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Israel VC Indicator Survey

The purpose of the Israel VC Indicator
is to identify trends within the venture
capital arena. Its objective is to give a
comprehensive picture of the
expectations of the Israel VC
community for the next six to twelve
months. The survey is designed to
explore relevant key aspects, such as
the economic and market climate, deal
activity and investment and managerial
focus.

The VC Survey is a Deloitte initiative,
which is conducted on a quarterly basis
concurrently in the UK, Canada, Israel,
Germany, Austria, Switzerland, the
Netherlands, Italy, Australia, Hong Kong
and China, India, Taiwan and
Korea.

The results were collected from
February 11th through February 28th,
2004 from 48 VCs in Israel, including
most of the largest VCs in the country.

This project is conducted by the
Business Development Department
within the TMT Group.

Expectations as of Quarter 1, 2004

Introduction

Optimism is skyrocketing among the members
of the VC community. This'is the fourth#
consecutive quarter in which_positive
expectationsdare being expréssed. This
optimismis the strongestiséen since the launch
of this survey some two and half year ago.
Furthermore, this time theses expectations
are starting to manifest.

The lIsrael VC Indicator Survey is a
comprehensive picture of VCs expectations
for the next six to twelve months and acts as
an indicator of changing confidence levels in:

e Economic and market climate

e Deal activity

e Investment and Managerial focus

Results

This quarter’s expectations represent a new
peak of optimism. The positive trend line is
impressive and is part of a shift that began a
year ago and grew stronger each quarter. The
VC community is totally united in its optimistic
outlook on the economy with 82% of the
respondents expecting the overall economic
climate to improve over the next six months
(compared to 72% in Q4, 2003 and 8% in
Q1, 2003) while all the rest of them (18%)
expect it to remain the same (compared to
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The results produce a forward-looking
measure of the overall sentiment in the
Israeli venture capital community, which
is extremely relevant to immediate deal-
flow.

The 10th Deloitte - Brightman Almagor
Israel VC Indicator Survey results for Q1
2004, include a comparison, where
relevant, to responses from previous
surveys

26% in Q4, 2003 and 67% in Q1, 2003).
(Chart A)

Chart A: During the next six months | expect the overall
economic climate to:
82% 0%
80%
70%
60%
50%
40%
30%
20%
10%
0%
Q401Q102Q2 02Q3 02Q4 02Q1 03Q2 03Q3 03Q4 03Q1 04
—a— Remain the same

—e— Improve —=— Decline




The optimism glows from every corner:
58% of the respondents expect raising new
funds by companies from VCs to be less
difficult (compared to 41% in Q4, 2003
and 10% in Q1, 2003), whereas 40% expect
it to remain the same (compared to 57%
in Q4, 2003 and 62% in Q1, 2003) as they
are nowadays. Furthermore, 57% of the
respondents expect raising new funds by
VCs to be less difficult, (compared to 16%
in Q4, 2003 and 0% in Q1, 2003) whereas
41% expect it to remain the same
(compared to 80% in Q4, 2003 and 45%
in Q1, 2003).

A broader view of the trends of VCs planning
their next capital raise provides a few
interesting notions: only 6% (compared to
20% in Q4, 2003) of the respondents expect
the impact of recent developments in the
Israeli private equity landscape on VC's
ability to raise capital from Israeli investors
to be dramatic. 96% of the respondents
expect that the portion of European
Investors, in the new fund will increase
(33%) or at least would remain the same
(63%). As per the origin of the European
investors in the new fund, the UK was cited
by 47% of the respondents.

The public market plays a dominant role in
the Venture Capital investment process.
72% (compared to 67% in Q4, 2003 and
55% in Q3, 2003) of the respondents expect
that the recovery of public markets will be
the most important factor in their decision
to increase their investment levels. The
linkage between VCs and public markets
does not end here: 88% of the respondents
foresee a return of a healthy IPO market
for technology companies by 2004 (16%)
or 2005 (72%) and the vast majority of the
respondents (94%) feel that up to 10 Israeli
high-tech companies would go public this
year, (Charts B, C).

Chart B: | foresee the return of a healthy IPO market
for technology companies by:
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Chrat C: The number of Israeli high-tech companies
that would go public this year would be:
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Yet when it comes to additional financing
channels for Israeli high-tech, 92% of the
VC community members defined the need
for "Buy-Out" financing as low (24%) to
medium (68%).

The winds of optimism bring new tidings
to entrepreneurs that are thinking of
embarking on new venture. 26% of the
respondents expect the majority of their
new investments to be made in “seed”
stage companies (compared to 23% in Q4,
2003 and 20% in Q3, 2003), while 36%
of the respondents expect the majority of
their new investments to be made in “2ng
round” stage companies (compared to 40%
in Q4, 2003 and 42% in Q3, 2003).

As per the origin of the companies VCs
intend to invest in, 76% of the respondents
expect the number of transactions made
by Israeli VCs in foreign high-tech companies
(i.e.: without any relation to Israel) will
remain the same as they are at present. Yet,
of those investments in foreign high-tech
companies, 71% of the respondents expect
that up to 20% will be in European entities
and 29% expect the proportion to be 20%
t0 50%.

The Internet/e-commerce sector still attracts
a great deal of interest: 94% (compared to
85% in Q4, 2003) of the respondents expect
that sector to demonstrate an increase in
the number of transactions during the next
six months. The optimism is overall and
includes all sectors: there was no sector in
which more than 10% of the respondents
expected transactions in the next six months
to show a decrease «

Insights

e The Israeli VC arena - in terms of the

number of players and their nature -
has changed tremendously since the
days of “The Bubble”. When it comes
to raising new funds, it is even more
interesting - those for whom “Venture

In

Capital” is their “Profession” rise

above and separate from the pack.

The presence of institutional investors
in VCs is already on the rise. We
believe that the Ministry of Finance’s
consent to permit institutional
investors to charge management fees
on funds invested in VC's as well, will
provide an additional and meaningful
boost to the industry in the future.

As part of the whole maturing process
the marketplace is going through,
there’s room and relevancy for all
types of PE financing: early-stage,
Buy-Outs, PIPEs, Secondary etc.

Foreign VC's and other foreign
investors are once again scouting here.
The renewed interest demonstrates
both optimism and new craving along
with acknowledgment as to the
quality of Israeli ventures. Yet, it has
additional ramifications: valuations
will increase and the whole pace of
the investment process will quicken.
However, since we all remember the
days of “The Bubble” and it's
consequences, this time we believe
that there will be greater caution and
rationalism.

With all the optimism being expressed
so strongly, we must not forget the
government'’s role. Though it has done
quite a bit in terms of putting the
economy back on track and
supporting the industry, there’s still a
great deal more to be done.
Supporting technological R&D, Export,
etc., is vital if we want to see Israel’s
true growth engine - the High-Tech
industry - lead us to prosperity.




Detailed Results, 1st Quarter, 2004

Economic Activity

During the next six months | expect the overall
economic climate to:
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During the next six months | expect raising new funds by
companies from VCs to:
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During the next six months, | expect raising new funds
by VCs to:
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When do you anticipate raising your next fund:
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The portion of European Investors, in the new fund
would:
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The main origin of the European Investors, in the new
fund would be from:
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Deal Activity

| foresee the return of a healthy IPO market for
technology companies by:
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The number of Israeli high-tech companies that would
go public this year would be:
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| expect the most important factor leading to an increase
in VCinvestment levels to be:
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Corporate IT spending innovation

The need for “Buy-Out” financing in the Israeli high-
tech arena would be defined as:
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During the next six months, | expect the number of
transactions made by Israeli VCs in foreign high-tech
companies (i.e.: without any relatedness to Israel) to:

Of those investments,
2% how many would be
in European entities:
12%
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Investment & Managerial Focus

During the next six months | expect the majority of
my new investments to be made in:
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The impact of the recent developments in the Israeli
Private Equity landscape, on VC's ability to raise capital
from Israeli investors would be:
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In the current environment, what is your fund's
"acceptable" return on a potential exit opportunity
for a portfolio company (X=the amount invested)?
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During the next six months | expect the number of
transactions in the sectors listed below to:
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“82% of the respondents expecting

the overall economic climate to

improve over the next six months.”



For more information...

If you would like to find out more about this survey or how Deloitte’s TMT group
can assist you, please contact us:

Global TMT Leader

Igal Brightman

Global Managing Partner
Chairman & CEO

+972 (3) 608 5500
ibrightman@deloitte.co.il

Israeli Group

Assurance & Advisory

llan Birnfeld

Leader of the Israel TMT Group
+972 (3) 608 5514
ibirnfeld@deloitte.co.il

Tax

Yitzchak Chikorel
+972 (3) 608 5511
ychikorel@deloitte.co.il

Business Development Due Diligence & VC Tools
Tomi Deutsch Shlomi Anfang
+972 (3) 608 5408 +972 (3) 608 5550
tdeutsch@deloitte.co.il sanfang@deloitte.co.il
Incentives4u
Yael Shindler Avrum Savran
+972 (3) 608 5273 +972 (3) 608 5334
yshindler@deloitte.co.il asavran@deloitte.co.il Visit us at www.deloitte.com
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Deloitte Brightman Almagor is one of Israel’s leading professional services firms providing a wide range of world-class audit, tax,
consulting, financial advisory and trust services. Our 39 partners and over 700 employees serve a diversified clientele including, large
and small national enterprises, multinational corporations, public institutions and promising fast-growth companies in all areas of the
Israeli economic arena including over 120 companies whose shares are traded on the stock exchanges in Israel, the US and Europe.
The firm is a fully integrated member of Deloitte Touche Tohmatsu.

Deloitte Touche Tohmatsu is an organization of member firms devoted to excellence in providing professional services and advice.
We are focused on client service through a global strategy executed locally in nearly 150 countries. With access to the deep intellectual
capital of 120,000 people worldwide, our member firms (including their affiliates) deliver services in four professional areas: audit,
tax, consulting, and financial advisory services. Our member firms serve over one-half of the world's largest companies, as well as large
national enterprises, public institutions, and successful, fast-growing global growth companies. For Regulatory and other reasons,
certain member firms do not provide services in all four professional areas.

Deloitte Touche Tohmatsu is a Swiss Verein (association), and, as such, neither Deloitte Touche Tohmatsu nor any of its member firms has any liability
for each other’s acts or omissions. Each of the member firms is a separate and independent legal entity operating under the names “Deloitte”, "Deloitte
& Touche”, “Deloitte Touche Tohmatsu”, or other related names. The services described herein are provided by the member firms and not by the Deloitte
Touche Tohmatsu Verein.

The surveys contain general information only and Deloitte - Brightman Almagor is not by means of this publication, rendering accounting, business,
financial, investment, legal, tax or other professional advice or services. This survey is not a substitute for such professional advice or services, nor should
it be used as a basis for any decision or action that may affect you or your business. Past performance is not necessarily indicative of future results.
In Addition, prediction of future events is inherently subject to both known and unknown risks, uncertainties and other factors that may cause actual
results to vary materially. Before making any decision or taking any action that may affect you or your business, you should consult with a qualified
professional advisor. Deloitte - Brightman Almagor, their affiliates and related entities shall not be responsible for any loss sustained by any person or
entity that relies on this publication.
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