r 4, 2002

Samson Bélair
Deloitte
& Touche

Deloitte & Touche Corporate Finance Canada Inc.
Fifth Québec VC Confidence Survey

Cautious Recovery in
Confidence among Québec
Venture Capitalists

Introduction

Québec Venture Capitdists ("VCs') are amgjor driving force behind economic growth in
the province. The substantial capital they invest in the Québec economy has a deciding
impact, which iswhy their expectations and forecasts are very important for all Québecers.

Within this context, Samson Bélair/Deloitte & Touche, in conjunction with Réseau
Capital, Québec's venture capital association, presents the latest Québec Venture Capitalist
Confidence Survey, which provides acomprehensive snapshot of Québec V C expectations
for the next six months of:

¢ Qveral economic climate;
¢ Dedl activity; and
¢ |Investment focus.

This report has been compiled from responses obtained specifically from Québec's VCs.
For the Canadian results, please refer to Deloitte & Touche's Quarter 4, 2002 Canadian
Venture Capital Association Survey.

Results

Two thirds of respondents expect the overall economic climate to remain the same for the
next six months, dightly higher than the 61% recorded in Q3, 2002. The percentage of
respondents who foresee a deterioration is holding steady at 8%, while the percentage
anticipating an amelioration fell from 31% to 25%.

Three quarters of respondents are expecting no change in exit valuations for the next six
months, while the percentage of respondents predicting an increase rose from 14% in the
last survey to 25% this quarter. None of the respondents is anticipating a decrease,
compared to 31% in Q3, 2002.

Chart 2. During the next six months, | expect exit
valuations to:

Mincrease M Decrease M Remain the same
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The percentage of respondents who fed that
there is decreased competition for new
investment opportunities at the present time
has risen from 22% in the third quarter to
42% in the current survey. The percentage of
VCs who feel competition has increased is
steady at 33%, while 25% believe competi-
tion is unchanged, down from 44% in the
previous quarter.

VCs seem more confident than in the third
quarter about their ability to invest their
current fund within ashorter timeframe, with
36% expecting to invest in less than two
years and 36% in two to four years, up from
the previous survey results of 25% and 33%.
A decline from 42% to 27% is observed in
the percentage of respondents who expect to
need more than four years.

The trend in exit methods isin line with last
quarter's results, with 90% of respondents
preferring to exit their investments using
mergers and acquisitions and none expecting
to rely solely on an |PO scenario.

Chart 6. Six months from today, | anticipate the combined
valuation of all portfolio companies in which we are
invested today, relative to cost, to be:

M The same

WHigher W Lower

Forty-five percent of respondents, or amost
half, expect the combined vauation of al
portfolio companies in which they are
currently invested to remain more or less the
same, on par with the 47% recorded last
quarter. The percentage of respondents who
anticipate an increase grew from 22% to
36%, while a smaller proportion-18%, com-
pared to 31% last survey-anticipated a
decline.

The percentage of the current fund available
for new investments, not including funds
reserved for follow-on investments, is higher
than in the last survey, with 67% of respon-
dents stating that they have more than 50% of
their current fund available for this purpose, a
17 point increase over Q3, 2002.

Meanwhile, 25% of respondents put the
portion of their current fund available for new
investments at between 25% and 50%, a
decrease from the 32% figure observed last
quarter.

For 50% of respondents, 14 points fewer than
in the previous survey, a recovery in VC
investment levelsis contingent on arecovery
of public market values. The proportion of
respondents for whom the most important
factor isincreased technology spending is up
from 21% to 33%, whereas technological
innovation is the most important factor for
17%, the same asin Q3.

Chart 8. Compared to historical conditions,
| expect the time period required to close a
funding round to:

Mincrease

MDecrease MRemain the same

The percentage of VCs anticipating an
increase in the time required to complete a
funding round dropped from 72% in Q3 to
58% in Q4. In the opinion of 33% of
respondents, 25% more than last quarter, the
timeframe will remain unchanged, while a
decrease is anticipated by 8% of respondents,
compared to 3% last quarter. As for the
timing from first meeting to term shest,
expectations are relatively unchanged from
last quarter, with 50% indicating four months
or longer (49% in Q3) and 42% two to four
months (46% in Q3).

The percentage of respondents who expect to
spend more time with portfolio companies
hes fallen from 72% to 33%. Meanwhile,
58% expect the amount of time to remain the
same, up from 28% inthelast survey, and 8%
expect it to decrease, compared to none in
Q3, 2002. Of the VCs who responded, 42%
expect to spend the mgjority of their time on
new investments, up from 33% in the last
survey, 42% will focus on portfolio
management, down from 61% in Q3, 2002,
and 17% will raise new funds, against 6% in
the last survey.

As in the last survey, management team
strength topped the list of factors to consider
in decisons whether to invest, with 92%
reting its relative importance as high. The
visihility of positive cash flows ranks second,
with 75% of respondents viewing it as highly
important, compared with 57% in Q3, 2002,
followed by company prospects for market
dominance, with 67% viewing this factor as
highly important and 33% as having medium
importance, compared with 54% and 43%
last quarter. A company's technology
leadership position is aso significant, with
67% giving this factor high importance and
33% medium importance, Smilar to Q3,
2002. Existing partners and strategic
aliances are next down on the list, with 33%
giving this factor high importance and 50%
feeling it has medium importance. Investors
are less concerned about whether there is an
installed client base or VCs already
committed in the funding round. In fact, only
25% of respondents consider these factors as
having a high importance, compared with
58% who fed they have medium importance.
Lastly, 42% attach low importance and 42%
medium importance to the existence of VCs
aready committed to the funding round.

Chart 13. | view the relative importance of the
following factors in deciding whether to investin a
potential opportunity as:
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All respondents feel that the economic
outlook is having a substantial impact on the
current VC climate, up from 88% in the last
survey. Portfolio liquidity is considered as
having a substantial impact by 73% of
respondents, against 27% who see it as
having a minimal impact. Both recovery in
corporate IT spending and portfolio
valuations are regarded as having a
substantial impact by 73% of respondents,
compared with 27% who fedl that the impact
is minimal and 9% who believe it is nil.
Finally, only 64% and 18% of respondents
feel that the recovery in telecom spending
and limited partner activism have a
substantial impact.
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Investors prefer the manufacturing and
consumer products sectors, bearing out the
trend observed in the previous survey. Infact,
the percentage of respondents who expect
more transactions in the manufacturing and
consumer products sectors is 70% and 60%,
respectively, compared with 30% and 40%
who fedl the number of transactions will
remain unchanged. None of the respondents
predicts a decrease for these sectors. The
medical/healthcare sector ranks third, with
30% predicting that transactionswill increase
in number and 70% expecting no change.
Meanwhile, the percentage of respondents
who anticipate more transactions in the
biotechnology sector has declined since the
previous survey from 50% to 30%, with 60%
not expecting any movement from current
levels. Thisisfollowed by computer software
and related technologies, with 58% of
respondents expecting no change, 17% an
increase and 25% a decrease. According to
58% of respondents, the number of
transactions in the semiconductors sector
should stay the same, while 8% expect an
increase and 33% a decrease. The
communications sector is next, with 58%
expecting no change, compared with 9% who
anticipate an increase and 55% a decrease.
The Internet-rel ated technol ogies sector trails
the pack, with 55% of VCs anticipating a
decline, 36% predicting no change and only
9% foreseeing an incresse.

When asked what the number one challenge
was for VCsin Québec, 50% said difficulties
in exiting their investments and 33% the
management capabilities of potentia investee
companies. Other challenges mentioned were
the lack of quality dedls and the inability to
secure appropriate leverage.

The respondents do not foresee any changein
the value multiples on transactions. Sixty-
seven percent feel the current ratios will
remain the same, 17% that they will increase
and the remainder that they will decrease.
The amount of leverage available for
financings should decrease according to 64%
of respondents and remain unchanged
according to 27%.

Only 8% of investors expect to exit more
than two investments in the next six months,
while 50% expect to sal two investments or
less. Of the respondents, 42% do not
anticipate exiting any investments during the
period.

Chart 19. In the next six months, the number of current
investments that | expect to exit is:

Greater than 2

Investments under $5 million are preferred
by 58% of Québec VCs, compared to 17%
who prefer an investment size of between $5
and $10 million and 25% who favour
investments over $10 million. These levels
are not expected to change significantly inthe
next months, with 58% of respondents
predicting no changein the average dedl size,
33% foreseeing an increase and 8%
anticipating a decrease.




VC Confidence Survey: Detailed Results - Québec

Economic and market
climate

Chart 1. During the next six months, | expect the overall
economic climate to:

M improve M Decline M Remain the same

Chart 2. During the next six months, | expect exit
valuations to:

W increase M Decrease M Remain the same

Chart 3. At the present time, competition for new
investment opportunities is

@ increasing M Decreasing @ Not changing

Chart 4. | expect the time it will take to invest
my current fund to be:

8 Less than 2 years M 2-4 years @ More than 4 years

Level of expected
investments

Chart 5. During the next six months, | expect to exit
more investments through:

Chart 6. Six months from today, | anticipate the combined
valuation of all portfolio companies in which we are
invested today, relative to cost, to be:

WMRAS WEqual # MEA's and IPOs OIPOs

mHigher mLower mThe same

Chart 7. The percentage of my current fund available
for new investments, not including funds reserved for
follow-on investments, is:

W Less than 25% B 25 -50% M More than 50%




VC Confidence Survey: Detailed Results - Québec

Chart 8. Compared to historical conditions,
I expect the time period required to close a
funding round to:

Chart 9. My expectation of timing from first meeting

to term sheet is:

Chart 10. | expect the most important factor behind a
recoveryin VC investment levels to be:
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Investment Focus

Chart 11. During the next six months, | expect the
amount of time spent with portfolio companies to:

M increase W Decrease M Remain the same

Chart 12. During the next six months, | expect to spend the

majority of my time focusing on:

HNew investments Bl Raising new funds Ml Portfolio management

Chart 13. | view the relative importance of the
following factors in deciding whether to investin a
potential opportunity as:
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Chart 14. | expect the near-term impact on the
current VC climate from the following issues to
be:

Chart 15. Over the next six months, | expect the numbers of

transactions in the sectors listed below to:

Wincrease W Decrease B Remain the same

Chart 16. What is the number one challenge that
venture capitalists are facing?




VC Confidence Survey: Detailed Results - Québec

Chart 17. Over the next six months, | expect entry multiples on
transactions to:

70%
60%
50%

30%
20%
10%

Increase Decrease Remain the
same

Chart 18. During the next six months, | expect the amount of leverage (senior
and sub debt) available for financings to:

Increase Decrease Remain the same

Chart 19. In the next six months, the number of current
investments that | expect to exit is:

0 1-2 Greater than 2

Chart 20. My current investment size preference is:

Less than $5 million $5- 10 milion Greater than $10
million

Chart 21. Over the next six months, | expect the average deal
size to:

Increase Decrease Remain the same




Contacts

Delaitte & Touche Corporate Finance initiated this survey and collected results from December 12", through December 23, 2002. The VC
Confidence Survey is conducted on a quarterly basis.

For more information about this survey or to find out more about how Samson Bélair/Deloitte & Touche can assist the dedl intitiation and
execution process, please contact us.

We wel come suggestions for issues to be addressed in future VC Confidence Surveys.

The following represent the Deloitte & Touche Corporate Finance professionas in Canada

Corporate Finance

Montréal

Partners

Serge Dubois
(514) 393-5323
sdubois@deloitte.ca

Nicolas Panagis
(514) 393-5310
npanagis@deloitte.ca

Vice President and Directors

Alexandre Baril
(514) 393-5116
abaril@deloitte.ca

Other regions of Québec

Partners

Jean-Claude Arsenault
(450) 463-8088
jearsenault@deloitte.ca

Vice President and Directors

Diane Chaine
(819) 694-1225
dchaine@deloitte.ca

Canada

Toronto

Doug McDonald
Co-président

(416) 601-4661
dmcdonald@deloitte.ca

Calgary

Greg Pollard
Vice-président exécutif
(403) 267-1796
gpollard@deloitte.ca

Michel Gallant
(514) 393-3542
mgallant@deloitte.ca

Line Racette
(514) 393-7853
Iracette@deloitte.ca

Jacques L. Drouin Doug Barker Yvan Guay
(514) 393-5441 (514) 393-6508 (514) 393-6539
jdrouin@deloitte.ca dbarker@deloitte.ca yguay@deloitte.ca
Paul Grimard Jean Blouin
(418) 549-6650 ext. 2244 (418) 624-3333 ext. 352
pgrimard@deloitte.ca jblouin@deloitte.ca
Martin Gagné Michel K. Landry
(450) 774-4000 ext. 316 (418) 624-5360

margagne@deloitte.ca

Michael Badham
Co-président

(416) 601-4664
mbadham@deloitte.ca

Edmonton

Jeremy Webster
Vice-président exécutif
(780) 421-3651
jewebster@deloitte.ca

milandry@deloitte.ca

Jim Horvath
Vice-président exécutif
(416) 601-5729
jhorvath@deloitte.ca

Harold Bridge
Vice-président exécutif
(416) 601-5722
hbridge@deloitte.ca

Ottawa

Susan Mingie
Vice-présidente exécutive
(613) 751-5295
smingie@deloitte.ca

Marc-André Nadeau
(450)463-8029
mnadeau@deloitte.ca

Brent Wyatt
Vice-président exécutif
(416) 601-6264
brwyatt@deloitte.ca

Vancouver

Robert Riddell
Vice-président exécutif
604-640-3139
rriddel@deloitte.ca



About Deloitte & Touche Corporate Finance

Deloitte & Touche Corporate Finance providesdeal initiation and lead financial advisory servicesfor private equity and venture capital firms
as well as growth companies. Main service areas include acquisitions, sales/divestiture, and corporte finance advisory. Deloitte & Touche
Corporate Finance has a presencein all key global and U.S. financial centres.

Samson Bélair/Deloitte & Touche (www.delditte.ca) is the largest offering assurance and advisory, financia advisory, tax, consulting and
enterprise risk services in Québec. Some 1,745 people regularly use their expertise to serve clients from all sectors of the economy. We are
dedicated to helping our clients and our people to excel. Outside Québec, the firm operates as Deloitte & Touche with more than
6,600 people in more than 46 |ocations across the country. Samson Bélair/Deloitte & Touche is part of Delaitte Touche Tohmatsu, a global
leader in professional services with more than 100,000 people in over 140 countries.

www.deloitte.ca

About Réseau Capital

Réseau Capital, the Québec Venture Capital Association, has more than 550 members from investment companies and professional firms.
Its mission is to advance the development of the industry and its members through training, information, networking and promotion of their
interests. By helping to create an environment conducive to equity financing of businesses, Réseau Capital is proud to contribute to the
economic growth of its members and their portfolio companies. In comparison with the major international venture capital associations,
Réseau Capitdl is noted for the size of its membership, the quality of its services and the investment activities of its members.

For additional information on this survey or on Réseau Capita activities, please contact the following persons:

Montréal

Yolande Chéné Claude Miron
General Manager President

(514) 334-9688 (514) 283-0407
inforeseau@reseaucapital.com claude.miron@bdc.ca
Québec

Rémi Vachon

Chapter President

(418) 528-9781
rvachon@innovatech-quebec.gc.ca

The survey contains general information only and Deloitte & Touche is not, by means of this publication, rendering accounting, business, financial, investment, legal, tax or other professional
advise 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 additionne, 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 & Touche shall not be responsible for any loss sustained by any person or entity that relies on this publication.
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