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The scale of investments in the Israeli hi-tech continues to plunge.

Lowest level of investment since the 2003 recession

The latest Kesselman and Kesselman PricewaterhouseCoopers Israel's MoneyTree™ Report
indicates that venture capital-backed high-tech companies raised a total of $162 million in
Israel during the second quarter of 2009, a 16% decline compared to the previous quarter,
when $194 million was raised, and a 44% drop compared to the corresponding quarter last

year, when $291 million was raised.

The report also reveals that 61 Israeli high-tech companies raised capital in the second
quarter, compared to 49 in the first quarter and 69 in the corresponding quarter of last year.
The average investment per company in the quarter under review was $2.7 million, down
from $4 million in the preceding quarter and $4.2 million in the same quarter of 2008. The

average investment figure for this quarter is the lowest in 5 years.

The total investment in the first half of 2009 amounted to $365 million ($712 million in annual
terms), compared to the first half of 2008 with $717 million. The first six months of 2009 saw
the lowest total investment in Israeli hi-tech during any comparable periods in the last decade.
The number of companies that raised capital for the year to end of June was 110, down from
161 by mid-year 2008. The average investment per company in the first half of 2009 was
$3.2 million, down from $4.4 million in the corresponding half of 2008.

Rubi Suliman, Partner, High-Tech Assurance Practice at Kesselman and Kesselman PwC
Israel, commented on the findings: "In line with the overall decline in investment this quarter,
the average investment per company slumped to $2.7 million, which can be explained by an
investment mix where 65% of investment is concentrated in early-stage and seed companies.
Looking more closely at this investment mix, there are some positive signs that interest in
early-stage companies is improving slightly. The life science market, thanks to a few
significant recent exist, presented a strong growth this quarter, diverging from the overall

trend, in step with developments in this sector in the US.

"Expecting future developments, the improvement in the US markets is certainly encouraging.
However, the global and Israeli venture capital industries are struggling to raise funds, and it

is very likely that VC investments will stay low as long as these difficulties remain."
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Slice of Israel Venture Capital Funds in high-tech cake

The domestic venture capital funds invested $77 million or 48% of total investment for the
second quarter of 2009. This investment compares with $94 million, or 48% of total
investment, in the previous quarter and $148 million, or 51%, in the corresponding quarter last

year.

In addition to investment in high-tech companies with operations in Israel, local venture

capital funds also invested $15 million in 7 overseas high-tech companies that have no
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operations in Israel, compared with $8 million invested in 4 foreign companies in the previous

quarter and $8 million invested in 5 foreign companies in last year's second quarter.

Investment levels of Israel Venture Capital Funds (in millions of dollars)
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Analysis by Geographic Location of Company Registration

46 companies, representing 75% of companies raising capital in the second quarter of 2009,
are registered in Israel. These companies raised $101 million or 62% of total investment. The

remaining companies are mostly incorporated in the US.

Companies Receiving Grants from the Chief Scientist

14 companies, representing 23% of all companies raising capital in the second quarter of
2009, received grants from the Israel Office of the Chief Scientist. Some $23 million of total

investment funds went to these companies.
Analysis by Leading Technological Sector

The software sector is ranked first in terms of capital raised in the second quarter of 2009
with 19 companies that raised $47 million or 29% of investments for the quarter. This is
compared with $18 million that was invested in 11 companies last quarter and $59 million
invested in 17 companies in the corresponding quarter last year. In financial terms, this
represents a sharp surge of 160% from last quarter's investment but a 20% drop from the

figure for the second quarter of 2008. The average investment per company was $2.5 million
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in the current quarter, compared with $1.7 million in the last quarter and $3.5 million in the

corresponding quarter of last years.

14 companies in the communications and network sector raised $29 million, down from 17
companies that raised $101 million in the previous quarter and 22 companies that raised
$140 million in the corresponding quarter of 2008. The average investment in this sector was
$2 million this quarter, a fall from $6 million in the first quarter and $6.4 million in the previous
second quarter. In financial terms, this is a steep 71% decline compared with the preceding

quarter and a 79% plunge from the second quarter last year.

A single semiconductors company raised $1 million this quarter, down from 3 companies
that raised $12 million in the first quarter and 5 companies that raised $30 million in the
corresponding quarter last year. The average investment tanked from $6 million in last year's

second quarter and $4 million last quarter to $1 million this quarter.

The life sciences sector, encompasses medical device and biotechnology companies. Unlike
other sectors, life sciences gained this quarter. In the second quarter of 2009, 13 companies
raised $16 million, up from 5 companies that raised $11 million in the first quarter and 9
companies that raised $16 million in the second quarter of 2008. The average investment in
the company of $2.5 million this quarter is up from $2.3 million in the last quarter and
$1.8 million in the same quarter in 2008. In financial terms, this represents a 191% jump from

the previous quarter and a 100% gain over the same quarter in 2008.

Miscellaneous sectors include internet, clean-tech, media and others. A total of 14
companies in this category raised $53 million this quarter or 33% of all investment for the
quarter, compared with 13 companies raising $51 million in the last quarter and 16 companies

raising $45 million in the corresponding quarter.

The internet sector has a 17% share of all investments in this category and 5% of overall

investments for the quarter, with 3 companies that raised $9 million.
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Analysis by Investment Round

Early round

This quarter, 22 companies raised capital as part of their early, first and second rounds, in a
combined amount of $83 million. This is compared with 15 companies that raised $97 million
in the previous quarter in these rounds and 23 companies raising $138 in the second quarter
of 2008. The average investment per company in this round was $3.8 million in the current
quarter, down from $6.5 million in the previous quarter and $6 million in the corresponding

quarter.

Third round

Five companies raised a total of $14 million this quarter, compared with 5 companies that
raised $35 million in the first quarter pf 2009 and 3 companies raising $42 million in the
second quarter of 2008. Average investment per company in this round was $2.9 million for
the quarter, down from $7 million in the previous quarter and $13.8 million in the

corresponding quarter last year.

Later round

Ten companies raised $38 million in the second quarter in later-round transactions (fourth
round and thereafter), compared with 9 companies that raised $41 million in the preceding
quarter and 13 companies that raised $57 million in the same period last year. The average
investments for these rounds amounted to $3.8 million in the current quarter, $4.6 million in

the previous quarter and $4.4 million in the corresponding quarter in 2008.
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A total of 23 companies raised capital at $26 million this quarter using bridge loans, compared
to 18 companies that raised $15 million in the previous quarter and 30 that raised $55 million
in the second quarter of 2008. The average loan per company was $1.1 million this quarter,
compared to $0.9 million in the previous quarter and $1.8 million in the corresponding quarter
of 2008.

Total investment by investment round

Bridge Loan
16%

Later Round
23%

Early Round

52%
Third Round

9%

Analysis by Company Development Stage

Seed/start-up stage

Six start up companies raised approximately $7 million during the second quarter of 2009,
accounting for 4% of total investment for the quarter. This is compared to 3 such companies
that raised $4 million in the preceding quarter and 8 companies that raised $12 million in the
corresponding quarter of last year. The average investment per company at this stage of
development during this quarter was $1.2 million, as compared to $1.4 million in the

preceding quarter and $1.5 million in the corresponding quarter of last year.

Intermediate stage (early/expansion stage)

In the second quarter of 2009, 50 companies at the intermediate stage of development raised
$141 million. This compares to 37 companies that raised $154 million in the preceding quarter
and 51 companies that raised $228 million in April-June 2008. The quarter under review also

saw only three large transactions totaling $38 million. All these transactions involved
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intermediate-stage companies. The average investment in this quarter was at $2.8 million,

down from $4.2 million last quarter and $4.5 million in the corresponding period of 2008.

An internal analysis of intermediate-stage investment reveals that 36 companies at the early
stage of development raised $102 million during the quarter under review, while 15

companies at the expansion stage raising $44 million during that same quarter.
Later stage

In the second quarter of 2009, a total of 5 companies at the later stage of development raised
$14 million, compares to 9 such companies that raised approximately $36 million in the
guarter before and 10 companies that raised $51 million in the same quarter of last year. The
average investment for the quarter was $2.7 million, as compared to $4 million for the

preceding quarter and to $5.1 million for the corresponding quarter of last year.

Total investment by company development stage
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The MoneyTree™ Report is published quarterly by Kesselman & Kesselman, lIsrael, in
conjunction with the reports published in the United States and Europe by the world’s largest
accounting and professional services firm, PricewaterhouseCoopers. This quarter, 41 venture
capital firms participated in the production of the report. Its findings are widely used each
quarter by Israeli and foreign venture capital funds, commercial banks, investment banks and
other financial institutions both in Israel and abroad, and by high-tech companies, government

agencies, the Office of the Chief Scientist among others.

For further information, please contact Benny Ginat, Kesselman & Kesselman

PricewaterhouseCoopers - Tel: 972-54-5615737, E-mail: benny.ginat@il.pwc.com
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Legal disclaimer

The information contained in this survey is for general guidance on matters of interest only. The application and
impact of laws can vary widely based on the specific facts involved. Given the changing nature of laws, rules and
regulations, there may be delays, omissions or inaccuracies in information contained in this survey. Accordingly, the
information on this survey is provided with the understanding that the authors and publishers are not herein engaged
in rendering legal, accounting, tax, or other professional advice and services. As such, it should not be used as a
substitute for consultation with professional accounting, tax, legal or other competent advisers. Before making any
decision or taking any action, you should consult a PricewaterhouseCoopers professional.

While we have made every attempt to ensure that the information contained in this survey has been obtained from
reliable sources, PricewaterhouseCoopers is not responsible for any errors or omissions, or for the results obtained
from the use of this information. All information in this survey is provided "as is", with no guarantee of completeness,
accuracy, timeliness or of the results obtained from the use of this information, and without warranty of any kind,
express or implied, including, but not limited to warranties of performance, merchantability and fithess for a particular
purpose. In no event will PricewaterhouseCoopers, its related partnerships or corporations, or the partners, agents or
employees thereof be liable to you or anyone else for any decision made or action taken in reliance on the
information in this Site or for any consequential, special or similar damages, even if advised of the possibility of such
damages.



