessible all portions of facilities, equipment, documentation, information, data systems,
materials, supplies, personnel, and services related to the project.

13.2 The participating institutions have the right to protect those portions of facilities that are not related
to the project.

13.3 The participating institutions shall maintain all documentation and records, including those
associated with equipment, data systems, materials, supplies, and services utilized on the project and
shall make such documents, records, and to the extent possible, personnel available for audit for a
period of two years following completion, cessation, or termination of the project.

13.4 The Center and the financing parties shall have the right to select audit organizations or individuals
to carry out audits of the project. These individuals selected by the financing parties shall be entitled to
the same rights, should they choose to exercise them, as the Center and each financing party in respect
of access to, and verification of, any document under the agreement for the purpose of any audit.

Part E - Intellectual Property Rights

Article 14 - Definitions

14.1 Intellectual Property Rights: Rights within the meaning of Article 2 of the Convention Establishing
the World Intellectual Property Organization, done at Stockholm on July 14, 1967.

14.2 Business Confidential Information: Information containing know-how, trade secrets, or technical,
commercial, or financial information, which:

(i) Has been held in confidence by its owner;

(ii) Is not generally known or available from other sources;

(i) Has not been made available by its owner to others without an obligation concerning its
confidentiality; and
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(iv) Is not available to the receiving party without obligations concerning confidentiality.

Article 15 - Ownership and License rights

15.1 The recipient entity(ies) (or its designee) shall hold all rights worldwide to intellectual property
arising from this agreement, except for the rights in the Financing Party’s territory enumerated in
paragraph 15.2 below. The recipient entity(ies) (or its designee) shall provide adequate protection of
such intellectual property (except as provided below). The Financing Party (or its designee) may, if
requested, provide assistance to the recipient entity(ies) in managing the intellectual property. If the
recipient entity (or its designee) decides not to protect the intellectual property in the territory of a Party
other than the recipient entity’s territory, each such Party and the Financing Party (or its designee) have
the option to protect the intellectual property in that territory in conformance with the laws of the
recipient entity’s territory.

15.2 In the territory of the Financing Party, the Financing Party (or its designee) has the Intellectual
Property Rights arising from this agreement. In such cases, the Financing Party (or its designee)
and recipient entity(ies) (or its designee) shall agree on appropriate compensation for persons
named as the inventors or authors of the intellectual property. Costs of protecting intellectual
property in that territory shall be borne by the Financing Party (or its designee). If the Financing
Party (or its designee) does not seek protection for intellectual property in its territory within a
reasonable time after such intellectual property is created and duly reported in accordance with Art.
17.2, then the recipient entity (or its designee) may seek protection in the Financing Party’s territory.

15.3 Each Party and the Center shall be entitled to a non-exclusive, irrevocable, royalty-free license
with right to sublicense in all countries to translate, reproduce, and publicly distribute scientific and
technical journal articles, reports, and books directly arising from this agreement. All publicly distributed
copies of a copyrighted work arising from cooperation under this agreement shall indicate the names of
the authors of the work unless an author explicitly declines to be named.

154 Upon the request of the Financing Party (or its designee), the Recipient Entity(ies) (or its
designee) shall enter into negotiations for licenses in additional territories on fair and reasonable terms.

15.5 Upon the request of a Non-financing Party (or its designee), a non-exclusive license for
commercial purposes, with the right to sub-license, shall be granted in that Non-financing Party’s
territory, on fair and reasonable terms to be mutually agreed, taking into account that Non-financing
Party’s contribution to the establishment and operation of the Center; in this case, the Financing Party
(or its designee) shall be entitled to a license on the same terms in that Non-financing Party’s territory.

15.6 A non-exclusive, irrevocable, royalty-free license for non-commercial purposes, with the right to
sub-license, shall be granted to the Center and to each Party (or its designee) for the territory of
each Party in which the intellectual property is protected. Upon request, the Parties will exchange
information on licenses and sub-licenses granted under this paragraph.

15.7 Persons named as inventors and authors shall receive and share among themselves reasonable
compensation but not less than 15% of any royalties earned from licensing intellectual property by
any entity obtaining rights to such intellectual property under this agreement.

15.8 The recipient entity(ies) shall grant on fair and reasonable conditions to any other entity receiving
the right to exploit intellectual property arising from this agreement the rights to intellectual property and
information arising outside this agreement and owned by the recipient entity(ies) necessary for such
exploitation, provided that the recipient entity is free to grant rights to such intellectual property or
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information and that no major legitimate business interests of the recipient entity(ies) prevent the
granting of such rights.

Article 16 - Promotion of technology and information on results

Confidentiality

16.1 All reports or portions of reports properly marked as invention information or Business Confidential
Information shall be protected from public dissemination unless otherwise agreed by the signatory
parties.

16.2 Subject and without prejudice to any rights and obligations under this agreement and in
accordance with applicable laws and regulations, each signatory party agrees to keep confidential any
invention information or Business Confidential Information communicated to it by the other signatory
party or third parties in relation to the execution of this agreement, unless invention information so
disclosed is or becomes legitimately available to the receiving signatory party through other sources
without any obligation concerning confidentiality.

Information and technology promotion

16.3 The Center and participating institutions shall take appropriate steps to publicize new
developments so that third parties may become aware of opportunities to license technology developed
with Center support. The final report, publishable under Article 4.1(d) of this annex, shall include
adequate information on the results arising from the project, their availability and other aspects of
relevance for potential users or interested parties.

16.4 The Center shall be entitled to publish general information on this agreement including the identity
of the recipient entity(ies), the title and objective of the agreement, its estimated costs and duration, the
Center’s financial contribution, and the names of managers and laboratories where the research is
being carried out.

16.5 Any communication or publication concerning the project shall acknowledge the participating
institutions and the cooperative support of the Center and of the Financing Parties.

Article 17 - Reporting of inventions

17.1 The recipient entity(ties) will disclose without delay to the Executive Director of the Center, who
will inform the STCU Parties and any other participating institutions in a Center-approved form, every
invention made or conceived under this agreement within two (2) months of the date on which such
invention is made or conceived. These disclosures must be in sufficiently complete detail to convey a
clear understanding, to the extent known at the time of disclosure, of the nature, purpose and operation
of the invention.

17.2 The recipient entity(ies) will notify the Executive Director of the Center, who will inform the STCU
Parties, of each territory in which the recipient entity(ies) decides to protect inventions through patenting
within six (6) months of the reporting of such inventions in accordance with Article 17.1 above.

17.3 The recipient entity(ies) will file patent applications in each territory in which it decides in
accordance with Article 17.2 above to protect each invention through patenting. The first patent
application will be filed in the territory where the invention was made within twelve (12) months of
reporting the invention in accordance with Article 17.1 above. The remaining patent applications will be
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filed in the other territories within respective time periods to ensure that the priority date of the first
patent application is obtained for these later filed applications. The recipient entity(ies) will provide the
Center with copies of all patent applications which recipient entity(ies) files.

17.4 If the recipient entity(ies) subsequently determines not to file a patent application in any territory of
a STCU Party in which it has previously decided in accordance with Article 17.2 above to protect an
invention, then said STCU Party may obtain title to that invention and file a patent application in that
territory. The determination not to file shall be transmitted to such STCU Party no later than two (2)
months prior to the end of the time periods for filing patent applications set forth in Article 17.3 above.

Article 18 - Notification of limitations, restrictions and obligations

18.1 The participating institutions shall use reasonable care and diligence in determining whether
information or patents are, or may become, subject to the limitation, obligations, or restrictions of this
article.

18.2 The participating institutions shall notify the Center prior to the signature of, and promptly during
this agreement of:

(@) Any obligation to grant rights for the intellectual property arising under this agreement to a
third party, which may affect the exploitation or commercialization of the results of this agreement; and

(b)  Any restriction arising from contractual obligations or government or similar regulations
which may materially and adversely affect rights necessary for the performance of the work or the
exploitation or commercialization of the results of this agreement.

Article 19 - Duration and implementation of Part E

19.1 The rights and obligations of the recipient entity(ties) resulting from this part of this annex shall
apply:

(i) For the duration of the Intellectual Property Rights in respect of Articles 15.1, 15.2, 15.6, 15.7
and 15.8; and

(ii) For a period of 10 years after the expiration, or termination, of this agreement in respect of
the remaining obligations.

19.2 The cessation of the rights and obligations under this article shall not affect the continuance of any
access rights where they were duly requested prior to such cessation.
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USE OF EQUIPMENT ON PROJECTS’ COMPLETION:
CURRENT STATUS AND OPTIONS

In response to the 19t Governing Board’s request to look into the current practice of the use of equipment on
projects’ completion the Secretariat would like to detail and summarize the current STCU practice and how the
historical procurement system works and how equipment is dealt with under the current system.

STCU Current Procurement Procedures

STCU Administration Department is responsible for procuring all project items.

Once procured the equipment are immediately expensed and fully depreciated up front upon
purchase.

The asset is not actually in the STCU’s books accounting wise as an asset but rather placed as an
item on an equipment list.

The assets are purchased (customs cleared as necessary), and forwarded to the Institute concerned
for their use. This is confirmed normally by documentary evidence by checking the delivery receipt
(Not physical delivery from STCU side).

Under the project agreement it states that title of equipment for less than $2,500 is vested to the
participating Institute at the time of release.

Equipment more than US$2,500 remains the property of STCU until termination or
cessation/completion of the project at which time the title will be vested to the participating Institute
unless appropriate instructions will be provided by STCU. (STCU has never provided such
instructions).

During the tern of the project the assets (over US$2,500) legally remain the property of STCU and the
STCU can legally take repossess these assets yet the STCU allows these assets to be continued to
be used by the Institutes etc.

On completion of the project an equipment transfer act is signed between the STCU and the
Institute(s).

As the equipment is fully depreciated up front the asset has in essence’ no value after the project
expires.

In reality generally after 3 years of a projects life the equipment in reality would effectively be worth
nothing anyway. For example Computers which generally have a lifespan and are depreciated over 3
years anyway.

The fact that we depreciate assets up front and do not have these assets on our books but only on an
inventory list allows for more manageability in respect to accounting and checking of assets.

The STCU Project Account and Senior Specialist will during normal monitoring of active projects will
check whether the purchased items are in place and used properly, based on our equipment list.
Random test checks will be made by our external auditors as well.

Historically the checking of asset inventory has not been done after the expiry of the project.

Differences between STCU & ISTC including Pros & Cons

STCU procurement items tend to be for small amounts / items compared (i.e less than US$75,000),
with much larger big-ticket fixed asset equipment items procured by ISTC.

The only real big ticket asset purchase item in the past was for the Y2K project where there was an
issue to prove transfer of assets to the project users but this was resolved via a Memorandum of
Cooperation devised by STCU.
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A similar scenario currently exists for the Kharkiv Europium Test Facility Project No: P-095 whereby
STCU issued a memorandum of cooperation extension to circumvent potential tax liability by the
Institute on asset / equipment ownership.

STCU fully depreciates the asset upon purchase. Does not have the assets on its books but maintains
an Inventory/Equipment register which is used during the life of the project for monitoring and asset
checking purposes.

The STCU agreement states that the equipment will automatically be vested to the Institute upon
project completion via a signed Transfer Act.

ISTC assets remain in the ISTC books and they do not sign any transfer or acceptance certificates.
We understand that the ISTC may send letters to the Institutes to the effect that the Institute keeps the
equipment for the reasons of temporary storage.

The ISTC has a much more complicated and mixed accounting system and has both accounting and
tax problems with project assets. It appears the Russian Tax Authority is more difficult than the
Ukrainian Tax Authority.

ISTC are currently looking at a procedure to write off the assets from their books after project expiry.
(In process).

The STCU system works well and the Tax Authorities have left us alone in ALL Countries that the
STCU is present in. Thus there is no reason to upset or change this system

Some difficult questions arise on types of specialist equipment for example hazardous materials. If it
remains the property of STCU or then later held by the Institute after project expiry who would be
liable should an accident occur with this material. STCU or the Institute. So far this is hypothetical and
has not occurred or been an issue.

Use of assets after project expiry & potential tax problems

The project assets legally remain the property of STCU until the project matures. After this point there
is no longer a grant situation. Thereafter the STCU will sign a transfer and acceptance certificate with
the relevant Institute and the equipment will automatically be vested over to the Institute.

Should the assets be granted in kind or signed over to the Institute then “potentially”; (contrary to
Western tax regulations), the receiver of the asset or having received benefit of use in kind has to pay
income tax at 30% of the facilities use or pay tax on the outstanding market value or useful life left.

In reality the STCU and the Institutes have had no real problems with the Tax Authority who have left
us alone. If there were problems then the Scientists would contact us but these incidents have been
very rare. It appears the Ukrainian Tax Authority have a clearer understanding of the accounting and
tax issues of grant assets than their Russian counterpart(s).

Potentially the only likely people who may have problems with the Tax Authority are small private
company project participants since they may be subject to more thorough tax inspections.

STCU does not want to get involved with any long term monitoring of equipment and after project
maturity the STCU does not check on these assets. Essentially, the asset is fully depreciated and thus
has not enough value to warrant for us to do that.

The responsibility for looking after the equipment should rest with the concerned Institute during and
after the project.

Likewise it is up to the Institute to share this equipment as they see fit after the expiry of the project.
The STCU has the option to exercise its rights to take back the equipment prior to project maturity. —
Historically and in actuality this has never been done.

Questions for the Governing Board to consider

Based on the above explanation(s), does the GB wish to change the current procedure? Bearing in
mind that STCU does not want to change the current set up which works well with no previous issues
with the authorities, but will conform to the wishes of the Parties.

The STCU Secretariat is open for discussion and is ready to answer any questions on these issues.
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PRESENTATION OF NEW PUBLICATIONS

At the 19t Board of Governors, February 10, 2005, the P/O department presented a general
concept and a draft of the 2004 STCU Annual Report. Having reviewed the draft, the Governing Board
members approved its format, cover page and color and committed the P/O department to present a final
version of the 2004 STCU Annual Report at the next Board of Governors.

The 2004 STCU Annual Report is mainly devoted to the STCU Reorganization process and its
new structure was approved at the 19" Governing Board. It contains welcoming remarks of the Chairman
of the Governing Board — Vic Alessi and STCU ED — Andrew A. Hood. Other sections of the Annual
Report are: description of all the newly-created departments, departments’ achievements for the reported
period and plans for the year 2005. It also includes highlights of the year 2004 and success stories of the
passed year.

An English version of the book is 24 page-long and 1,500 AR copies are already printed and
available to date. The Annual Report’s e-version will be placed on the STCU website as soon as we get
the approval from the Governing Board members. It is also possible to develop a CD-format version of
the Annual Report if necessary.

Ukrainian and Russian versions are also ready. We are looking forward to your comments on the
Annual Report and instruction on how many Ukrainian and Russian copies should be ordered for print.
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TARGETED R&D INITIATIVES

The rationale for, and approach taken in, establishing the Targeted Initiatives Programme (TIP) in Ukraine
were discussed and approved at the 19t Board Meeting. At the upcoming meeting, the Board will be
brought up to date regarding Ukraine and apprised of developments in Georgia. The TIP is intended to
address a number of key challenges which must be overcome in order to create an innovative and
competitive environment within the recipient countries. In both Ukraine and Georgia the challenges were
identified as the need to;

e accelerate the development of science/technology (S&T) capability and capacity, in key areas, for
national competitiveness

develop a more effective nationwide innovation system

improve the innovative capacity and performance of key research institutions

integrate / improve business- attitudes to R&D and innovation

stimulate demand for new knowledge and innovation

improve access to knowledge, knowledge flows and knowledge management in both countries
enhance the transformation of knowledge into products and processes that add-value across
industrial sectors for maximum socio-economic benefits

e position the participating countries as technology leaders in key strategic knowledge industries

Ukrainian Initiative - In establishing the basis for success as well as to provide direction and impetus, the
STCU is preparing to sign an Agreement to cooperate with the National Academy of Sciences of Ukraine
(NASU). In executing said Agreement, the signatories committed $1,000,000 (in total) during the current
fiscal year towards R&D, within the targeted area(s). This landmark agreement is seen as having far
reaching implications. It ensured;

e commitment by the signatories to S&T that translated into Ukrainian State budget financing (the NASU
committed $500k). This joint initiative is one of the single largest national cooperative science efforts of
its kind in Ukraine’s history.

e that the STCU had a supportive and responsive institutional framework (i.e. NASU) as a active
partner

¢ the signatories could optimize the utilization of resources in strategic priority areas — priorities were
previously established through consultation with key stakeholders and is reflected in existing legislation

e the STCU could strengthen Ukraine’s innovation capability through expanding and upgrading of the
S&T infrastructure

e collaboration by promoting interdisciplinary and multi-institutional partnerships and synergy to
enhance the innovation capabilities

o technology advancement of competitive products and processes that meet market demands

e the STCU and NASU could promote a culture of creativity, innovation and entrepreneurship

e enhanced quality of scientific proposals (and hence their competitiveness) through direct
consultation with international experts

Given the limited budget, it was not possible to support a full range of skills and capabilities in all the
research areas. It was agreed to prioritize the TIP in one of the emerging technologies.
Nanotechnology/nanomaterials were selected as the focus for the current fiscal year. The decision was
based on relevance, market-driven need, distinctive technical competence and available budget. A
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framework detailing the procedure of project submission, review (including host-government concurrence)
and financing was agreed by the STCU and NASU, following approval by the Parties. Guidelines have
been developed for the project reviewers.

TIP was officially launched on April 2005 with the call for proposals. Given the National focus, programme
information was provided through direct mailing as well as being posted on the STCU and NASU websites.
In addition, the programme was promoted through visits to Donetsk, Dnepropetrovsk, Odessa, Lviv and
Zaporozyhe. The TIP was well received by the scientific community within Ukraine and 62 project proposals
(short form) were submitted to the NASU within the required two week timeframe. Following review by the
NASU, 15 proposals were selected for further development. The full-proposals will be submitted to the
STCU in June (together with Host Government Concurrence) at which time, they will be reviewed by the
Parties to ensure compliance with STCU’s mandate. Simultaneously, the proposals will be reviewed by
STCU personnel, STCU Party representatives, and Western scientific collaborators and contributors, with
meaningful value-added interactions between the reviewers and the Ukrainian scientists / technical teams.
The entire review process is expected to take 4 — 6 weeks. Funding of successful proposals is expected to
begin in August of 2005.

The impact of the funding will be the establishment of National focal points for
nanotechnology/nanomaterials which is expected to serve as a hub of R&D activity. In support of this goal,
we have enacted a series of initiatives aimed at nurturing Ukrainian scientists and institutes in becoming
more sustainable as well as encouraging closer linkages between indigenous and external scientists, in the
targeted area. This will be accomplished through the interactive project review process as well as
supporting the travel of 10 — 12 eminent nanotechnology/nanomaterials scientists from across Ukraine to
Canada. Through support from the STCU, the scientists will participate in an advanced NATO ASI
Workshop on Nanoscience (Quebec, Canada) in September. Following the Workshop, the scientists will
have the opportunity to visit academic and for-profit institutions to facilitate additional linkages. In
preparation for the event, the selected scientists will receive specialised training in presentation techniques
and negotiation skills.

We will also be assisting in the development of partnerships between Ukrainian research institutions and
Western companies for the co-development of technologies with a view to increasing indigenous
technology capability. In such an approach, a focused technology CIDA mission of Canadian companies to
Ukraine is planned for the end of summer 2005. Scientific research with commercial potential will be
identified and linkages established. The incoming CIDA mission is planned to coincide with the rescheduled
STCU-NATO Workshop.

Georgian Initiative — In April 2004, the STCU initiated discussions with Dr. Levan Tsintsadze, Director of
the Dept. of Science & Technology within the Ministry of Science & Education of Georgia. The STCU was
appraised of the existing structures and resulting issues in Georgia regarding conducting and financing
scientific research. Not surprisingly, the challenges identified are comparable to those identified in Ukraine
(see above). It was agreed that the TIP launched in Ukraine provided an excellent model that could be
used within Georgia. Dr. Tsintsadze and the STCU are currently developing an agreement to launch a TIP
in Georgia during fiscal year 2005. While Dr. Tsintsadze could not immediately specify or commit to a
specific cost-sharing budget figure, he noted that the Ministry, through a National Science Foundation that
was being set up as part of the science restructuring efforts, was nevertheless committing itself to
determine the Georgian contribution as soon as possible.

Finally, we are working at implement information-age initiatives that will promote optimum connectivity, i.e.
greater use of ICT as a means of improving the innovative capabilities within research institutions in
Ukraine.
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REGIONAL OFFICES REPORT
Azerbaijan Regional Office (Baku)

Our Regional Officer, Dr. Adalat Hasanov, gave a presentation about STCU to a major conference in April
which the Azerbaijan National Academy of Sciences organized to acquaint the S&T community with foreign
grant-making institutions. Dr. Hasanov also represented STCU at a meeting hosted by the Ministry of
Foreign Affairs, “Azerbaijan and the Extractive Industries Transparency Initiative.” In addition, we have
begun work to open a new internet café, this one at the Institute of Medical Prophylaxis.

Uzbekistan Regional Office (Tashkent)

In April, the Tashkent Office assisted in arranging a workshop to bring together key stakeholders in a future
International Pest Management Center for Central Asia which Michigan State University — a new STCU
Partner — hopes to establish in Tashkent in the near future. Dr. Sattarova hosted a visiting delegation from
the U.K. Department of Trade and Industry which worked with their Uzbek colleagues at the Institute of
Nuclear Physics to develop a proposal under the Closed Nuclear Cities Program. Mr. Leahy set up an
STCU booth at a conference in early May sponsored by the U.S. Department of Agriculture; Mr. Alexey
Kim, the newest member of the Tashkent Office, gave a presentation on STCU.

Georgian Regional Office (Tbilisi)

Since last STCU Governing Board meeting, Thilisi Regional Office has participated in organizing several
events in Georgia:

e 3 days “Science and Technology Entrepreneurship Program (STEP)” workshop arranged jointly by
CRDF and STCU, with partial financial support of STCU (in amount $25.000). It was held in March
14-17, 2005.

o Official meeting of STCU delegation from (DED Landis Henry and Alex Sich) with Georgian officials
Mr.Levan Tsintsadze (Head of Department of Science and Technology of Georgia) and Mr. Tamaz
Gamkrelidze (President of Academy of Science of Georgia) in April 2005. The aim of the meeting
was to explore additional areas of cooperation between STCU and Georgia. More specifically, the
launch of a Targeted Initiative Program.

e Preparation of the 20-th GBM in Georgia required preliminary work of Regional Office Manager in
March, 2005. With the help of Ms. Tatiana Teryakhina, logistical and events organization issues
were addressed, including cultural program for the Governing Board delegations. The GBM
invitations were delivered to Embassies, Ministries, and other officials in Thilisi.

In addition, improvements have been made to the Regional Office’s furniture and equipment, and its walls
and windows were newly painted. An additional small water tank is also installed in the rest room to ensure
water supply in case of shortages that can happen in Thilisi during summer time. The Regional Office is
located in the building of Institute of Mining and Technology.
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Ukrainian Regional Offices (Lviv, Kharkiv, Dniperpetrovsk)

A restructuring of the Regional Offices in Ukraine, led by DED (Technology Advancement) Landis Henry, was carried out to
improve efficiency, effectiveness and teamwork and thereby to enhance the quality of services to scientists and institutions
(client). A new operational structure was established wherein Senior Specialists are expected to work more closely in their area
of expertise and provide more value-added activities to the client. There is closer co-ordination and more interaction with Head
Office (weekly tele-conferencing). The Offices are expected to;

e  Support regional activities that enhance STCU profile in the Region e.g. providing logistic support for various types of
regional activities, regional conferences, technical meetings, working groups etc

e Organize regional conferences, training sessions, coaching of individual institutes, soliciting project submissions,
providing logistic support to help scientists

e Actively promote the activities of STCU including the delivery of seminars and the distribution of STCU publications

e Promote cooperation with national and international organizations whose mandate supports the goals and activities of
the STCU

Working with the Regional Offices, DED Henry met with key scientists and institutions in the cities of Kharkiv, Donetsk,
Dnepropetrovsk, Lviv and Kyiv. The meetings provided the opportunity to establish the framework for implementing STCU’s new
direction on developing self-sustainability and successful value-adding science research. Furthermore, they enabled us to
identify the tools and skills that are needed in advancing STCU programme as well as in the development of technologies with
the ultimate goal of commercialization.

A number of other activities have been undertaken by the STCU through these Ukrainian Regional Offices:

e Organization of a number of training sessions focusing on areas of consideration in technology development and
exploitation, e.g. the impact of regulatory issues on development of medical technologies.

e  Preliminary planning for an Environmental Workshop aimed at prioritizing research and development in environmental
sciences (a possible new Targeted Initiative in 2006)

e Engagement of Bio-Institutes, in particular the Anti-Plague Institute in Odessa (a key institute in the U.S. Party’s
focused engagement on biological institutes)

e Enhancement of the quality of project proposals submitted to STCU, in an improve (by example) the scientists skill in
writing a competitive, technically valuable research proposal

e Working closely with CIDA to establish linkages between Canadian companies and Ukrainian technical teams
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SUSTAINABILITY DEVELOPMENT PROGRAM

Since the 19t Governing Board meeting in February, the Sustainability Development effort has begun to
take shape. Taken in the same order as the 2005 Budget Presentation, following are the main activities of
each group within the Department:

Partnership Promotion

We have taken an entirely new approach to selecting the participants in our road shows - that of
competition. In a new section of the STCU website, we advertise major, upcoming technology events and
solicit candidates based not only on their professional experience, but also on whether they are, on their
own initiative, able to arrange meetings with prospective commercial collaborators in the days surrounding
the main event (e.g., a high-tech trade show).

e The first such road show will take place June 4 — 9 in Munich and Berlin. Organized in
cooperation with the Kiev office of the International Bureau of the German Federal Ministry of
Education and Research and the German Embassy, Dr. Lyubov Taranenko will take five
Ukrainian scientists to the Nanotrends Conference. We will host a training session (May 23 -
24) for the participants to help hone their presentations. STCU also will have a small booth at
this conference. The scientists represent institutes in Kyiv, Donetsk, Lviv and Kharkiv and all
have had contacts with firms in Europe, Japan and the U.S.

e Preparations are underway for the second road show event, the NATO Advanced Study
Institute on Photon-based Nanoscience and Technology, which will take place in Sherbrooke,
Canada, September 19 - 29. It appears that the Government of Canada, through CIDA, will
support the travel of six scientists to the workshop and exhibition, in addition to the four which
we have already selected.

e In cooperation with the Kyiv office of the Otto von Guericke Foundation (AiF), Mr. Boris
Komarov is leading a group of five Ukrainian scientists to matchmaking meetings in Dusseldorf
and Berlin, as well as participating in the INTEC trade show, May 29 — June 4. German
companies are helping to defray some of the travel costs. The scientists represent the Kharkiv
Aviation Institute, the Institute of Material Science and the Odessa Filatov Institute of Eye
Diseases. Two of the participants will join the Nanotrends delegation in Berlin for joint meetings
with companies.

To expand our ties with the Ukrainian technology transfer company, Scientific Industrial Concern “Nauka,”
Mr. Komarov accompanied their Technical Director and a technology transfer specialist to the conference,
“Technology Innovation Information 2005,” held in Fribourg, Switzerland in late April. “Nauka” presented ten
new technologies to the conference and is pursuing the follow-up matchmaking opportunities. The
organizers of TII2005 have given “Nauka” access to a specialized database: we may want to build our
relationship with this organization centered on the database as a means to promote Ukrainian technologies
developed by STCU recipient scientists or institutes.

The first Science and Technology Entrepreneurship Program (STEP) seminar, arranged by the U.S.
Civilian Research and Development Foundation (CRDF), was held in Tbilisi in March. STEP brought
together researchers and prominent members of the Thilisi business community (e.g., the Federation of
Businessmen of Georgia and the Association of Banks of Georgia) to review R&D proposals with
commercial potential. The second seminar in early June will cover two days and concentrate on bringing
ideas closer to the marketplace and in addition, lay the foundation for a new high-tech, business
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association. The final seminar is planned for September. STCU contributed $40,000 to support these three
STEP seminars.

Since the previous Governing Board Meeting, our new Partners are Michigan State University (U.S.),
Photon Control, Inc.(Canada) and Intel (U.S.). We also are preparing for visits of large delegations from
Boeing, Intel and Pratt & Whitney.

Market Analysis

As of February 2004, prospective Program Managers for all regular project proposals were required to fill in
a new sustainability section in the Full Form. Of the projects approved for funding by the 19t Governing
Board, four were evaluated by STCU staff as appropriate for sustainability planning assistance in advance
of writing the Project Agreement. That is, for the first time STCU is helping scientists to develop
sustainability strategies for regular projects. In practice, this means that the Sustainability Development
group reviews proposals, conducts preliminary market analysis (in order to test scientists’ assumptions
about their market), and provides recommendations about fruitful paths of investigations to the Senior
Specialists. The Science Excellence Group or the Technology Advancement Group then work with the
Program Manager to strengthen the work plan included as part of the Project Agreement. The goal is to
ensure that promised deliverables are both meaningful and “audit-able.”

As an example, the sustainability section for Project 3514 noted that the Ukrainian research group intended
to establish a spin-off company to market a new probiotic preparation. The group claimed their new product
would have no competition and they provided scant justification for establishing a new company. The SD
group determined that competing products already exist and recommended to the project team that it
expand the workplan to include a detailed, three-stage approach: the preparation of a competitive analysis
of markets for probiotic products in Ukraine and in the near abroad (Year 1); development of a full business
plan for the spin-off company (Year 2); and, development and implementation of a contact plan for potential
investors and/or licensees (Year 3).

Sustainability Development

In mid March, as a result of the integrated recommendations from the Process Action Teams, we sent the
Parties a message which outlined how we intended to pursue our sustainability promotion effort and in
particular, presented a list of institutes which we felt were well positioned to benefit from the type of
specialized support and training which we can now offer. Based on the institute survey undertaken in
autumn 2003, we had refined an original grouping of some 60 organizations down to 14, which we
concluded were most promising. In addition, we included another 21 which we did not believe to be on the
cusp of transition, but which might be of interest to the Parties. Out of this collection of organizations, we
asked the Parties to give us their priority 5 — 7 institutes on which we should center our sustainability
efforts. In particular, these efforts would include establishment of tech transfer officers, development of
business plans, training and inclusion in STCU-sponsored activities.

The U.S. Party responded with its list of priority organizations. We then re-examined the question of how
closely we had tailored our institute list to the funding levels requested last winter and following a lengthier
analytical process, offered the Parties an expanded sustainability program in late April (with a request to
increase funds over the 2005 budgeted amount), one which would have an even greater likelihood of
success. We presented the Parties with the possibility of selecting 10 or more institutes from a much longer
list. The U.S. and Canada have noted their support for the expanded initiative, and we are preparing to
engage our consultants in developing a workplan for the initiative.

Meanwhile, we have advertised twice for the new position of Sustainability Development Officer; the first
round was inconclusive and the deadline for applications for the second round is the end of May.
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Patent and IPR Support

In mid March, we sent the directors of Ukrainian institutes and research organizations with which we have
active projects a standard Non-Disclosure Agreement (NDA), along with a cover letter from the Executive
Director. In the letter, we noted that an NDA between STCU and an institute would allow us to work with
them more effectively. Moreover, we observed that this type of agreement is a common business practice
among scientific and commercial organizations in the Funding Party nations and one which will be
instrumental in developing enhanced commercial relations among the Ukrainian S&T community.

Subsequently, the Director of the Center for Intellectual Property and Technology Transfer at the National
Academy of Sciences of Ukraine sent us a letter proposing that we add relevant legal definitions to text of
the NDA. Drawing from the STCU Statute and regular Project Agreement (Annex Il), we incorporated many
of his proposed changes and met with him to discuss them. The NDA and cover letter will be resent to the
institute directors.

Separately, we have also attempted to meet with the appropriate senior official at UkrPatent, the Ukrainian
state patent agency, to discuss the procedures which the Government of Ukraine follows in clearing a
patent application for foreign review. This issue was raised during the IPR Workshop held in September
2004, and the STCU feels that a more clear understanding of the Ukrainian regulations on the foreign
patent application process is needed before Ukrainian scientists will feel comfortable in allowing the STCU
Financing Parties to review their invention disclosures for possible patenting within the Financing Party
territories.

We have been unable to make progress in obtaining comments from all of the Parties on the draft IPR
Handbook. An attempt to arrange a meeting the last week in May in Brussels with representatives of the
U.S., EU, Canada and ISTC was unsuccessful. The lack of a coordinated Handbook is preventing the
STCU from fully implementing a clear and understandable IPR and Patent Support program, putting the
Center at a distinct disadvantage to assist scientists in protection intellectual property developed under
STCU activities.

Working with Dr. Melnik-Melnikov (Senior Specialist), the Patent Officer developed a follow-up
questionnaire for use by patent grant applicants to track how successful they have been in commercializing
their project results. In the course of explaining the new form to groups of researchers in Lviv, Kharkiv, Kyiv
and Dnipropetrovsk, they came across some new IPR success stories. The following page presents a few
of these stories.

IPR Success Stories

Following is a summary of new success stories which Dr. Melnik-Melnikov, Senior Specialist, and Mr.
Zalozhenkov, STCU Patent Officer, uncovered in their meetings in Ukraine:

e Dr. Komarov, Kyiv Institute of Electrodynamics was the program manager for an STCU regular
project. He developed engineering designs and specifications which are used to produce and
manufacture power supplies at a Kyiv plant for purchase by Western customers. The
manufacturing designs are protected by the Ukrainian patents taken out by Dr. Komarov.

e In the course of Project #2170, scientists from Small Enterprise “Lileya” developed a
micromanipulator based on piezoelectric motors. STCU supported their patent applications in
Ukraine and the U.S. An American company, which is interested in licensing this technology,
became an STCU Partner and is funding a Partner project with “Lileya.”

e Dr. Primisky of the Ukrainian company “Ukranalit’ has been the manager of two regular projects
and has three patents on a gas analyzer design. Such analyzers - able to detect methane, ethane,

3



SUSTAINABILITY DEVELOPMENT PROGRAM

butane and other hydrocarbons — are in demand for emissions testing of automobiles and are
widely sold in Ukraine and Russia. Dr. Primisky is receiving royalties from the manufacture of the
gas analyzers by Ukranalit.

e The Program Manager of Project #559, Mr. Shovgenyuk, has patents and patent applications
covering methods and devices for holographic protection and identification of documents and other
objects. He will soon be receiving revenues from the National Bank of Ukraine after signing a
licensing agreement.

e Through his involvement with regular and partner projects, Dr. Ushkalov, Dnipropetrovsk, has
eleven Ukrainian and Russian patents on a new design for railway car wheels which increase
significantly the durability of the wheels and tracks. The patent was licensed by a US-Ukrainian
joint venture, “A. Stucki-Rail,” and 400 wheel units have been retrofitted using Ushkalov's
invention.

e The last example was a little bit unexpected. Mr. Leshchyshyn, the manager of an STCU regular
project, holds a Ukrainian patent on a “vacuum washing machine.” He claims that his revenues are
coming from a court decree following a lawsuit against a Western company for patent infringement
in the Ukrainian market. Mr. Leshcheyshyn took out this patent in the late 1980s.

Other than the last case (which pre-dates STCU), all of the other patents were obtained based on research
funded by STCU.
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NEW PARTNER REQUEST LETTERS
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Intel Corporation

2200 Mission College Blvd.
P.0. BOX 56119

Santa Clara, CA 95052-811?
(408) 765-6080
www.intel.coin

intal.

February 4, 2005

Mr Jason Witow, Deputy Coordinator
Science Centers Program

Office of Proliferation Threat Reduction
NP/PTR, Room 3327

U S. Department of State

Washington, DC 20520

Dear Mr. Witow:

Intel Corporation is the world's Urgesc semiconductor chip maker, supplying advanced technology
solutions for the computing and communications industries. Our goal is to be the preeminent building
block supplier to the worldwide digital economy. We were incorporated in California in 1968 and
reincorporared in Delaware in 1989 Our Internet address is www.intfrlcom

Intel is requesting U.S, Department of State Science Center Partner sratus with the Science and
Technology Center Ukraine (STCU). An Intel scientist has developed a strong working relationship
with tho Institute of Cybernetics, Kiev, Ukraine and we are interested in expanding that relationship.
We propose a research projecr to develop and implement a generic methodology for descriptive
supervised optimi2aqon. The key deliverable is a robust, scalable, production grade software that will
be integrated into Intel's own advanced statistical learning system. Yield & Process control
improvement and diagnostics would be one of several major opportunities for using this technology.
Methodologies/algorithms developed as a part of this research have general applicability in data
analysis of massive and complex data. The potential research results will be submitted to open sources
(conferences/journals) for publications,

Intel plans to fund £25,000 for one project with the Institute of Cybernetics, Kiev, Ukraine under the
Science and Technology Center in Ukraine (STCU). The overhead from th\s project would be taken
from the $25,000- There will be no additional dollars for travel but travel could be considered in the
future as necessary for the Institute scientists on a case by case basis and would be covered by
additional funding from Intel.

The Intel Corporation accepts the nonproliferation objectives of the STCU and the terms of the STCU
Agreement and Statute. We welcome the opportunity to work with the STCU and kindly request that
you consider our application for participation in the STCU Partner Program,

Sincerely, -==n"

-
[ 3l R

David L. Tennenhouse

Vice President, Corporate Technology Group
Director, Intel Research

Intel Corporation

An Equal Opportunity Employer
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United States Department of State

Bureau ofNotiproliferation
Office of Proliferation Threat Reduction
Washington, D.C 20520-6817

February 25, 2005

Mr. Andrew Hood

Executive Director

Science and Technology Center in Ukraine
Kiev, Ukraine

Dear Mr, Hood:

The United States is pleased to introduce Intel Corporation as a Science and
Technology Center in Ukraine (STCU) Partner. Intel is a global provider of
semiconductor chips, and is focused on providing solutions for the computer and
communication industries.

The company has developed working relations with the Institute of Cybernetics in
Kiev, and is interested in enhancing the relationship via the STCU. Therefore, Intel
proposes funding a research project to develop production grade software that will
be integrated into the company's own statistical learning system, Intel plans to fund
$25,000 for the institute project via the STCU.

Additional information on Intel Corporation is available at www.intel.com. We are
confident that the company will make a valuable contribution to the STCU's work.

Sincerely,

Jason Witow
Deputy Coordinator for STCU

P.0O
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United States Department of State

Hureau of Nonproliferation
Office af Profifervtiva Threar Reduction
Washington, D.C. 20520-6317

Febmaary 11,2005

Mr. Andrew Haoord

acting Bxecutive Director

Seience and lechnology Center in Ukraine
EKigv, Ukrgine

Dicar Mr, Heod:

The Thnited Stares is pleased to introduce the Cellege of Agriculiure snd Nalwal
Resources [CAMR), at Michigan Srate University (M3ID a2 a Scienes and Teehnology
Center in Ukraine (STCTN Paner. MSU is expericnced in intemational agricvltural
develupment and is recognized for distinetion i areas such ag traiming and capacly
buiiding. The Instinute of Interparional Agrizultore {I[A] serves as 2 coordinating eniity
for CANE in relation (o agriculmmal relaed activitics.

Fallowing the STCL 2003 Biotechnalogy Conference in Lizbekisian, M3T, via the TaA,
developad waorking relations with he Uzbek Ministry of Agrculture and Water
Resowces and the Tashkont Agrarian Univermty in Urbekistan, Boflow-on actions
consistod of MEU doveioping a pilot research praject with Ththek clements on potate
piotechnolegy, MSU and Uzbek researchens contaue to discuss future collaboration in
the arans of Tnewraed Pest Management (IPM) and Sustawnable Agricolmire. MST
cnvisions joint programa in biotechnology, TPM and Sustainable Agricuiiure un a lomg-
tert bagis, upon completion of the pilor projects.

As a rosul, CANR {Collega of Agriculture and Naroral Resources al WS} is now
interestad in expanding cooperation wiihin the STCU Partner Prograrn framewarlc
Addiliona]  iuformation on CANR's coordinating  entity, [A. ig  available at
www.iiamic.edn, We are confident that CANR will make-a valushle el hution to the
STCL s work,

Sincercly,

"?/l':f;‘p M,égd"ug-._lz_

Mark Scheland, Scmor Cocsdinator tor Scisnce Centers
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MICHICAN STATE

INSTITUTE OF
INTERNATIONAL
AGRICULTURE
Crilage of Agrluuliure
amul Halural R&50UrsEs
. Kari I Manecha Ph.D.
ProizEDr

Mk gan Shake niamily
Irsiir raré

e aranal oprcuur:
415 Flart ane 5l Sclerces
Eas: Leresi k), Ml

5E24 LISA

Hrone: o ehs-bhd

Fax: 1T443-1852

wmra - krakdizBma.ed,

5L 7 g At -2 e,

ILN1TVERSITY

February 2, 2005

. Mark Scheland

Office of Proliferation Threat Reduciion
Drepariment of Stale

2201 € St. NW, Rm. 3327, Truman Building
Washingron, 12 LUz

Dear Mr. Scholand:

Mickigan State University has a long history of international agncultural development
anil is reognized as 2 worldwide center of excelience in frernaticnal, msea.rch.
traiming and capacity building. The institule of Intentional Agriculturs {liA)yica
coordbiaiing unil fin iuleraationnl agrioulturg related activitioe (aoyw i yosu wlal in

the College of Agriculmre and Natural Resources (CANR) at MSUL

MSU through ITA has develaped an excellent network and groug working relationship
with the Ministry of Agriculture and Water Resources and Tashkenl. Agrarian
Unversity i Uzbekistan threugh the Science and Technelogy Center of Ukruine
(STCU). We are imteresiaxl in expanding our cooparation with the STCU and ISTC
Partnes Progrem framework

MSU was represensed in the regional Riatevhnology Conference in Uzbekistan in
Octaber 2003 orguniesd by the STCU. As s follow-up to this conference, MSET hias
developed a pilot rescarch project with Uzbeldstan on potito Inulechnology. We arc
discussing future collaboravion with Tizbekistan researchers in the areas of lntegrated
Pest Management (TPM) and Sustainable Agriculture. We envision joint development
of a long-term biotcshnology, WM and Sustainable Agriculiure programs following
completion of the pilot projects.
w aceepts the penproliferation objedtives of the Enternasional Science and
Technology Ceater {ISTC} and the Science and Techuology Conter in Ulraine
(STCUY], and the terms of the ISTC and STCU Agrecment and Statute. We weicome
the opportumity to work with the LSTC and STCU, and ldndly request that you
consider our application for participation in the 18T and STCU PMartacr Programs.

Sincerely, (/:-— .

o B
/«.—_.,-H—- M. ."‘q{_a.*rﬂ-f-"- ‘T%;J’% ig
Karim M. Marcdia, Ph.D. Thomas G Coon, Fh D,
Professor Assosiate Dean, CANR

TOTAL P83



Agence canadienne de Canadian International
developpement international  Development Agency

200, promenade du Portage 200 Promenade du Portage
Gatineau (Quebec) Gatineau, Quebec
CANADA K1A0G4 CANADA K1A0G4

www.acdi-cida.gc.ca

Your File

2005-02-01

Our File

UA/Z20158-02-2

Andrew Hood

Executive Director

Science and Technology Centre in Ukraine
21 Kamenyariv St.

Kyiv, Ukraine

03138

Subject: New Canadian Partner Proposed - Photon Control Inc.

Dear Mr. Hood,

The purpose of this letter is to introduce a prospective Canadian partner to the
STCU under our CIDA Partner Program - Photon Control Inc. of Burnaby, British
Columbia. A copy of the firm's letter concerning their wish for partner status is
attached, along with the details of their particular project interests.

Please note that the firm states that they plan to propose projects with the Main
Observatory of the National Academy of Sciences, and the Institute of
Semiconductor Physics.

We are confident that Photon Control Inc. will make a valuable contribution to the
work of the STCU.

Yours sincerely,

Sean M. Boyd

Sr. Program Manage/(Nuclear

Safety/Institutional Partnerships)

Russia, .. Ukraine an/3 Nuclear Programs

Central and Eastern Europe

c.c.  Canadian Embassy, Kyiv
Dr. Nabil Bassim, University of Manitoba
Ivan Melnyk, Photon Control Inc.

encl.

Canada
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PHOTON CONTROL Inc.

8540 Baxter Place
Burnaby, B.C.
Canada V5A 478

Mr. Sean Boyd
Senior Project Officer

5™ January 19, 2005
) et g

Russia, Ukraine and Nuclear Programs Division

Central and Eastern Europe Branch

Canadian International Development Agency

200 Promenade du Portage

Hull, Quebec, KI A 0G4 fax: (819) 994-0928
Dear Mr. Boyd,;

Photon Control Inc. has been involved for 15 years in the development of fiber optic control
devices for a number of industrial and medical applications. During last three years the Company
has been focused on introducing a new optical technology for measuring natural gas and
monitoring flare emissions in Canada and internationally. Over the past year, we have developed
strong working relationships with the Main Observatory (MAQ) and the Institute of
Semiconductor Physics (ISP), both of National Academy of Sciences, Kiev, Ukraine. We are
interested in expanding our cooperation with those institutions as a STCU Partner.

Photon Control Inc. has read and accepts the terms and conditions of the STCU Agreement and
Statute and accepts the Principles for Non-Party Participation in the STCU.

Photon is going to propose two R&D projects, one with each institution, for the year ahead and
plans to invest $100,000-150,000 on these projects. One project will be titled "Optical
Monitoring of Gases and Liquids". It will be carried on at MAO and the aimed is to develop a
novel optical technique for monitoring hydrocarbons where we anticipate a very large market
starting in 2006. The second project is titled "Optical Moisture Analyzer for Natural Gas", to be
conducted at ISP. This product will be complementary to our current optical gas flow meters.
Successful completion of this project will add an absolute superiority to our Canadian
technology against competitors.

We welcome the opportunity to work with the STCU.

Sincerely,

A,

Ivan Melnyk, PhD C.T.O
and Vice-President

Tel: 604/422-8408 Fax. 604/422-8409 Email: info@photonixco.com Website:
www.photonixco.com TSX-V: PHO



United States Department of State

Bureau of Nonproliferation
Washington, D.C. 20520-6817

Mr. Andrew Hood

Executive Director

Science and Technology Center in Ukraine
Kamenyariv 21

Kyiv, Ukraine 03138

Dear Mr. Hood:

The United States is pleased to inform you that the National Nuclear Security
Administration’s Office of Global Nuclear Material Threat Reduction (NA-212) of the
U.S. Department of Energy (DOE), an agency of the U.S. Government, will provide
funding support to STCU projects and activities consistent with the Agreement
establishing the STCU. The Department of State’s Office of Proliferation Threat
Reduction requests on NA-212"s behalf that it be allowed to use STCU Partner
Procedures for review and approval of its projects. NA-212 will be directly responsible
for administering funds designated to an NA-212 account at the STCU. Kasia
Mendelsohn, the Acting Director of the Office of Global Nuclear Material Threat
Reduction, and her Senior Technical Advisor, Igor Bolshinsky, will superintend the
NA-212 project. An NA-212 representative will be in contact to work out the details.

NNSA has long experience in working with both the STCU and the ISTC, and has been
involved in cooperative research activities with scientists of the former Soviet Republics,
funded by both DOE and the Department of State. NA-212 is fully aware of, and has
agreed to, the principles established in the STCU Establishing Agreement and Statute.

I believe that NA-212's participation in STCU programs will be a positive factor in

achieving the STCU’s nonproliferation and peaceful scientific research objectives.

Sincerely

o Rl

Jason N. Witow

Deputy Coordinator, Science Centers Program



Marthe Leonidon

Principal Administrator

Directorate General Science, Research and Development
European Commission

International Scientific Cooperation Policy

De Meeus Square 8

B-1049s Brussels

Belgium
Your reference and date Our reference
= LP/ILVS
Subject

Nomination request as an STCU partner

Dear Mrs Leonidou,

Office telephone
+31-16-278

6230

INTERNATIONAL RESEARCH CENTRE FOR TELECOMMUNICATIONS-TRANSMISSION AND RADAR

Mekelweg 4
2628 CD Delft
The Netherlands

Tel. +31 152781034
Fax +31 152784046

Date

—19 October, 2004

The International Research Centre for Telecommunications and Radar (IRCTR) at Delft University of
Technology has been involved in the research on telecommunications and radar for 10 years. Over the past years, we have
developed a strong relationship with the IRE institute in Kharkov and de National Aviation University in Kiev, both in
Ukraine. At this moment we are interested in expanding our cooperation with IRE in Kharkov as a STCU Partner.

IRCTR has read and accepts the terms and conditions of the STCU Agreement and Statute and accepts the

Principles for Non-Party Participation in the STCU.

IRCTR plans to propose a project together with IRE over the next 2 years and plans to contribute for € 40.000,00
on this project. IRCTR is a research institute of the Delft University of Technology and can offer in the framework of
projects the use of the latest equipment and exchange of knowledge. Our final proposal will be focused on applied

electromagnetics and developed in near future.

IRCTR welcomes the opportunity to work with the STCU.

Sincerely yours,

= /I_[:?‘féz—_‘__“‘

Prof. dr. ir. L.P. Ligthart
Director IRCTR-Delft University of Technology

CC: Mr. Andrew Hood, STCU Executive Director (fax nr. +380 44 490 7145)

When responding please quote our reference.

oy
TUDelft
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