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Global trends in venture capital 2006 survey

Foreword

| am very pleased to present the results of the Deloitte Touche Tohmatsu (DTT) Technology,

Media & Telecommunications Group’s (TMT) 2006 Global Venture Capital Survey. Following on
from the survey in 2005, this year's survey was again designed to provide insight into the attitudes
and intentions of venture capitalists around the world regarding specific geographic regions and
industry sectors over the next five years.

Venture capital is often seen as the life blood of the technology industry, offering the resource and
capacity for ideas to be given the chance to develop from conception into stand-alone products/
technologies or life changing products and services.

The 2006 Global Venture Capital Survey was sponsored by the DTT TMT Industry Group and
was conducted in association with Venture Capital Associations in the Americas, Asia Pacific and
Europe, Middle East and Africa.

This year's results indicate that while the mature venture capital markets in the United States

and the United Kingdom continue to develop, traditional geographical boundaries are less of

a barrier as more venture capitalists look to new regions for new ideas, new markets, and new
entrepreneurs. This annual survey, conducted in April and May 2006, is based on 505 responses
from general partners of venture capital companies with assets under management ranging from
less than $100 million to greater than $1 billion. Of the 505 total respondents, 279 were based in
the Americas, 140 in Europe, Middle East and Africa and 86 in Asia Pacific.

gaﬁ’ E:;ﬂm-m-

Igal Brightman
Global Managing Partner
Technology, Media & Telecommunications
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Figure 1. Location of respondents

About the survey:

The 2006 Global Venture Capital Survey sponsored
by the Deloitte Touche Tohmatsu Technology,
Media & Telecommunications Industry Group was
conducted in association with the following Venture
Capital Associations:

24%

‘4%

45%
Brazilian Association of Private Equity & Venture
Capital (ABVCAP)

British Venture Capital Association (BVCA)

Canada’s Venture Capital & Private Equity

Association (CVCA) Europe
China Venture Capital Association (CVCA) : :’:: d:j:scumca
European Private Equity & Venture Capital W us.

The Americas (excl. U.S.)

Association (EVCA)

Indian Vi Capital Association (IVCA
ndian Venture Capital Association ( ) The survey questions were designed to show the

Israel Venture Association (IVA) degree to which venture capitalists are expanding
Malaysian Venture Capital and Private Equity their worldwide investment focus, identify
Association (MVCA) territories they are targeting for expansion, and

National Venture Capital Association (NVCA)-U.S. see how their business practices are changing in
order to accommodate a more global approach

Singapore Venture Capital & Private Equity to investing. Likewise, respondents were asked

Association (SVCA) about the barriers they saw to establishing

Taiwan Venture Capital Association (TVCA) footholds in various geographic markets as well
as the ongoing challenges they encounter doing

o business in other territories.
The survey was administered to members of the

various venture capital associations referred to The format for the 2006 survey closely matched
above in order to focus on investors who primarily the previous year’s so that key attitude changes
identify themselves as venture capitalists (VCs). about global investing among venture capitalists

There were 505 responses from venture capitalists could be tracked from year to year. However,

with assets under management ranging from less  new questions were added relating to the impact
than $100 million to greater than $1 billion. The of regulation on the investment climate and the
survey was conducted in April and May 2000. degree to which venture-backed companies are
The breakdown of respondents was as follows: locating primary operations outside their domicile.

All charts within this report are sourced from
the survey results.



The new world order —
A global VC network breaks the horizon

VCs all over the world are taking the idea of global investing
more seriously than ever before. In querying VCs about their
interest in expanding their global investment focus, more
than half said they would expand their investment focus
internationally within the next five years. This trend was
similar in all geographies with the exception of the Middle
East where only 33 percent of respondents indicated they
intend to expand their investment focus. Last year’s results
reflected a similar interest in global expansion.

Figure 2. Percentage of venture capitalists indicating an increase in expanding
global investment focus (all respondents)
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Venture capital has flourished in the United States for
almost 70 years as a means of raising private equity for
early stage companies and is now taking hold all over the
world. The industry has grown to maturity in Europe where
the amount of venture capital investment increased from
$12.8 billion to $15.8 billion from 2004 to 2005 according
to data from the European Private Equity and Venture
Capital Association (EVCA)'.
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The United Kingdom, long considered to be the second most
mature VC market outside the United States, continues to
experience a venture capital boom. According to recent data
from the British Venture Capital Association (BVCA), U.K.
venture capital activity is close to the 2001 high levels, with
$2.8 billion invested in 2005 from $2 billion in 20042

Canada, like the United Kingdom, is also attracting
increasing numbers of U.S. and other foreign venture
capitalists that have entered the market recently. In 2005,
according to the Canadian Venture Capital Association,
$1.5 billion was invested in approximately 590 companies,
which was on par with 2004 investing levels3.

China, a market deemed by many as a market full of
challenges and opportunities, is already home to some of

the U.S. venture industry’s most promising overseas strategic
alliances: Legend Capital and Doll-DCM Capital* as well

as Tianjin Venture Capital Company with SAIF Partners®. A
Deloitte Touche Tohmatsu report on the China venture capital
industry, for instance, pegged the investment level in China
(adjusted for purchasing power) at approximately $7 billion
in 2004 and growing®.

Representatives in the DTT member firm in Mumbai stated
the number of start-ups being launched in India is on the rise.
Meanwhile, high liquidity in the equity markets is providing

a good exit outlet. As a result, private equity is beginning to
rush into India. Private equity and VC firms invested about
$2.3 billion in Indian companies across 147 deals during 2005,
according to a study by Venture Intelligence India’. During
2005, private equity and VC firms obtained exit routes for their
investments in 42 Indian companies, while 17 private equity
and VC-backed companies raised about $950 million via initial
public offerings (IPOs) during the same period®. Approximately
$2.5 billion is reported to have poured into India in the first
guarter of 2006 alone, roughly the same amount of funding
raised for all of 2005°.

Israel continues to attract significant interest from the venture
capital community. According to the Israel Venture Capital
Association (IVA) $1.3 billion was invested in 2005 compared
with $724 million in 2004. The IVA research also indicates VC
firms in Israel raised $1.2 billion in 2005 and projects they will
raise at least $1 billion in 2006,

Though the bulk of investor funding may reside in the United
States, the growing pool of entrepreneurial talent is boiling up
beyond its border — talent that could blindside a more parochial
U.S. VC. For example, Skype, the European Voice-over-Internet
Protocol (VolP) phone company funded by Luxembourg-based
Mangrove Capital, rattled more than a few cages in Silicon
Valley when it emerged from obscurity to be acquired by eBay
for $2.5 billion™. Buoyed by Skype’s success and that of other
non-U.S. technological concerns, governments around the
globe have begun throwing public funds behind private dollars
to help with the incubation of start-up firms and innovating
technologies expressly for global competition.



Global trends in venture capital 2006 survey

Strategies for global investing

This year's survey data strongly suggests there will be a
growing international interdependence among VCs, resulting
in unprecedented numbers of strategic alliances, global

informal networks, and direct investment in foreign VC firms.

Instead of setting up offices in foreign markets — as most of
this year’s survey respondents seemed reluctant to do — most
are looking to expand through networking opportunities
that will involve a heavy reliance on established local players.
When asked how their business practices would change as

a result of international expansion, over 80 percent of the
respondents said they expected partners to travel more. While
partners may rack up frequent flier miles, respondent data
suggested that few would be offered expatriate packages
for relocation. Instead, responses suggested that VCs eyeing
expansion planned to partner up with locally-based VCs and
hire investment staff with expertise in targeted markets.

Figure 3. Expected business practices to be deployed to expand globally (all respondents)
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Strategic alliances with foreign-based firms, already a
popular form of expansion among last year’s respondents,
carried even more favor in 2006. Over 70 percent of
respondents identified strategic alliances as a key method

for globalization. The finding represents a market jump from
last year when less than 60 percent of respondents identified
strategic alliances as a key method for geographic expansion.

These results reveal an attitude shift toward global
interdependence among VCs. Interestingly, the trends
indicated in the chart below are entirely consistent with the
data when viewed on a regional or territory basis.

Develop strategic
alliance(s) with
foreign based firms

Invest only with
investors that have a
local presence

Require partners
to travel more

Require partners
to transfer to
foreign locations

Hire investment staff
with expertise in
target country(ies)

Relocate certain
portions of portfolio
companies to be
near our firm

Open new
office(s)
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Following the flow — top markets
where VCs want to go

Data responses differed when identifying the top territories European respondents indicated an overwhelming interest in
where VCs intend to expand internationally. While U.S. investing in Continental Europe. While the strongest interest
respondents identified China and India as their top two remained in Western Europe, the data suggests that Central and
destinations, approximately 60 percent of European and Eastern Europe are generating significant interest as emerging
Asian respondents indicated a strong interest in investigating  entrepreneurial environments. European investors consider the
in territories located in their respective continent. Asia Pacific region primarily as a lower cost location.

Figure 4. Top locations where investors would like to expand investment focus Figure 5. All locations where investors would like to expand investment

and why (Europe respondents) focus (Europe respondents)
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Respondents from the Asia Pacific region also indicated a
desire to move to a more globally diverse investment strategy.
The region showed a strong interest in other Asian territories,
indicating lower cost locations and diversification of risk as
important considerations for their Asian focus. The interest

in the United States remained consistent with the results
from the prior survey, with approximately 22 percent of the
respondents in both years indicating the United States as their
top destination when investing outside their home territory
due to higher quality deal flow and access to foreign markets
justifying their U.S. focus.

Figure 6. Top locations where investors would like to expand
investment focus and why (APAC respondents)
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Figure 7. All locations where investors would like to expand investment
focus (APAC respondents)
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U.S. respondents remained consistent about the top
markets they expect to target in the coming five years.
Interest in China and India, which were the top two
destinations for U.S. respondents last year, showed an
annual increase of ten and seven percent, respectively, with
access to foreign markets, higher quality deal flow, and
lower cost locations cited as the primary reasons. After the
two Asian markets, U.S. respondents fragmented across a
number of geographies, including stalwart markets such as
the United Kingdom and Canada.

Figure 8. Top locations where investors would like to expand
investment focus and why (U.S. respondents)
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Latin America captured little mindshare in the 2006 survey.
This year, respondents indicated an overall decline in interest
in Latin America as a source of private equity growth.
Respondents ranked the region at the bottom of the heap
in terms of interest. When queried about impediments

to investing in South America and Mexico, respondents
identified the region as one of the few places where
political instability is a major factor.

Figure 9. All locations where investors would like to expand investment
focus (U.S. respondents)
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Avenues to growth — clean technology,
medical devices, and new materials on the rise

This year's survey did not show that increased globalization of
the venture capital industry would result in a change of
investment practices by industry sector. For the time being, it
appears that the majority plan is to stay the course, focusing
mostly on software investments followed by communications
and networking technologies.

Figure 10. Current industry investment (all respondents)
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However, for a second year in a row, respondents

selected energy/environment as the sector most likely

to see the highest increase in investment focus. U.S.
respondents included, after clean technology, new materials
(nanotechnology) and healthcare services among the
sectors expected to see the largest increase in investment
focus. For non-U.S. respondents, the key areas for future
development were communications/networking, followed
by software and medical devices.

Figure 11. Increase (Decrease) in industry investment, in the next five years (all respondents)
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The Cleantech Venture Monitor™, a U.S.-based source for
quarterly clean technology deal information, has tracked more
than $8.8 billion in clean technology deals since 1999. Its
latest analysis, released in May, showed that investment in the
sector may soon surpass the record $797 million made during
Q1 2000. During the first quarter of 2006, clean technology
investment accounted for 8.5 percent of all North American
VC investment, according to the firm'2. In terms of investment
focus, it was the fifth largest investment category in North
American VC, ahead of semiconductors and behind only
biotechnology, software, medical and telecommunications.
What remains to be seen is the degree to which U.S. VCs

may find they have to play catch-up with their counterparts in
Europe, or even Asia, where stricter environmental regulation,
including those focused around the Kyoto Protocol, have
served to focus private equity more quickly on the clean
technology sector. Likewise, any new technologies to come

out of these markets will face increasingly strict environmental
guidelines. While Canada was identified most frequently

by respondents for having the highest cost basis associated
with environmental regulation, it is not alone in this trend.
Environmental regulation is on the upswing around the world.

In the eyes of non-U.S. VCs, United States is still
the top destination for research and development
(R&D), manufacturing and engineering

The 2006 survey asked a new question relating to the
number of portfolio companies that while domiciled in one
territory, have a majority of operations in a foreign territory.
Over half of the respondents indicated that at least ten
percent of their investment portfolios had a majority of their
operations outside of the territory they are headquartered in.

Figure 12. Percentage of the investor firms portfolio companies that have the majority of their operations outside of the territory they are headquartered in: (by region)
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U.S. and non-U.S. respondents, while sharing many of the same
overall views on global expansion, notably broke rank when
identifying top geographic locations for R&D, manufacturing,
and engineering. While U.S. respondents identified China,
India, Israel, Taiwan, and the United Kingdom as their top five
locations for manufacturing, R&D, and engineering operations,
non-U.S. respondents replied in the reverse. Confounding the
widely held belief that the United States is losing its edge for
innovation, non-U.S. respondents identified the United States
as the top location for all three categories, even outranking
China as a top hub for manufacturing. However, the European
respondents, ranked Central Europe as a promising location
for R&D, manufacturing, and engineering, at levels almost
matching their U.S. preferences.

Figure 13. Top five locations where the majority of the Manufacturing, Research
and Development, and Engineering operations are outside the investees®
home geography (U.S. respondents)
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Figure 14. Top five locations where the majority of the Manufacturing, Research
and Development, and Engineering operations are outside the investees'
home geography (APAC respondents)
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Figure 15. Top five locations where the majority of the Manufacturing, Research
and Development, and Engineering operations are outside the investees'
home geography (Europe respondents)
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Figure 16. Top four locations where the majority of the Manufacturing, Research
and Development, and Engineering operations are outside the investees' home
geography (The Americas [excluding U.S.] respondents)
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Globalization of the Limited Partner (LP) base

The survey results also indicate an increase in global focus

on the part of limited partners (investors in venture capital
funds). Currently, 57 percent of all survey respondents
identified the United States as their largest source of
investors; for U.S. respondents the number was 88 percent.
The next largest investor pool collectively identified by all
respondents was Continental Europe, followed by the United
Kingdom and Canada. China and India, interestingly enough,
accounted for six and four percent, respectively, of the

total investor pool. Based on data from the European Private
Equity and Venture Capital Association, in 2005, European
private equity funds raised their capital predominately

from U.K. (29 percent) and U.S. (24 percent) investors
followed from a distance by French investors (nine percent).
Altogether, 34 percent of the European fundraising in 2005
came from LPs from outside Europe’.

Figure 17. Current location of venture capital firms investors as a percentage of respondents (all respondents)
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When asked if the location of the fund’s investor base was
expected to change in the next five years, 17 percent of
the U.S. general partners surveyed believed they would
experience a decline in U.S. investors (and an increase in
investors from other locations) while all other territories
surveyed indicated they expected to see an increase in
interest from U.S. investors. This clearly indicates the
confidence U.S. investors place on the future of the venture
capital market outside the United States. The data clearly
suggest that limited partners are looking beyond their current
borders and will also be part of the global trend.

Figure 18. Anticipated location of venture capital firm investors, in the next five years, by geography as a percentage of respondents (all respondents)
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Key reasons identified for not
globalizing — there’s no place like home

Despite an ever expanding universe of opportunities, there

are a large number of venture capitalists that do not consider
international expansion as a core part of their strategy for the
next five years, with almost half of all respondents stating they
had no international expansion plans in the medium term.

The main reason given by respondents for not pursuing
international expansion was higher quality deal flow in their
local markets.

Figure 19. Primary reason venture capitalists are not expanding their international investment focus, in the next five years (by region)
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Impediments to investing

The international scene is no doubt promising, as evidenced
by the jump in respondent interest. Nonetheless, the market

is rife with challenges everywhere around the globe.

In terms of impediments to global expansion, a lack of
knowledge/expertise was a universal concern among all
respondents, whether in relation to the United States or
India. Beyond a lack of market knowledge, respondents
identified a number of other impediments that varied
between markets.

Figure 20. Impediments to investing in Canada
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Figure 21. Impediments to investing in South America/Mexico
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Figure 22. Impediments to investing in the U.S.
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Figure 23. Impediments to investing in Central Europe
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Figure 24. Impediments to investing in Eastern Europe
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Figure 25. Impediments to investing in France
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Figure 26. Impediments to investing in Germany
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Figure 27. Impediments to investing in the U.K.
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Figure 28. Impediments to investing in other Western Europe
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Figure 29. Impediments to investing in China
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Figure 30. Impediments to investing in India
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Figure 31. Impediments to investing in Japan
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Figure 32. Impediments to investing in other Asia Pacific

Safety and
security concerns:

Travel time and effort:

Regulatory environment:

Intellectual property laws:

Foreign currency concerns:

Unstable political
environment:

Unstable economy:
Lack of skilled workers:

Lack of knowledge expertise
of business environment:

Lack of experienced
local investors:

Lack of quality deals that
fit investment profile:

Difficulty in achieving
successful exits:

0% 5% 10% 15% 20% 25% 30% 35%

(Missing bars indicate respondents stated
there were no impediments to investing)

The Americas (excl. U.S.)
B Middle East/Africa
Europe
Il APAC

B us.

21



Global trends in venture capital 2006 survey

Respondents were asked to rank the most expensive
markets on the basis of a variety of cost-related benchmarks
covering line items from employment and environmental
regulation to corporate governance compliance, taxation

and litigation. The United States in nearly every case except
for taxation, intellectual property laws, and environmental
regulation, dominated the top spot for U.S. and non-U.S.
responses alike.

Figure 33. Cost of complying with corporate governance regulation is too high (most frequently mentioned locations by respondent region)
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Figure 34. Cost of employees and related burden is too high (most frequently mentioned locations by respondent region)
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Figure 35. Cost of environmental regulation is too high (most frequently mentioned locations by respondent region)
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Figure 36. Environment is too restrictive for early-stage companies to be successful (most frequently mentioned locations by respondent region)
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Figure 37. Intellectual property laws create additional financial risk (most frequently mentioned locations by respondent region)
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Figure 38. Litigation environment creates additional financial risk (most frequently mentioned locations by respondent region)
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Figure 39. Regulation is too lax creating additional business risk (most frequently mentioned locations by respondent region)
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Figure 40. The regulatory environment creates significant impediments to liquidity events (most frequently mentioned locations by respondent region)
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Figure 41. Unfavorable tax environment (most frequently mentioned locations by respondent region)
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Conclusion

The data collected suggests that the intersection of mature
and emerging VC markets is imminent, but not impulsive.
Indeed many industry observers believe that the global
investment activity is expanding slowly and VCs are moving
cautiously as they explore the right business model, for

a more global approach to finding opportunities and
generating better returns for their investors.

Of the 119 European respondents, almost 70 percent
indicated their intent to expand their international,
investment focus over the next five years. For 73 percent

of those looking to expand internationally other European
territories is their primary destination. Of the Asia Pacific and
U.S. respondents, 12 percent and 14 percent, respectively,
indicated an intention to expand their European investment
focus. These factors make it clear that the expansion of the
venture capital industry throughout Europe is under way.

In Asia Pacific, of the 86 respondents, 58 percent indicated
an interest in expanding internationally of which 60 percent
indicated they will increase their focus in Asia Pacific. This
expansion, along with the strong interest in Asia Pacific
indicated by the U.S. venture capitalists, is creating an
extremely bright future for venture capital in this part of
the world. The venture industry is making progress in its
development in Asia Pacific, and it appears that the surface
has just been scratched.

Of the 226 respondents in the United States, a significant
number (53 percent) indicated they intend to expand their
international investment focus; however, only 19 percent

of respondents indicated they expect to reduce their United
States. focus. This indicates that while global expansion
emerges, the United States will likely continue to have a
healthy supply of venture capital enabling its entrepreneurial
community to thrive.

Canada continues to attract venture capital interest from
the United States with eight percent of United States
respondents indicating an interest in increasing their
investment focus there. This new interest, coupled with its
already well established venture capital industry, provides
Canada with a fresh supply of capital to continue to fund
emerging companies.

Global trends in venture capital 2006 survey

The data clearly demonstrates that the venture capital
industry is evolving to a global business model where the
pursuit of opportunities will not be restricted by geographic
barriers. This new business model will be complex, extremely
competitive, and will require venture capital firms to develop
broad global networks. The survey data indicates much

of this new model is already being constructed by the VC
community and new alliances are in the planning stages.

In the end, technology and entrepreneurial communities
are the real winners. With VCs operating collaboratively on
an increasingly global basis, they will continue to seek out
guality entrepreneurs and new technologies in all corners of
the globe. This is truly the new world order.
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