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Global Industry & BpAEN
|nvestment Trends

RESEARCH

a | T Industry: Business Trends

Searching for the new “Holy Grail:” 16 life-altering trends
In 25 years...

> PC, Internet revolutions
> Refusion of arts and sciences
» Recentralization, virtualization & reintegration §

= Global Investment Strategies ‘e
Where top multinationals spend their money and why...
» China Therea “Cold War” winner —world’ s factory

> “Passageto India” —world’' s help desk
» ToRussiawith Love and $$$7? — world's R& D lab?
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Sear ching for theHoly Grail...

L eascos demise (1981)  |IBM mortgaging itsfuture (1983)

Metered softwar e (1985) « Awesome power of microsto change
Industry Stratification & social, cultural cliches (1983)
Globalization (1990) Free M1PS (1986)

PC, I nternet Amoeba syndrome (1993)

Revolutions (1994) - Vvalue-added pricing (1996)

_ “K aleidoscope” or “ Adaptive”
Re-fusion of Enter prises (2004)

arts/sciences (1994) Recentralization/Reintegration (2005

L oose confeder ations (1996) Offshoring Truths/Myths (2006)

Transformational or BPO Toward Tripolar IT ServicesWorld
(1996) (2006)
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PC. Internet Revolutions ﬁjﬁjﬁfﬁm

| ead to Refusion of Arts, Sciences

u,

outsourcing (z2oo 1)’

Source: Annex Research
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Annex Resear ch RESEARGH

Searching for the Holy Grail...

L eascos demise (1981) e |BM mortgaging itsfuture (1983)
M eter ed softwar e (1985)  Awesome power of microsto change

D social, cultural clichés (1983)
Industry Stratification &

R e FreeMIPS (1986)
Globalization (1990) . Amoeba syndrome (1993)

PC, Internet (1994) « Re-fusion of artsand sciences (1994)
L oose confeder ations (1996). Value-added pricing (1996)

Transformational or » “Kaleidoscope” or “Adaptive’
Business Process Enter prises (2004)

Outsour cing (1996) Recentralization &

Reintegration (2005)
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AITEX
IBM Systems Group — 1353wl

|BM Hardware Revenues

Hardwareto drop 10% dueto sale of PC, but organic growth 7% in 2005
Recentralization, Linux and virtualization - biggest driversof server revival

1Series, pSeries - growth stars of 2005

L1 pPC

B Other Techn
|| Printers
B xSeries

-| B zSeries
|| pSeries
| | iSeries
| | Storage

Revenues (US$ Mill)

98 00 02 04 O6e
97 01 03 05e

CAG 1995-2005: 0%
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L AEX
Recentralization, RESEARCH

Vlrtuallzatlon & Relntegratlon
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Erich Clementi Unvells|t...

Source: |1BM (72605
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N BANNEX
IBM System | (1Series) RESEARCH

Gets Marketing Facdlift

IBM 1Series Revenues
IBM's most profitable servers shrink in 2004, surge again in 2005

Post nubilla Phoebus: Return to
growth In 2005-2006

Tl

| 1995-2005: $74B
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Source; Annex Research
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Global I nvestments ﬂ_fmﬁﬁ”ém

Soar 1n Post-Cold War Era

Eastern European Investments Rise

... as predicted in our 1996 report on Eastern European "Renaissance”

560,000 Eastern Europe only world region to
$50.000 risein 2001 through 2004
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Source: Annex Research T
(based on UNCTAD reports) *E Europereclassified re. EU enlargement
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: HINMENS
19t Century: RESEARGH
Go West, Young Man!

9

////J; YQ\\“‘E\‘
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R ANEX

21% Century: RESEARCH
Go East, Young M an!

May 25, 2006

TheNew Frontier:

China has become theworld's
factory, Indiathe global help
desk, Eastern Europe and
Russia to be the world’ s next
R& D lab or innovation center.
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ToRussawithLove  ypjizy;

Russia, Far-Eastern Europe Next?
Former Soviet dominions now most attractive

Ukraine
Belarus
Russia
India
Latvia
China
Poland
Argentina
Hungary
Brazl

Czech Republic

Taiwan

M exico
New Zealand

AS{?S;Q . Whereto next?
Eanees "To Russia, with
Ireland o
P : love" and $$$
United Kingdom
United St%\tl?;ria

Netherlands
Belgium & Luxembourg

Norway
Germany
Japan

10 20 30

Attractiveness Index (Univ Educ/GDP per Capita)
Source: Annex Research (based on UNCTAD data)
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: IMMEXS
Global R&D: Highly 3%

Concentrated in Top 10

Global R& D Investments- Top 10

US spending growing at double global rate (6% v. 3%)
but MUCH slower than China's (21%); E Eur/Russia also up

AH41%
w]ZO%

Top 10 account for 87% of
world'stotal R& D expense

$100 $150
R&D spending in 2002 ($Bill)

Source: Annex Research
(based on UNCTAD data)
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- AOEX
E Europe & Russia RESEARCH

Coming on Strong

Global R&D - Top 10 Developing

E Eur/Russia account for 8.4% of world total, up from 7.7%,
growing at 4% per year

China

Korea
Taiwan

Brazil
Russia

India

_ Top 10 account for 97% of
. T developing countries R&D
e | o expense

HK (China)

$10
R&D spending in 2002 ($8ill)

Source: A Research
(bausrec(;a Onr&rﬁé.r AD dgta) Percentages represent shares of world total R&D
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Global | nvestments
Up Slightly in 2004

IRESE

e

Global Investments Up 2%!

Biggest increasesin A/P, up 46%, Pacific up 223%; U.S. rebounds, up 69%
EU drops 36% despite enlargement; E Europe only region with unabated growth

250%

T T T ]
Eastern Europe

only region to
grow post-9/11
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up 50%

| | | | | | | " " " |
T T T

China

Hong Kong

Source: Annex Research
(based on UNCTAD reports)
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Russia

Hungary Brazil Argentina India Pecific EU*
E Europe* |srael Mexico Lain America SE Asia AsiaPaific

CAG = Compound Annual Growth; *E Europe reclassified re. EU enlargement
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. INNEX
China: The Real ﬁﬂjfj ﬂm:am

“Cold War” Winner

China;: TheReal Cold War Winner

Developed down 14% in '04, but China up 41%; developing up 40%

s1200 |China+HK:  23% CAG '90-'04
$753B ('90-'04)

Developing: 17% IF
Devel oped' 9% "
| B China+HK
I ] Developing
B Developed
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Source: Annex Research
(based on UNCTAD report)
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’ ., ANINENRS
A Passageto India” — w2

New IT Trend

= About 3 million services jobs to shift
overseas by 2015 (NYT, Mar 2003)
= About 450,000 I T jobs or 8% of U.S.
total IT employment to be exported
= INdias | T services and software
Industries jobs jumped 24% to about L e .
650,000 in March 2003 from year earlier ERIR T TIIE ]

IBM, EDS, HP, Accenture, Oracle, CSC,
Microsoft, Capgemini... leading the way
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India Folliesto .

Follow China’s?

Cheap Overseas Labor

India's programmers cost nearly 10 times less than the U.S. ones
| |
F q

India: Enginethat fuels
softwar e profit growth

In the U.S.
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India Phillippines Russia Ireland Canada

Source: Annex Research (based on Neolt.com Inc.)
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. HNEX
OECD: Offshoring RESEARCH

Job Losses Area Myth

 "Theideathat offshore outsourcing hasa
detrimental impact on jObS |SS|mpIy a myth

Figure 2. The sha fIT |: ions tially affe |:|b offshoring in total

"In thelong Ry £ 8 e e S
run, the - '
positive
benefits of
Ser vices
offshoring
outweigh the
COStS'
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. . IMNEX
| ndia | nvestments Still RESEARCH

Much Smaller Than China’s

India Still Only Small Fraction of China

In 2004, India got only 6% of China investments, world's" virtual factory"

~| China got 22 times more money than Indial
($7538 vs. $34B in 1990 2004)
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Source: Annex Research
(based on UNCTAD report) * China totals include Hong Kong
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Russia Still Treated - J00%
AsaBogey, But Less SO

Russia Is Still Treated As a Bogey

Hungary, Israel received 24-, 17-times more money per capita than Russia!

Multinationals mix business, poalitics. |
Russia largely spurned; tiny |srael,
Hungary favored...
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Source: Annex Research
(based on UNCTAD reports)
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Global Mar ket RESEATCH
Opportunities— GDP Growth

Global Market Opportunities
CEER: $3.6T GDP growing at 6.2% per year
1.8x U.S'; 24 x Brazil's, 4 x EU's GDP growth

10.0%

9.0%

8.0% |/ GreateSt
7.0% human
e talent pool

5.0%

4.0% || -

GDP growth in 2005

3.0% ||

20% ||

1.0% ||

00% 4
China India CEER Brazil u.S. E.U. (less EEU)

Source: Annex Research CEER = Central, Eastern Europe & (Greater) Russia
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E. Europé€ s’ Yenaissance || "z i ””ﬂﬁ f,jm

Markets Growing at 4 x G6!

Eastern Europe's " Renaissance |I" ‘

Eastern Europeans leapfroginto 21st century economies

"E6" growing 3.7 times faster than "G6!"

Czech R. Estomia
Latvia  S|ovenia

1995 GDP Change

0%

Source: A nnex Research
(based on The Economist; Central Eur. Review)

May 25, 2006 © Copyright 1990-2006 by Annex Research Slide 24
Aaob: wiawnww di diovi alaa



BANNEXS
Eastern Europe & RESEARCH
Russia: Huge M arket Potential

$3.6T
GDP;

6.2%
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Russia, Eastern esEAtn
Europe— Lowest Tax Rates

Russia, Eastern Europe - Lowest Tax Rates

Ireland, Switzerland - lowest western countries
France, Germany, Japan - holding up the rear
i
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Tax Rates (Corporatetindividual average percent)

Source: Annex Research (based on KPMG, Cato data)
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Cross-border M& A’s 1wl

Rulethe World

Cross-border M& As Rebound

After declining in 2001-2003; cross-border M&As surge 40% in 2004

= ]| Cross-border M& As
driveinvestments;
2/3 of $8.1T total 7
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Source: Annex Research
(based on UNCTAD report)
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Fastern Europe & A
Russia- SUMMARY

m Greatest Human Potential; Rapid GDP Growth
> World' snext R&D lab
> Over four times EU’s GDP growth rate; 1.8 timesthe U.S.
m HugeEnergy Market
> Russia- world’slargest source of natural fuels
m [hriving Banking Sector
» Over 2,000 banksin Russia; great potential for core banking
» Consolidations to follow and sustain growth
m Great SMB Opportunities

> 30% to 50% annual growth in new enterprisesin Russia
» Consolidations to provide sustained growth in future
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Scottsdale, Arizona

Go East, Young Man!

e-mail: vl
bobdj @djurdjevic. Co_gff..i
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