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Markstone Capital Partners (Israel), L.P.

(an Israeli Limited Partnership)

Statement of Assets, Liabilities and Partners’ Capital
As of December 31, 2012

ASSETS

Investments, at fair value (cost $29,951,731) $ 19,099,802
Restricted cash 1,601,159
Parallel Markstone Funds 1,187,577
Receivable 70,117
Prepaid expenses and other 4,155

Total assets 3 21,962,810

LIABILITIES AND PARTNERS' CAPITAL

Liabilities
Loan payable $ 385,380
Accrued expenses 249,776
Short term credit 1,469
Total liabilities 636,625
Partners’ capital:
Contributed capital 48,391,853
Distributed capital, net (20,003,008)
Syndication costs (65,669)
Accumulated net investment gain (loss) (5,301,940)
Net realized gain (loss) on investments and foreign currency 9,858,007
Net unrealized appreciation (depreciation) of investments and foreign currency {11,553,058)
Total partners' capital 21,326,185
Total liabilities and partners’ capital $ 21,962,810

The accompanying notes are an integral part of these financial statements.
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Markstone Capital Partners (Israel), L.P.
(an Israeli Limited Partnership)

Notes to Financial Statements

December 31, 2012

3.

Invesiments

The Partnership’s investments consist of direct private equity and are included in Level 3 of the
fair value hierarchy as all have a lack of observable inputs and trade infrequently or not at all. In
valuing these investments the objective of the GP is to determine its best estimate of the price
that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. In the application of its valuation
methodologies, the GP seeks to establish the enterprise value of the portfolio company primarily
using an income approach. This approach uses valuation techniques to convert future amounts,
primarily estimated cash flows and projected operational and financial results, to a single
amount. The measurement is based on the value indicated by current market expectations
about those future amounts. The GP also considers values indicated by using a market
approach. This approach takes into account specific financial measures believed to be most
relevant for the given company, such as revenues, EBITDA, net income, and uses prices or
other relevant information generated by market transactions involving comparable companies.
Ongoing reviews by Partnership management are based on an assessment of each underlying
investment, incorporating valuations that consider the evaluation of financing and sale
transactions with third parties, expected cash flows and market-based information, including
comparable transactions, and performance multiples, among other factors.

The following table summarizes the valuation of the Partnership’s investments by the above
Topic 820 fair value hierarchy levels as of December 31, 2012 (in thousands):

Quoted Prices Significant
in Active Other Significant Balance
Markels for Observable Unobservable as of
identical Assets Inputs Inputs December 31,
(Level 1) {Level 2) {Leve! 3) 2012
Assets
Common Stock $ - $ $ 12,165 § 12,165
Loans and future paymenis 8,935 6,935
Investments, at fair value 3 - H $ 19,100 § 19,100

The table below includes a roll-forward of the amounts in the Statement of Assets, Liabilities, and
Partners’ Capital (including the change in fair value) for investments classified by the Partnership

within Level 3 of the fair value hierarchy (in thousands):

LEVEL S
Net
Unrealized
Galns (Losses)
Net Paymanis, for Investments
Balance at Het Change in Purchases Ned Balance sl stifl hald at
Decomber 31, Realized Unreaiized #d Tranafers o ber 31, o at,
2011 Gainsi{tosses)  __ Gainsi{Losses) Sales IniOut) 2012 2012
Assels
Commaon Stock H 12541 § . 1 (376) § H - 8 12,185 § (3.932)
Loans and
future paymenis 9,929 1,230 {5,186] Do - §,935 6,920
Investments, at fair — 02D
vale $ 22470 § 1,230 § (5.582) § ] $ 19,100 3 {10,852)
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Markstone Capital Partners (Israel), L.P.
(an Israeli Limited Partnership)
Notes to Financial Statements

December 31, 2012

3.

Investments (Continued)

The valuation process involved for Level 3 measurements for investments is completed on a
quarterly basis and is designed to subject the valuation of Level 3 investments to an appropriate
level of consistency, oversight, and review. For investments classified as Level 3, valuations are
prepared based on the evaluation of financial and operating data, sector trends, company specific
developments, market valuations, and other factors. These valuations are conducted and
reviewed by investment professionals.

For investments within Level 3 of the fair value hierarchy at December 31, 2012, the methods
described above may produce a fair value measurement that may not be indicative of ultimate
realizable value. Furthermore, while the GP believes its valuation methods are appropriate, the
use of different methodologies or assumptions to determine the fair value of certain investments
could result in a different estimate of fair value at the reporting date. Those estimated values may
ditfer significantly from the values that would have been used had a readily available market for
such investment existed, or had such investments been ligudated, and these differences could
be material to the financial statements.

The following table provides information about the significant quantitative inputs used to fair value
the Partnership's Level 3 investments as of December 31, 2012:

Fair value at Significant Unobsarvable
Type of Investment December 31,2012 | Valuation Technique nputs Range
Equity and related securities 3 19,099,802 |Discounted cash flow Discount rate 18.19% - 31.04%

Allocations and Distributions of Profits and Losses

Pursuant to Section 4.5 of the Partnership Agreement, profits and losses of the Partnership are
made to the partners’ accounts based on amounts of distributions that would be made to partners
upon a deemed liquidation of the partnership.

Pursuant to Section 4.2 of the Partnership Agreement, investment proceeds are distributed
between the limited partners and GP as follows:

a) First, 100% to the limited partners equal to their aggregate contributions made by such
limited partners,

b)  Second, 100% to limited partners with respect to any unpaid priority return computed at an
annual compounded rate of 8% per annum.

¢}  Third, carried interest to the GP equal to 20% of the sum of cumulative distributions made to
limited partners in (b} above and to the GP under this clause.

d) Thereaiter, B0% to the limited partners and 20% to the GP.

All other items of income and expenses are allocated and distributed to the partners in proportion
to their respective partnership interests.

During the year ended December 31, 2012, no carried interest was alloca‘ed to the GP.
Parallel Markstone Funds

The balance represents amounts owed in the ordinary curse of business by the other parallel
Markstone Funds.
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