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1. Introduction

The Technology Development Fund constitutes a fsogmit part of the formal
organisation of the Science and Technology Polioyr€il. The fund’s role is to support
R&D perceived as important for fulfilling governntasbjectives regarding technological
development and innovation, leading to a regermratnd improved competitive
situation of Icelandic industry.

The fund achieves its aims by encouraging the team$ knowledge to industry and by
developing ideas which may engender new servicesoatucts. A significant aspect of
this process is the development of scientific amthmological solutions which have the
potential of producing the desired result. It soaiaken into consideration that innovation
is based on numerous other aspects of diverseatbgrauch as new and progressive
design, engineering, novel methods of productiaha@her preliminary work which may
attract entrepreneurial investors to the innovapinggect or to the company itself. Such
preliminary activities may, for example, compriseundwork for strengthening
technological and commercial premises, as welrasptional materials relating to a
start-up company; something which constitutes agudition for the involvement of
entrepreneurial investors.

The Technology Development Fund works in accordavittethe Act on Public Support
for Technological Research, Innovation and IndakDievelopment. It is under the
auspices of the Minister of Industry, who appostseven-man board of directors. The
board is responsible to the Minister and makessttats regarding budgetary expenditure
from the fund, acting upon recommendations fromnadigssional council appointed by
the technological committee of the Science and fieldyy Policy Council.

It should be noted that the fund’s board of direxttas defined three categories of
projects in order to be better able to reach ismdie assembly of clients. In addition,
applicants are required to identify the value-adaguects of the project, in the event that
development work turns out to be successful. Tipiggnts are expected to place the
development activities in the context of ensuingddes, by compiling a simple business
plan. It is recommended that the applicants shstald by working out the business plan
and subsequently complete the proposal as a h@enakl to the business plan.

At a meeting of the Science and Technology Polioyril, 18 December 2007,
resolutions were passed with regard to challengdsaeeas of emphasis in science,
technological development and innovation duringrteet few years, cf. the following
website:

http://www.rannis.is/files/Alyktun%20V&t%2018des0310582766.pdf




2. Therole of the Technology Development Fund

The role of the fund is to support research anctldgwment activities, which aim towards
innovation in Icelandic industry. The Technology@®pment Fund is a competitive
one and invites proposals by advertisement twigesa within a specific submission
deadline. The fund is authorised to finance inniovaprojects in accordance with the
main objective of the Science and Technology Pdlloyncil, e.g. by:

» strengthening technological development and relegséarch for the benefit of
innovation in industry,

* supporting the development of start-up enterprises

» financing promotional drives and strategic actitanp within specific
technological fields, for the purpose of consolimgthe technological base of
industry.

e Supporting small projects initiated by individualsd small businesses which
have the potential to become sources of employ@ar@hincome as well as
generating profit, despite initial risk.

The board of directors decides on the strategi@fund in accordance with the main
objectives of the Science and Technology Policyr@dufurthermore, the board
establishes professional rules with regard to psafs their assessment and processing.
The professional councils provide expert adviceelation to awards by the fund, as their
members possess extensive experience in the fisgddlonological development and
innovation. The board of directors can seek adwviadition to that provided by the
professional councils, in the event the board g#ris as necessary.

Applicants may be companies, individuals, researstitutes and universities. A
precondition for the fund’s involvement is a waedkhulated concept of practical value
and potential, clearly-defined, financial or maex»nomic benefit which may ensue
from the development of the project in question.

The Technology Development Fund sets up resulesited criteria relating to the
projects it supports. Special attention will beda@i the fund’s contributions to

innovation in industry, e.g. the creation of nevowtedge as well as innovative products,
services and intellectual property rights, inclgdpatents. Furthermore, the fund will
monitor the participation of entrepreneurial inggstin projects it has supported.

3. Contactswith other funds and investors

The Technology Development Fund makes every etiboghjoy sound cooperation with
other funds whose aims are similar, as well as aitinepreneurial investors. It is to be
expected that projects which have been supporteédebRannis Research Fund will,
during later stages, involve the Technology Develept Fund, and projects that have
enjoyed the support of this fund will, in one foamanother, become the concern of the
Innovation Fund and/or other entrepreneurial inmesstThe board of directors of the



Technology Development Fund will make an efforetsure that the results of projects
supported by the fund respond well to the precarbtlaid down by investors when
selecting attractive investment options.

In general, the Technology Development Fund do¢acaept contributions from other
Icelandic public funds as matching grants for petgeThis rule may be waived,

however, in the case of co-financing with otherdsinon condition that public support
never exceeds 70% of total project financing. Daficing may take place in partnership
with competitive funds within universities, the A\R&D Fund of the Ministry of
Fisheries in Iceland, the strategic action plathefScience and Technology Policy
Council, and the Agricultural Productivity Fund. @obutions from the Rannis Research
Fund cannot be regarded as matching grants.

Applicants are obliged to inform the Technology Bleypment Fund of their proposals to
other financial sources in relation to projects mehgupport from the fund is requested.
Failure to comply with this requirement will leaalrejection of the proposal.

4. Awards
The Technology Development Fund has ISK 720 mil&orts disposal in 2010.

The fund will focus its effort on supporting techogical development and related
research for the benefit of industrial innovatiarcooperation with institutes, universities
and business enterprises, as well as on strengthéme development of start-up
companies. The fund, however, will not be direatlyolved in the operation of start-up
companies.

Proposals are to be submitted electronically tor#gaehnology Development Fund on
special application forms which are to be foundrewebpage of Rannis — The
Icelandic Centre for Researalyvw.rannis.is The directors of the fund have defined
three project categories in order to better meentd’ requirements, and the applicants
select the category for which they are applying.

Project grants
General project grants will be of the same kinthef®re. This category comprises 2/3 of
the financial resources at the fund’s disposalushog new and continued grants.

The maximum contribution towards outstanding rese@rojects can amount to a total
of up to ISK 30 million for a period of three yealSK 20 million during two years or

ISK 10 million during one year, which can be vastyudistributed during the years of
support, depending on the progress of the projetita funding requirements. In the
event that a grant exceeding ISK 30 million dutiiigee years is applied for, the proposal
is rejected. Applicants’ matching contribution @®5 is required. Support lasting up to
three years may be applied for, although the fubhdard of directors only confirms a



grant for one year at a time. Further support dépem progress and the fulfilment of
contractually agreed results.

There are two submission deadlines a year, 15 Bepand 15 September. The spring
deadline for 2010 is 15. Febuary.

Entrepreneurial grants

Entrepreneurial grants are tailored to the needsanf-up companies and entrepreneurs
whose projects are at the initial stage. The ergregur himself/herself is centre stage and
intends to set up a company focusing on his conceptas already done so. It is
assumed that purchased services of research tastiu universities generally amount to
less than 20% of the total grant. There is a stesnghasis on novelty and the project
involves a significant element of research.

Projects are only supported for 2 years, to a mamiramount of ISK 5 million each
year. Applicants’ matching contribution of 25% éxjuired. Applicants are expected to
apply for a project grant as a sequel to the ergregurial grant, on condition such a step
is justified by the results.

There are two submission deadlines a year, 15 Bepand 15 September. The spring
deadline for 2010 is 15. Febuary.

Bridging grants; infrastructure and marketing

This category offers companies which are begintonignd their feet the opportunity to
apply for a grant to develop their infrastructure, the fundamental building blocks of
the operation in the form of software systems aheéroarguable factors of similar
importance, as well as a special marketing efforgeneral, the proposal should relate to
a foregoing phase of product development in théeamf the company’s R&D

operation regarding those same products. The pabpusst be accompanied by a
detailed business plan, combined with future sgiete Grants are not awarded for
investments in specific equipment, including thechase of necessary apparatus for
mandatory monitoring and the acquisition of basitady research institutes.

Projects are only supported for one year, to a mai amount of ISK 5 million.
Applicants’ matching contribution of 50% is require

Bridging grants are intended for companies wittaanual turnover of less than ISK 100
million.

There are two submission deadlines a year, 15 Bepand 15 September. The spring
deadline for 2010 is 15 Febuary.

General information



Projects awarded support must comprise one or ofdires following:

» A clearly defined concept regarding the practiele and estimated potential
benefit of R&D operations.

* Research and development with regard to new orawgal products and services.

» The production of technical prototypes for testamgl improving their
technological capabilities

» The production of prototypes for the purpose offitoring reactions in promising
market areas.

* The compilation of a business plan, including marksearch.

* The development of a company’s infrastructure.

At the end of the support year, a final report nhessubmitted at a negotiated date in the
case of a one-year project, or an intermediaterteya a revised operational and budget
plan, for a project lasting more than one yearvided progress is in step with plans, and
the premises of the first contribution remain unmaed, the fund can award further
support.

5. Proposal and professional evaluation

A precondition for a proposal qualifying for pro$gsnal evaluation is that it should be
based on a well-formulated concept of practical®and potential benefit. Individual
items in the proposal must be satisfactorily exydifor it to qualify for professional
evaluation.

Proposals which do not fulfil the requirements Wil rejected.

Professional evaluation

The professional council, which provides expertliea@on, begins by examining whether
the project in question comprises progress or mpwuelthe field of technology and/or
marketing. Progress or novelty with regard to gpsal or project means that hitherto
unknown methods are used, new products are prororsesginal results presented.
Such projects, however, often involve considerableertainty with regard to
technology/marketing.

The professional council will examinieter alia, whether the applicants have carried out,
or had others carry out, a study of freedom ofoacin the technological field in question
and in the market areas aimed at. This involvesitoimng whether others own or have
applied for a patent, or whether other technoldgiceommercial impediments prevent
the use of the product or method in the relevanketareas.

The Technology Development Fund is not risk aveatepugh applicants are expected
to be aware of the risks in question and attemptitomise them. A proposal which only
comprises the use of a known method, a recognisgedrial or conventional technology



to solve a new task does not satisfy the fund’'sireqents for novelty. The professional
council can decide against any further expert etadn of such a proposal.

The professional council will base its evaluationnovelty, probability of success,
general social values and expectations of resulise form of turnover of products and
their value to Icelandic users.

The evaluation form used by the professional cdwati be accessed in Excel-format on
the home page of Rannis — The Icelandic CentrRésearch.

Proposal

The applicant must provide a thorough workplan eedrly identify the products the
project is supposed to yield, how they are usedvdraare their likely users. It is
necessary, furthermore, that applicants should deragproposal regarding the sale and
marketing of those products in the form of a bussnglan or its equivalent, so that the
application form may be regarded as comparabledtasmess plan. Those who have
already compiled a sound business plan for theept@jan of course include it as an
appendix, but they must, nevertheless, record ikeyds regarding turnover and value to
users, cf. Excel documeritt{p://www.rannis.is/sjodir/taeknithrounarsjodushich is
attached to the application form.

The project description and business plan are ssdess a whole, with special emphasis
on premises; how they are calculated, how realisag are and how they are defined.
This is a subjective impression, and it may be Haatl here the evaluators identify
themselves with investors, looking at potentiaffipability, as well as looking at the
matter from the perspective of politicians who f@cuin macro-economic value creation.

Evaluators grade a proposal on the basis of tlaetérfs described below and form the
basis of ranking by the professional council. Tinedfs board of directors lays down
rules as to how the internal weight of those facterdetermined within each proposal
category. Further information regarding the evatuais provided on the evaluation
form.

Novelty (N)

Novelty is defined as a change in known premisag]ihg to increased value-adding on
the market. The definition comprises the requirene®explain state of the art with
regard to knowledge, technology and procedurelsariield and how those factors relate
to new needs and opportunities on the market. Bhelty of a project is, therefore, a
criterion of the project’s impact on the potenbébaining a market advantage on the
basis of new solutions, methods, equipment, knogdetechnology or procedures which
constitute the products of the project.

Likelihood of success (L)



By looking at the likelihood of success, an attemmphade to assess the overall potential
of the project for being realised along the patbinally staked out by its creators, and
the likelihood of its product reaching the marl&ecial attention is paid to the

following aspects:

* The likelihood of the project being completed ic@cance with plans relating to
procedures, timing and cost.

* The likelihood of the project returning a practipabduct or a technological
solution.

» The likelihood of having sufficient capacity andhoections to be able to make
practical use of results, or of the project’s araipremises being realised.

Value (VV)

It is of high importance, with regard to the evaioia of a project, how successfully the
applicant presents and defines its products angvdlhe value of the project is defined
on the basis of 2 factors; the applicants’ turnam@@rverted to current value and its value
to users (increased income or savings). It is gtyoemphasised that applicants must
clearly account for their expectations with regardales of project products and their
benefit to Icelandic users during the entire pefioth project launch until the end of the
products’ useful life (although with a maximum @& gears). It is necessary to indicate
the basis for calculations relating to volume fegirprices and value to users. To be sure,
looking so far into the future entails a great dgalncertainty, but it is important,
nevertheless, to form an impression of realistieptal of market success, provided the
technological objectives of the development progaetfulfilled.

A business plan must outline the procedures of etaryg products and providing
services to customers. It is of particular impoc&to provide as clear a picture as
possible of competitive conditions, risk, uncertaiand how applicants plan to respond
to obvious weaknesses in this context.

Other value (G)

This is a subjective evaluation of any other valtithe project and its connection with
the focus points of the Science and Technologycl@iouncil. Here, special attention is
paid to aspects which cannot be assigned a monedarg, spin-offs, knowledge-related
benefits or advantages to the country and the magig. for protecting important
interests. The following value categories are a&sks

* Knowledge-related benefits and spin-offs.

» Value involving the cooperation of schools, ingtdns and industry.

* Value relating to international cooperation.

* Value to start-up companies.

* The product as an export.

» Other benefits to the country and the nation (eagjonal interests, new job
opportunities, etc.).

Basisfor evaluation calculations used by the professional council:



Calculations of a project’s overall grade basedhanevaluation premises of the
professional council:

Overall grade = (a*N+b*VV+c*G)* (1+L)

Where N is novelty VV is projected value evaluatamtording to the formula
(VV=1n(value evaluation)-(1n)(100)/4.5), G refeosather value and L is the likelihood
of success. The coefficients a, b and ¢ constibhgeaveight of evaluation values when
calculating the overall grade of the project, bé table below.

Grant category a b c
Novelty (N) Projected value Other value (G)
evaluation (VV)
Project grant 30% 40% 30%
Entrepreneurial 50% 25% 25%
grant
Bridging grant 20% 50% 30%

The professional council ranks the projects in eathgory in accordance with overall
project grades. Evaluation values and the conalgsid the calculation rule serve as
guidelines to the fund’s board of directors.

Award decisions

Before the professional councils finalise theirag to the board of directors of the
Technology Development Fund, the council membésgean as necessary, discuss
certain queries which may have arisen. The prasassicouncils, assisted by Rannis
staff, must seek to coordinate evaluation rulesgaading with regulations set by the
board of directors. In special cases, the professicouncils are authorised to consult
specialists with regard to proposals which the cdumembers feel they have not the
expertise to assess. It is assumed that the spekeshprofessional councils provide the
fund’s board of directors with information as regui.

The proposals most highly assessed by the profedstouncil are submitted for
discussion to the board of directors of the TeabglDevelopment Fund. Other
proposals are introduced to the board for possilsteer examination or reassessment, if
this is seen as suitable. A list of proposals régdrms unsatisfactory, or irrelevant to the
fund’s scope of operation, is presented to thedoar

The board bases its decisions on evaluation byepstdnal councils, but may seek
outside advice, e.g. from other funds if thougttessary. The board briefly outlines the
arguments for acceptance and/or rejection of papatealt with. For further information
regarding the professional councils, please cotiselRannis homepageww.rannis.i3

The board of directors take note of one or mortheffollowing in their decisions:
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» The outcome of the project may lead to a finarogadefit in the foreseeable
future.

» The project is based on and adds to knowledge kiltslis the Icelandic
developmental environment and industry.

» Cooperation between research institutes and/oewsibies is an integral part of
the project, since it is based on their expertise.

* Small and medium-sized companies are involvederptioject.

* International cooperation.

The fund’s involvement can never exceed the finagnoif half the qualifying total cost of
the project, with exceptions, however, as outliabdve.

The decisions of the Technology Development Funeliation to grants are final at this
level of administration, cf. Article 13, Act No. /Z907.

Continued projects

Projects planned for two or three years are acddpteone year at a time, in which case
the applicant must apply for a continued grantfurther details below regarding the
interim report. When assessing continued projélagst progress is taken into
consideration, i.e.:

* Progress during the past year, with referenceiginal objectives and
technological milestones in the project. (A milestos a step towards a stage,
which may contain one or more milestones).

» Evaluation of the likelihood of the project’s objwes (outcomes) being realised.

Confidentiality and unsuitability

All who are involved in decision-making and evalaatof proposals to the Technology
Development Fund are bound by confidence. Furthezpribe fund is subject to
regulations regarding unsuitability.

Acceptance or reection of a project

Letters of response, including a statement fronptiséessional council, are sent to the
managers of the proposed project. It is assumedttiearepresentatives of the fund will
survey proposals and budgets with the project mensageeking explanations of all
expense items, before a contract is finalised.

Draft contracts between project managers and tbaridogy Development Fund are
mailed electronically to project managers who hawveaximum of 2 months from the
date of the letter of response to finalise themtracts. When this period has expired, the
contribution is returned to the Technology DeveleptFund, unless otherwise
negotiated.
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6. Contract on project implementation

The Technology Development Fund compiles contractgroject implementation in
which the respective roles of the fund and the dees are defined. The contracts
define rules of communication and determine howflaia should be handled. An
accepted proposal constitutes part of a contraathproject is issued with a number
for use in all communications between Rannis aadthardee.

Payment procedures of the fund’s contributionsdatermined, as well as items due
for submission by the awardee within specified sisbion deadlines. If the awardee
does not fulfil his obligations, appropriate progess are outlined. In the event of a
significant failure to comply with regulations, thentribution returns to the
Technology Development Fund and repayment is cldime

The obligations of the Technology Development Fuith extend to the next turn
of the year after awarding a grant, depend on ooad contributions to the
Technology Development Fund from the general gawemt budget.

The project manager is responsible to the Techydbeyelopment Fund for the
implementation of the contract, both financiallydaperationally.

7. Owner ship of results

Participants in cooperative projects supportechieyfind must enter into a mutual
contract with regard to ownership rights and rightise of project results, in case
there is more than one applicant. A draft copyuahsa contract may be obtained
from Rannis staff.

It is the general rule that ownership rights agthtriof use with regard to results and
products is in accordance with each partner’s dmution. The fund’'s awardees must,
in so far as possible, protect ownership rightsragitt of use of results, since itis a
precondition for the fund’s awards that they suppesearch and development work
which returns profit to society and improves thenpetitiveness of industry. In the
event that support is withdrawn due to the awasi&lure to fulfil obligations, the
fund acquires ownership of all the results of thggrt which have been returned to it
and is entitled to publish them unconditionally.

8. Project follow-up and payments
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Rannis takes charge of project follow-up and thaments of grants under the
auspices of the board of the Technology DeveloprRant. In the follow-up of
agreed work contracts, the Technology DevelopmantiKRannis) uses three types
of reports in addition to the contract: progregsores, interim reports and final
reports. These reports are submitted to the Teoggddevelopment Fund on special
forms which are obtainable from Rannis and candventbaded from the research

centre’s home pagew(vw.rannis.ig.

Payments from the Technology Development Fund dipearthe progress of
projects as outlined in reports and evaluation agriRs.

Progressreport

One progress report is to be submitted at mid-t@ime.report contains a survey of
total expenses accruing during the term, basedad@nsents from each participant
and signed by the project manager. The progresegsroject is to be outlined in the
report which contains milestones, as well as psgyogiteria, entered from the agreed
proposal by the project manager and the Rannisgrjspector, when the contract
was signed. Payment is authorised on conditiontt@Rannis project inspector
accepts the progress of the project.

Interim report/Annual report

An interim report, signed by the project managetpibe submitted at the end of the
contractual year, in the case of a project whichlbeen awarded a grant for two or
three years. The interim report is equivalent tmtinued proposal, which is to be
assessed by the Rannis project manager who sulbslggqeeommends a decision to
the board.

Final report

A final report, signed by the auditor of the comyarstitute in question and the
project manager must provide a detailed survepefptrogress of the project, its
impediments and incentives, and clearly describesgults and outcomes. It is to be
stated, furthermore, how participants envisageguia results for further
development. The fund reserves the right to spoagwesentation of project results
to entrepreneurial investors. The final reporbi®¢ accompanied by a short
summary, which the fund is authorised to includésroperational report and on the
Rannis home page.

Contributionsto projects

If not otherwise negotiated, the fund’s contribatie paid in three instalments:

1st payment — 40% upon signature of the contra¢he event of a new contract. The
same applies to continued projects, on conditian @m interim report has been
submitted for the previous year.

2nd payment — 40% when a progress report has loeeptad. The submission
deadline is specified in the contract.
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3rd payment — 20% when a final report has beenpaedeor an interim report, in the
case of a continued project. The submission deadispecified in the contract.

9. Pilot projects

The aim of pilot projects is to prepare and in\ggt the premises for new projects
and/or prepare projects which fall under the saagbe Technology Development
Fund. No specific submission deadline applies. Galye proposals are processed
three times a year. The board will assess thelfdisof proposals at regular
intervals. Supported pilot projects fall into thieegories:

» Preparation for innovation and technological depaient projectsTo
explore technological and/or commercial premisesi&w and worthwhile
ideas, e.g. whether patents or other impedimeatgish the way of
marketing.

* Research into the marketing value of inventionsiandvative projectsTo
investigate, e.g. whether a new invention or intieeadesign might succeed
on the market.

» Finding foreign cooperation partnefi® support companies, and other entities
involved in innovation, in developing a networkeofterprises in the field of
R&D and, subsequently marketing abroad.

Each contribution to a pilot project could amounatmaximum of ISK one
million, on condition the equivalent amount is sligxb by the applicant, and the
project is to be completed within 6 months of beacgepted by the fund’s board
of directors. It is anticipated that total conttiloas to pilot projects could
constitute up to 5% of the total budget of the Texdbgy Development Fund at
any given time.

If not otherwise negotiated, such contributionsg®l in two instalments:

1st payment — 50% when a signed contract is subdnitt Rannis.
2nd payment — 50% when the final report has beeeged.

10. Guiddinesfor maintaining an expense account

It should be noted in particular that the projeen@ger is responsible for each
participant maintaining a special expense accoithtnegard to projects
supported by the Technology Development Fund. Toggt manager must, at
any given time, have a comprehensive overview @fpitoject’s total cost. An
auditor or another entity responsible for the prtgefinances is obliged to
provide Rannis with access to these accountingvda¢a requested.
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Recognised expense items are:
* Compensation of employees
» Consumables and materials etc.
* Purchased services
* Travel and meetings
» Depreciation of tools and equipment
* Interoperation and facilities

Individual expenseitems:

Compensation of employees
This is based on the time during which participdstaff) are employed in the project.

Applicants should be guided by general terms oflegmpent contracts and institutional
contracts when calculating salaries.

Compensation of employees comprises paid salartbghe addition of payroll burden.
It is not possible to use hourly subcontractingsas a basis for the calculation of
salaries.

The proposal must show, in table format, the naohesnployees engaged in the project
for more than 100 man-hours, their qualificatiamsmber of man-hours during the year
of support, hourly rates with the addition of pdiybmrden and the total salary expenses
of each applicant.

Consumables

Information must be provided regarding suppliestiier project. In the event that these
are general consumables relating to R&D, a shatm&ion is adequate, accompanied
by estimated total cost. If, on the other hand résearch is of a specialised nature,
requiring expensive consumables, as is frequeinédycase in biotechnology and
pharmaceuticals research, or connected with expaiahproduction, it is necessary to
include information on categories of goods, unitgs and terms of delivery.

Pur chased services

Purchased services are to be described undergadiriy, whether performed by an
institute or a company which is also an applicangther operational entities. The nature
of the purchased service or counselling must bé&ex, why it is purchased from the
party in question, the price of the service, wkahe defined benefit and on what terms
the service is delivered. It is permissible to utld here the cost of an auditor’s
endorsement of the project’s final report.

Travel and meetings

All travel, both in Iceland and abroad, must beorégd, the purpose of the journeys,
destination and cost.
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Depreciation of tools and equipment

The fund does not support the purchase of toolsegngment. It can, however, share in
the depreciation costs of specialized tools andpagent required for the project. This
support, however, does not cover general officerasdarch equipment. The need for the
tools and equipment in question must be cleangitated, combined with an explanation
as to why this particular option has been chosen.

An example of this kind could be as follows:

The tools and equipment in question cost, for examBK 4 million and the normal
depreciation period of research tools and equipnseiour years. The fund supports the
project for three years. In this case, ISK oneiarilis entered into the category
“Depreciation of tools and equipment” annually, floree years, with reference to the
capital start-up cost of the said tools and equigm@ther expenses relating to the
purchase have to be borne by the applicant himself.

An exception from this rule may apply in the evehéxperimental production in
companies which do not qualify for a grant from Ewand for Research Equipment, and
where the progress of a project is totally depehdercertain specialised equipment.

Over head (interoperation and facilities)

Overhead, or interoperation expenses, constitkéel ftosts which are not directly linked
to specific projects, but arise in connection with activities of the operator. These are
costs such as rent, heating, electricity, the athtnation of operating units, purchase of
books and magazines, computer and network expenssling biobanks. Other items
may come under scrutiny as potential part of ovedhests, but these have to be clearly
delineated, if they are to be taken into considemnat

Applicants may choose one of two options to caleulateroperational costs

» Option 1: Interoperation as a proportion of the pemsation of employees.
» Option 2: Interoperation as a proportion of totadtc having deducted purchased
services (cf. the EU’s 20% rule).

Option 1. Overhead as a proportion of the compensation of employees

The concept of overhead, as a proportion of thepsmsation of employees, only applies
to the operation of R&D departments or the researsts of institutes, universities or
companies.

Expenses relating to departments associated vatthieg, sales operations or
consultancy services do not constitute part of ptadse total costs and thus cannot, in
general, be entered as overhead. Neverthelesaychsastitutes, where teaching or in-
service training form a significant aspect of tiper@tion, can include this aspect of the
department participating in the project, as a proopo of the total overhead expenses
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(interoperational costs) of the institute. Overheasts relating to sales or consultancy,
however, must be excluded.

It depends on agreement by Rannis what is includederhead costs relating to projects
supported by the fund. In the event of an applisatécting this option, a statement on
overhead costs, signed by the auditor of the utstituniversity or company in question,
must accompany the proposal. The fund does nogxample, accept profit, interest
income, operating loss or interest on own capggat of overhead costs. Nor does the
fund accept hourly subcontracting rates as thelwst of proposals. The fund does not
accept expenses relating to the in-service traiofrgiaff as part of overhead costs,
however necessary this activity may be. It is filveos to defray such expenses.

Example: Overhead costs or administrative expeasasproportion of the compensation
of employees.

In the event that compensation of employees is1$K0.000 and the proportion of
overhead costs is 80%, expenses relating to inteatipn and facilities will amount to
ISK 800.000

Option 2: Overhead based on the 20% rule

Other applicants than those outlined above, ansktivdo feel this is a simpler method,
may select the 20% rule. This makes use of totst, @fter deducting purchased services,
multiplied by 0.2 which yields overhead costs atable to the fund. Purchased services
are not included in the 20% rule. The commercialdtitons of expensive operational
items have to be particularly accounted for.

Which expenses ar e supported by the Technology Development Fund?

A precondition for a proposal being assessed hytegsional council is that it should be
based on a well-formulated concept with regardrézfical value and likely benefit.
Costing and financing must conform to the fundgulations. The support provided by
the fund can amount to a maximum of 50% of the piecktotal cost of a project. With
regard to entrepreneurial grants, the fund’'s suppay reach up to 75% of a project’'s
accepted total cost.

Additional cost items, not recognised by the fumdy be expenses which the applicants
feel it is necessary to incur with regard to inrntawa in addition to the fund’s accepted
cost items, in order to achieve the technologiodla commercial result aimed for, e.g.
investment in production tools and equipment, miangeand sales.

It may be desirable to explain such expenses sebata provide the professional
council with a clearer picture of the way applicaestimate the innovation potential in
guestion.

Regulations regarding accepted costs connectedwetbarations for marketing and sales

have been extended in such a way that it is nowilples in the case of project grants, to
enter costs of up to ISK 10 million for developithg necessary infrastructure for further
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progression and investor involvement. Examplesisfdre: a marketing effort, setting up
a quality control system and the scheduling of potidn in small developing/start-up
companies. Further details may be seen in thedigarpage 65 in the report by the
Science and Technology Council from their autummting 2007.

http://www.rannis.is/files/Alyktun%20V&t%2018des0310582766.pdf

Accepted total costs financed by the fund:

* Research and development methods (incl. desigimeiproduction of goods and
services, taking into account novelty and origiyali

* The development of knowledge and skills in R&D @piens, including design for
innovation.

» The compilation of business plans, market survegsather preliminary work. Such
preliminary work may, for example, involve the gnolwork for promotion materials
relating to a start-up company and its productineetings or presentations to
entrepreneurial investors, which may result indtaet-up enterprise becoming
marketable, or constitute a pre-condition for tinolvement of entrepreneurial
investors in innovation projects.

» The development and production of a few prototygrees of a product and/or
service intended for research and testing relatrigchnological characteristics, on
condition that the proposal describes how suchadearistics are to be confirmed.

» The development and production of a few prototygrees of a product and/or
service intended for market research, on condttiahthe proposal describes how
such experimental sales will be conducted and &iedn

Thefund does not finance:
* Investment in raw materials, including tools andipment which constitute part of a
product or service intended for sale.
* Investment in the production process itself an@gronment, e.g. accommodation
and equipment for the production of goods and sesvintended for sale.
» The fund does not support marketing and salesitetibeyond what has been stated
above.

The fund does not accept costs already incurredoiroject before a proposal is
submitted, including participants’ matching condtion.

The fund does not support applications for patentsdividual countries, although it

supports evaluations of novelty and patentabilit¢t applications to EPO (the European
Patent Office), or ELS (the Icelandic Patent Office
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