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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, Spain, Belgium,
Switzerland, the Netherlands, Italy,
France, Australia, Hong Kong and

China, India, Taiwan and Korea.

The results were collected from March
5th through March 21st, 2006 from

43 VCs in Israel, including all of the

largest VCs in the country.

Introduction

2005 has been a stable and positive year
for the international and Israeli high-tech
industries. During the past few months
Angels have begun returning to the scene,
successful fund raising by incubator
companies has been viewed, an increase
in the number of Seed companies that
have raised funds from VCs, and more.
Due to the increase in available funds in
the Israeli market, investments in Seed
companies are expected to continue and
VCs will become more active in their search
for new investments.

The Israel 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

® Deal activity

e |nvestment and Managerial focus

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 17th Deloitte - Brightman Almagor
Israel VC Indicator Survey results for Q1
2006, include a comparison, where
relevant, to responses from previous
surveys. ®
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Results

Although slightly lower investment levels
during the past year in comparison to 2004,
2005 has been a good year for the Israeli
high-tech industry. The results of first
quarter of 2006 reflect continued optimistic;
although moderate, expectations by the
VC community regarding the months to
come. An increase can be seen in the
number of respondents that expect the
overall economic climate to improve over
the next six months (47% compared to
36% in Q4, 2005), but along with that,
an increase can also be seen in the number
of VC community members that expect a
decline in the economic climate (11%
compared to 6% in the previous quarter).
(Chart A) e

Chart A: During the next six months, | expect the
overall economic climate to:
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During 2006 investment levels are expected
to further decline. 17% of the VC
community expects' a decrease in the
number of companies that will raise new
funds during this year in comparison to
2005, compared to only 2% in Q4 2005.
Furthermore, only 57% of the respondents
expect the number of companies to increase
compared to 72% in Q4, 2005. On the
bright side, investments in Seed companies
which have increased during 2005 are
expected to continue during 2006. With a
number of VCs that have finished raising
new funds and therefore searching for new
investments, 32% of the respondents expect
the majority of their new investments to be
made in Seed companies compared to only
20% in the previous quarter. Furthermore,
53% of the VC community members expect
that investments in Seed and Pre-seed
companies will be done mostly by the VCs
themselves. Only 26% expect these
investments to be made mostly by Angels
and 21% of the respondents expect that
Seed and Pre-seed investments will be done
mostly by incubators. The increase in Seed
investments will result in the continued
growth of the Israeli high-tech industry over
the next few years. (Chart B)

Chart B: During the next six months, | expect that
investments in Seed and Pre-seed will be mainly done
by:
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In search for new investments it appears
that the Internet sector is returning and will
increase its attraction for VC investments,
with the large majority of the respondents
(80%) expecting so.

After many changes in the Israeli VC industry
over that past couple of years (VCs have
succeeded in raising new funds, more VCs
expected to conclude the process during
the year, new VCs that have appeared and
VCs that have declared that they are not
going to raise a new funds), the industry is
expected to stabilize during 2006. Only
39% of the respondents expect the number
of Israeli VCs to further decrease during the
year (compared to 51% in Q4, 2005) and
52% expect the industry to remain the
same.

Following the above, the majority of the
VC community members (60%) expect to
spend most of their time focusing on
portfolio management (compared to only
48% in the previous quarter), 24% expect

the majority of their time to spent on new
investments (mostly VCs who have
concluded raising new funds), and only
16% expect to spend the majority of their
time on raising new funds (compared to
22% in Q4, 2005).

In regard to portfolio companies, 50% of
the respondents expect the most pressing
business issue confronting their portfolio
companies to be an exit opportunity, and
24% expect it to be raising new funds
(compared to 15% in the previous quarter).

While viewing various exit options for
companies, only 63% of the respondents
expect more than 5 Israeli to be acquired
by foreign companies during the next six
months, as opposed to 74% in the previous
quarter, with only 9% of them expecting
more than 10 companies compared to 20%
in Q4, 2005. In addition, only 45% of the
VC community members expect more than
5 companies to go public during the first
half of 2006 (compared to 57% in Q4,
2005). (Chart C)

Chart C: During the next six months, | expect the
number of Israeli companies that will be acquired
by foreign companies to be:
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Insights

e \With domestic events having minor affect

on the local high-tech industry and no
foreseen big changes in the global arena
- Israeli VCs don’t assume any dramatic
changes will take place in the near future
for better or for worse. The industry's
expectations remain optimistic yet
conservative, and it seems that despite the
fact that the past two years have been
good to the high-tech industry; the VC
community remains level-headed and will
not be part of the creation of a new
"bubble”.

The acquisitions of startups by Internet

heavyweights such as Yahoo and Google,
have created a buzz among American VCs.
As in the American market the Israeli VCs
have begun to show interest in the Internet
sector again and are actively searching for
new investments, some of which will require
their willingness to make some risky bets.

Following the 1.2 billion dollars raised by
the local VCs during 2005, the interest in
Seed and Round A investments has grown.
Furthermore, over the past year, foreign
VCs have increased their activity in the
Israeli market. Therefore, in light of growing
competition, the VCs who have available
funds will need to become more active in
their search for new investments and
entrepreneurs in order to attract, identify
and obtain the best "deals".

Although North American VC investments
in cleantech have grown rapidly over the
last few years, Israeli VCs haven't yet
entered this field. Although there are some
Israeli cleantech companies, most of them
are early stage, usually have longer sale
cycles and are not well experienced in
dealing with venture capitalists. These
characteristics and the lack of proven VC
backed Israeli cleantech exits are still
deterring Israeli VCs from investing in
cleantech. Israeli VCs, being novices in
cleantech investments, should place effort
into researching the subject before
allocating major investments to this
opportunity area.

VC leaders are showing increasing interest
in seed and pre-seed investments and they
are not alone. The incubators that were
not well respected in the past are now
gaining prestige, especially those incubators
backed by VCs. They are operating on
growing budgets (e.g. the IPO of Maayan)
and may become key players in seed
investments.



Detailed Results, Quarter 1, 2006

Economic Climate

During the next six months, | expect the overall
economic climate to:
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| expect the regional changes (Israel elections, Hamas
elections, etc.) to have the following effect on the
local economy:
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During the next six months, | expect the number of
local VCs that will invest in foreign companies to be:
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During the next six months, | expect exit valuations
to:
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Deal Activity

| expect the number of companies that will raise new
funds during 2006, in comparison to 2005 will:
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During the next six months, | expect the number of
NEW companies that will raise funds from VCs to:

Decrease

Increase
0% 10% 20% 30% 40% 50% 60% 70%
m Q405 = Q106

During the next six months, | expect that investments
in Seed and Pre-seed will be mainly done by:
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During the next six months, | expect the VC industry
to see:
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During the next six months, | expect the number of
Israeli companies that will be acquired by foreign
companies to be:
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The number of Israeli companies that will go public
during the first half of 2006 will be:
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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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Second Round
First round
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During the next six months, | expect to spend the
majority of my time focusing on:
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During the next six months, | expect the most pressing
business issues confronting my portfolio companies
to be:
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During the next six months, | expect the number of
Israeli PE Funds to:
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During the next six months,  During the next six months,
| expect the Clean-Tech | expect the Internet sector
sector to increase the to increase the attraction for
attraction for Israeli VCs*  Israeli VCs' investments:
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During the next six months, | expect the number of
transactions in the sectors listed below to:

100%
90%
80% 49% 41% 42% 43%
70%
60%
50%
40%
30%
20%
10%

0Y

Software/ Semiconductors Medical Security Wireless Biotechnology
T Devices & Telecom

Remain the same B Decrease B Increase



Contacts

We welcome suggestions for issues to be addressed in future Israel VC Indicator Surveys.

For more information about this survey or the special services offered by Deloitte Brightman Almagor or its affiliates, to VCs and how

we can assist deal initiation and the execution process, please contact us as follows:

Technology Media and Telecommunications (TMT) Industry Group

Igal Brightman

TMT Global Managing Partner

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

Assurance & Advisory
Asher Mechlovich

+972 (3) 608 5524
sanfang@deloitte.co.il

Tax

Yitzchak Chikorel

+972 (3) 608 5511
amechlovich@deloitte.co.il

Eyal Hendler

Leader of the Israel TMT Industry Group

+972 (3) 608 5522
ehendler@deloitte.co.il

Due Diligence & VC Tools
Shlomi Anfang

+972 (3) 608 5550
ychikorel@deloitte.co.il

Knowledge Management
Hilit Cohen

+972 (3) 608 5419
hicohen@deloitte.co.il

Business Development
Yael Shindler

+972 (3) 608 5515
yshindler@deloitte.co.il

Business Development - Deal Flow
Omri Barnes

+972 (3) 608 5408
obarnes@deloitte.co.il

Incentives

Danny Younisian

+972 (3) 608 5501
dyounisian@deloitte.co.il
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consulting, financial advisory and trust services. Our 40 partners and over 650 employees serve domestic and international clients,
public institutions and promising fast-growth companies whose shares are traded on the Israeli, US and European capital markets. The
firm is a fully integrated member of Deloitte Touche Tohmatsu.

Deloitte refers to one or more of Deloitte Touche Tohmatsu, a Swiss Verein, its member firms, and their respective subsidiaries and
affiliates. Deloitte Touche Tohmatsu is an organization of member firms around the world devoted to excellence in providing professional
services and advice, 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, Deloitte delivers services in four professional areas-audit, tax, consulting, and
financial advisory services-and serves more than one-half of the world’s largest companies, as well as large national enterprises, public
institutions, locally important clients, and successful, fast-growing global growth companies. Services are not provided by the Deloitte
Touche Tohmatsu Verein, and, for regulatory and other reasons, certain member firms do not provide services in all four professional
areas.

As a Swiss Verein (association), 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.
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information contained herein is accurate, Deloitte Touche Tohmatsu accepts no responsibility for any errors or omissions it may contain. Whether caused by negligence or
otherwise, or for any losses, however caused, sustained by any person that relies upon it.
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