


Insights
It is no longer just an optimistic
expectation but a reality.  The market
has picked up, however in a more
reasonable rate and speed. VC
investment levels will continue and
increase at a steady pace and
following comprehensive examining
and due-diligence. Along with this,
valuations will increase and the market
will begin to see more “round ups”
among the early stage companies.
VCs must maintain professional
investment strategies in order to avoid
i n f l a t e d  v a l u a t i o n s .

Despite the improvement and recovery
in the market, the return of a steady
IPO market is not going to happen
over night. VCs must brace themselves
for further continued waiting periods
before witnessing exits even from
their mature portfolio companies.

Due to the expectation that many
VCs will make the majority of their
new investments in second round
stages and later, in order to avoid
dilution of their previous investments
and keep “closer” to the exits, the
need for “professional Angels”
investments in pre-seed companies
grows.  New companies will surface,
and experienced “Angels” can
promote these companies and new
entrepreneurs up to the VC
investment stage, where the later will
f ind a more organized and
professional entity at a much earlier
stage than in previous years.

Although we haven’t witnessed many
Israeli VC direct investments in Chinese
companies, there is no doubt that a
large percentage of the VC
community views the Chinese market
as “the place to be” and will increase
it's involvement in it during the near
future. Further involvement in the Far
East markets can also be expected
from Israeli high-tech companies in
search of outsourcing R&D as well as
manufacturing. This will definitely
present a challenge to the Israeli high-
tech industry’s competitiveness and
must be looked at, both by the
government and private entities in
the  uppermost  impor tance .

With the “Google” IPO coming up,
the Internet sector which everyone
was quick to bury is on the rebound
and returning quickly.  The industry
has matured and presents more
sophisticated business models. New
investments in Internet companies
and companies deal ing with
convergence will be seen.
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Over the past few months we have been
witnessing a recovery in the market and a
few VCs have begun the process of raising
new funds for themselves. This trend is
expected to continue among the
professional VCs, however, in this quarter
the VCs have slightly lowered their
expectations in this regard.  45% of the
respondents expect raising new funds by
VCs to be less difficult over the next six
months, compared to 57% in Q1 2004,
and 53% expect it to remain as it is currently,
compared to 41% in Q1 2004. Further-
more, 77% of the respondents expect to
raise their next fund before 2006 compared
to 67% in the previous quarter.  (chart B )

The moderation of the VCs expectations is
clearly reflected in their view regarding IPOs
of Israeli companies. As opposed to the
previous quarter where 66% of the
respondents expected more than 5 Israeli
companies to go public by the end of the
year, in the current quarter only 42% expect
more than 5 IPOs by the end of the year.
Due to the fact that we have not witnessed
many Israeli IPOs so far this year, this decline
seems realistic.  It appears that most of the
VCs (72%) still view 2005 as the year that
we will see the return of a healthy IPO
market for technology companies.
(Chart C ).

Although many of the Israeli companies
have not yet reached the ability for an IPO
and a listing on NASDAQ, as opposed to
on some of the other tech markets around
the world, ALL 100% of the respondents
find NASDAQ as the most appealing for
Israeli high-tech companies that are
considering going public and due to business
considerations are deliberately designating
their portfolio companies in that direction.

While considering a new pre-seed/seed
investment, 52% of the respondents regard
an entrepreneur with a proven track record
as the most important factor in their
decision, and 26% state that the entire
team is the most influential factor as
opposed to 15% that claim the most
significant factor to be a viable market and
7% technology innovation.

For the first time since Q3 2003, a decline
can be seen in the number of VC community
members expecting the majority of their
new investments to be made in “seed”
companies (15% compared to 26% in the
previous quarter) compared to an increase
in regard to “2nd round” companies (48%
compared to 36% in Q1 2004).  This may
reinforce the VC’s optimistic expectations
regarding the return of an IPO market by
2005, and therefore their preference to
invest in companies that are closer to an
exit from which the VCs will see a ROI as
soon as possible, which will improve their
own cash situation, positioning with their
LPs and their ability to raise new funds.

Although it seems that the VCs are not
enthusiastic about any added value from
Angels to pre-seed\seed companies that
have raised money from them, with 89%
of the VC community members regard the
contribution of “angels” investments to
high-tech companies as low to medium.
However, 47% of the respondents expect
“Angel” investments to increase over the
next six months. The VCs should regard the
“Angels” as an alternative source of funding
for the very young companies in the stage
that they are not yet ready for VC
investments.

VC investment levels in Israeli high-tech
companies have risen since the beginning
of the year and along with them, Israeli VC
investments in “foreign companies” (i.e.
companies with no relatedness to Israel).
This trend is expected to continue with 25%
of the respondents expecting it to increase
(compared to 12% in Q1 2004) and 65%
expecting it to remain at the current pace.

As in the previous quarter the expectations
regarding the Internet/e-commerce sector
continue to rise with 98% (compared to
94% and 85% in the two previous quarters)
of the respondents expecting an increase
in the number of transactions during the
next six months. Optimism can also be seen
in regard to the homeland security sector
with 74% of the respondents expecting an
increase in the number of transactions
(compared to 55% in Q1 2004). However,
in the medical devices and biotech sectors
a slight decline can be seen
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Chart B: When do you anticipate raising your next fund:

73%

38% 45%

47%
60%

17% 35% 33% 20% 17%

2006 or later 20042005

33%

58%61%

42%

6%
0%

10%

20%

30%

40%

50%

60%

70%

<55-10>10

Chart C: The number of Israeli high-tech companies
that will go public this year will be:
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Of those investments, how many will be in Chinese
entities:

In addition, during the next six months, I expect to
address the Chinese high-tech market by:
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I do not intend taking special manners addressing the Chinese high-tech
 opportunity

Seeking JV/Liaison with local Chinese entities

Economic Activity Deal Activity Investment & Managerial Focus

Detailed Results, 2nd Quarter, 2004
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During the next six months I expect raising new funds by
companies from VCs to:

Be more diffidult Be less diffidult Remain the same
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During the next six months I expect raising new funds
by VCs to:
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Which stock exchange do you find as the most appealing
for an Israeli high-tech company considering going
public:

During the next six months, I expect to see “Angels”
investments:
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I forsee the return of a healthy IPO market for
technology companies by:

In the current environment, what is your fund’s
“acceptable” return on a potential exit opportunity
for portfolio company (X= the amount invested)?
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I expect the most important factor leading to an increase
in VC investment levels to be:
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During the next six months, I expect the number of
transactions made by Israeli VCs in foreign high-tech
companies (i.e.: without any relatedness to Israel) to:

The most important factor leading to an investment in
a pre-seed/ seed venture is:
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During the next six months I expect the number of
transactions in the sectors listed below to:

Remain the sameDecreaseIncrease
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During the next six months I expect the majority of my
new investments to be made in:
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Establishing a representative office in China

other
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% of original investment: <X1X-3X>3X
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During the next six months I expect the overall
economic climate to:

Improve Decline Remain the same
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73%

38% 45%

47%
60%

17% 35% 33% 20% 17%

2006 or later 20042005

33%

58%61%

42%

6%
0%

10%

20%

30%

40%

50%

60%

70%

<55-10>10

The number of Israeli high-tech companies that will go
public this year will be:
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