
Israel VC Indicator Survey

1

December 2003

Technology, Media & Telecommunications

There is no doubt as to the magnitude
of the optimistic expectations the VC
community is expressing. This is the third
consecutive quarter in which positive
expectations hit the charts with an even
stronger pole than before. These
indicators appear across the board starting
with expectations with regard to the
overall economic climate, onwards
through prospects of raising new funds
by both companies and VCs. Now all that
is left is for hopefully to overcome harsh
realities and these expectation manifest
themselves leading us into a more
prosperous period.
The Israel VC Indicator Survey is a
comprehens ive  p ic ture  of  VCs
expectations for the next six to twelve

This quarter’s results indicate a clear
and strong positive trend, with a
definite brighter and more optimistic
point of view. The shift in expectations
in a positive direction, which began
two quarters ago, continues. The VC
community has an increasingly
optimistic outlook on the economy
with 72% of the respondents
expecting the overall economic climate
to improve over the next six months
(compared to 54% in Q3, 2003)

and only 2% expect a decline
(compared to 7% in Q3, 2003).
(Chart A)

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

US, the UK, Canada, Israel,

Germany, Austria, Switzerland, the

Netherlands, Italy, Australia, Hong

Kong and China, India, Taiwan and

Korea.

The results were collected from

November 6   through November

24  , 2003 from 45 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.

Chart A: During the next six months I expect the
overall economic climate to:

Improve Decline Remain the same

Expectations as of Quarter 4, 2003
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months and acts as an indicator of
changing confidence levels in:

      Economic and market climate
      Deal activity
       Investment 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 9   Deloitte Brightman Almagor
Israel VC Indicator Survey results for
Q4 2003, include a comparison, where
relevant, to responses from previous
surveys.
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As part of that general optimism, 98%
(compared to 91% in Q3, 2003 and
73% in Q4, 2002) of the respondents
expect raising new funds by companies
from VCs to be less difficult (41%) or
to remain the same (57%) as they are
nowadays.  Furthermore,  96%
(compared to 88% in Q3, 2003 and
43% in Q4, 2002) of the respondents
expect raising new funds by VCs to
remain the same or to be less difficult
than they are at present.

Signs of that optimism can be detected
in the timetable parameter as well. 78%
of the VC community members
anticipate the raising of their next fund
to be during 2004 or 2005 (compared
to 73% of the respondents in Q3, 2003)
and 24% of the respondents foresee a
return of a healthy IPO market for
technology companies by 2004
(compared to only 12% in Q3, 2003),
(Chart B).

As for VC investments, 67% (compared
to 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. Once an investment
opportunity is laid on the table, 66%
(compared to 63% in Q3, 2003) of the
respondents feel that the most
important factor in determining pre-
money valuation for a potential venture
is the evaluation of milestones reached,
whereas only 2% (the same level as it
was in Q3, 2003) of the respondents
define the previous round valuations
as the most important factor.

When it comes to looking at the
investment lifecycle from a VC
perspective, the vast majority of the
respondents (71%) felt that the most
pressing business issues confronting
their portfolio companies in the next
six months would be seeking new
alliances or business convergences.
Whereas further on in the lifecycle
towards the exit, 68% of the VC
community members feel that in the
current environment their funds’
acceptable return on a potential exit
opportunity for a portfolio company
exceeds three times their original
investment (compared to 49% in Q3,
2003) whereas 24%% indicate that
one to three times is an acceptable
return (compared to 49% in Q3, 2003).

According to 85% of the respondents,
the Internet / e-commerce sector would
be the sector that demonstrates an
increase in the number of transactions
during the next six months. The
optimism does not stop here; according
to the vast majority of the respondents
during the next six months the number
of transactions in all high-tech sectors
will show either an increase or at the
very least remain the same.

An interesting aspect with respect to
VC’s ability and intention to raise capital
for their next fund can be witnessed in
the following two figures: 80% of the
respondents expect that the impact of
recent developments in the Israeli private
equity landscape on VC's ability to raise
capital from Israeli investors will be none
or minimal (Chart C).

Insights

The Israeli Private Equity is coming
of age slowly but surely. Recently,
we have witnessed a variety of
signals - good and bad - indicating
that the industry is maturing.
Establishment of funds focusing
on buyouts, Real Estate, industrial
investment, low-tech, and others;
disputes between investors and
VC’s, etc. Hopefully, this normal
course of evolution will lead Israeli
institutional investors to increase
the portion they invest in VC’s to
match those amounts common
among their American and
European counterparts.

The American economy has
proven that thanks to the
existence and activities of its VC
industry the export, R&D and taxes
have increased. The Israeli
government must give all the
support it possibly can to the local
VC and high-tech industries, not
only because of the above
parameters, but because in Israel
- unlike in the US - there is no
other alternative.

A cal l  for  Entrepreneurs:
combination of factors - fund’s
future size, Israel’s relative strength
in innovation and entrepreneurial
activity, feedbacks from foreign
investors, etc. - leads the VC
community to an increased focus
on the early stage arena.

The Internet is here to stay and
big time. It is no longer accursed,
even between VC’s. Since the days
of “The Bubble”, a great deal has
occurred. Internet companies
learned how to generate profits
(through viable business models),
there has been constant growth
in e-commerce and the business
community has gained a better
understanding of evaluating that
“gift”.
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Chart B: When do you anticipate raising your
next fund:

Chart D: The majority of the investors in the new fund
would come from:

Yet, when coming to look at origin of
the majority of the investors in the new
funds, only 7% of the respondents
expect that it would come from Israel
(Chart D).

0%

40%

50%

60%

70%

80%

2006 or later2005

30%

20%

10%

2004

33%35%

17%

25%

45%
38%

73%

59%

22%
27%

10%
16%

Chart C: 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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Economic Activity Deal Activity Investment & Managerial
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Where the majority of the investors in the new fund
would come from:

During the next six months, I expect raising new funds
by VCs to:

During the next six months I expect raising new funds
by companies from VCs to:

I foresee the return of a healthy IPO market for
technology companies by:

Which of the following is the most important in determining
pre-money valuation for potential investments?

During the next six months I expect the number of
transactions in the sectors listed below to:

What will be the most pressing business issues
confronting your portfolio companies in the next six
months:

I expect the most important factor leading to an increase
in VC investment levels to be:

During the next six months I expect the overall
economic climate to:

72%

0%

10%

20%

30%

40%

50%

60%

70%

80%

Q4 03Q3 03Q2 03Q1 03Q4 02Q3 02Q2 02Q1 02Q4 01

26%

2%

0%           20%          40%          60%         80%         100%

18% 63%

7% 56%

3% 70%

63%

10% 62%

16% 72%

37% 54%

57%

Q1 02

Q2 02

Q3 02

Q4 02

Q1 03

Q2 03

Q3 03

Q4 03
41%

10%

Be more difficult Be less difficult Remain the same

36% 55%

67% 33%

54% 46%

57% 38%

55% 45%

14%

12% 76%

80%

0%           20%           40%          60%         80%           100%

Q1 02

Q2 02

Q3 02

Q4 02

Q1 03

Q2 03

Q3 03

Q4 03

76%

4%

Be more difficult Be less difficult Remain the same

Improve Decline Remain the same

24%

12%

20%

30%

0%

10%

20%

30%

40%

50%

60%

2006 or later20052004

58% 56%

0%

10%

20%

30%

40%

50%

60%

70%

Comparable public
company valuations

Evaluation of milestones
reached

Previous round
valuations

2%2%

66%63%

32%35%

70%

Recovery of public
markets

Increase in Corporate
IT spending

Technology
innovation

60%

50%

40%

30%

20%

10%

0%

7% 6%
13%

4%

26%
30%32%

29%

64%

55%

67%67%

48%

32%

20%

71%

29%

24%

2%
0%

10%

20%

30%

40%

50%

60%

70%

% of original
investment: <x

1X-3X>3X

68%

49% 49%

8%

29%

62% 10%

53%

43%

53%

47%

48%

42%

58%

42%

34%

51%

0%

20%

40%

60%

80%

100%

BiotechnologyWireless
& Telecom

Software/ITInternet/
e-commerce

Nanotech. Medical
Devices

Homeland
Security

85%

Detailed Results, 4th Quarter, 2003

In the current environment, what is your fund's
"acceptable" return on a potential exit opportunity for
a portfolio company (X=the amount invested)?

The impact of the recent developments in the Israeli
Private Equity landscape, on VC's ability to raise capital
from Israeli investors would be:

During the next six months I expect the majority of my
new investments to be made in:
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When do you anticipate raising your next fund:
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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
Leader of the Global Industry
Chairman & CEO
03-6085500
ibrightman@deloitte.co.il

Israeli Group

Assurance & Advisory
Ilan Birnfeld
Leader of the Israel TMT Group
03-6085514
ibirnfeld@deloitte.co.il

Tax
Yitzchak Chikorel
03-6085511
ychikorel@deloitte.co.il

Business Development
Tomi Deutsch
03-6085408
tdeutsch@deloitte.co.il

Yael Shindler
03-6085273
yshindler@deloitte.co.il

Due Diligence & VC Tools
Shlomi Anfang
03-6085550
sanfang@deloitte.co.il

Incentives4u
Avrum Savran
03-6085405
asavran@deloitte.co.il

A member firm of
Deloitte Touche Tohmatsu

About us
Deloitte Brightman Almagor is one of the leading accounting and consulting firms in Israel, specializing in accounting, auditing,
taxation as well as consulting and trust services. The firm's 35 partners and over 700 employees, serve a diversified clientele, large
and small, private and public, in all areas of the Israeli economic arena, including over 130 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.

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. For regulatory and other reasons certain member firmsdo not provide services in all four professional areas listed above.

Our mission is to help our clients and our people excel

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.


