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AUDITORS' REPORT 
 

To the Shareholders of 
 

ELECTRONICS LINE 3000 LTD. 
 

We have audited the accompanying consolidated balance sheets of Electronics Line 3000 Ltd. and its subsidiaries ("the 
Group") as of December 31, 2009, 2008 and January 1, 2008, and the related consolidated statements of income, 
comprehensive income, changes in equity and cash flows for each of the years ended December 31, 2009 and 2008. These 
financial statements are the responsibility of the Company's board of directors and management. Our responsibility is to 
express an opinion on these financial statements based on our audits.  

 
We did not audit the financial statements of certain subsidiaries, whose assets constitute approximately 36%, 29% and 37% of 
total consolidated assets as of December 31, 2009, 2008 and January 1, 2008, respectively, and whose revenues constitute 
approximately 33%, 39% of total consolidated revenues for the years ended December 31, 2009 and 2008, respectively. The 
financial statements of those companies were audited by other auditors, whose reports have been furnished to us, and our 
opinion, insofar as it relates to amounts included for those companies, is based on the reports of the other auditors. 

 
Management's Responsibility for the Financial Statements 

 
Management is responsible for the preparation and fair presentation of these financial statements in accordance with 
International Financial Reporting Standards. This responsibility includes: designing, implementing and maintaining internal 
control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, 
whether due to fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates that are 
reasonable in the circumstances. 

 
Auditors' Responsibility 

 
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audits in 
accordance with International Standards on Auditing. Those standards require that we comply with ethical requirements and 
plan and perform the audit to obtain reasonable assurance whether the financial statements are free from material misstatement. 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial 
statements. The procedures selected depend on the auditors' judgment, including the assessment of the risks of material 
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers 
internal control relevant to the entity's preparation and fair presentation of the financial statements in order to design audit 
procedures that are appropriate for the circumstances, but not for the purpose of expressing an opinion on the effectiveness of 
the entity's internal control. An audit also includes evaluating the appropriateness of accounting policies used and the 
reasonableness of accounting estimates made by management, as well as evaluating the overall presentation of the financial 
statements. 
 
We believe that the audit evidence we have obtained, together with the reports of the other auditors, are sufficient and 
appropriate to provide a basis for our audit opinion. 

 
Opinion 
 
In our opinion, based on our audits and the reports of other auditors, the financial statements referred to above present fairly, in 
all material respects, the financial position of the Company and its subsidiaries as of December 31, 2009 and 2008, and the 
results of their operations, changes in equity and cash flows for each of the years ended December 31, 2009 and 2008, in 
conformity with International Financial Reporting Standards ("IFRS"). 

 
Without qualifying our opinion, we draw attention to Note 2(y) to the financial statements. The financial statements as of 
December 31, 2009, 2008 and January 1, 2008 and for each of the two years ended December 31, 2009 and 2008 were restated 
in order to retroactively reflect the effect of correcting an error in assessing the impairment of financial assets, write down of 
inventories and capitalization of standardization costs. 
This opinion replaces the opinion we expressed on March 17, 2010 and which was reexpressed due to what was stated in Note 
2(y) to the financial statements. 
  
Tel-Aviv, Israel KOST FORER GABBAY & KASIERER 
November 11, 2010 A Member of Ernst & Young Global 
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CONSOLIDATED BALANCE SHEETS 

U.S. dollars in thousands 
 
 

    December 31,   January 1, 
  Note  2009  2008  2008 

       
ASSETS       

CURRENT ASSETS:       
Cash and cash equivalents  3  2,245 2,297 3,128 
       
Trade receivables  4  *) 2,965 *) 6,281 *) 8,197 
Income tax receivable    246 291 225 
Prepaid expenses    *)    255 *)    566    *)    340 
Advances to suppliers    126 112 187 
Other accounts receivable  5  388 331 440 
Inventories  6  *) 4,551 *) 5,786 *) 8,333 

       
Total current assets    10,776 15,664 20,850 

       
NON-CURRENT ASSETS:       

Property, plant and equipment:  7     
Cost    16,006 14,664 14,397 
Less - accumulated depreciation    10,838 10,258 9,441 

       
    5,168 4,406 4,956 
Intangible assets  8  392 - - 
Deferred taxes  14e  215 215 788 
Security deposits    74 86 85 

       
Total non current assets    5,849 4,707 5,829 

       
Total assets    16,625 20,371 26,679 

       
 
 
 
 
*) Restated, see note 2(y) 
 
 
The accompanying notes are an integral part of the consolidated financial statements. 
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CONSOLIDATED BALANCE SHEETS 

U.S. dollars in thousands 
 

    December 31,   January 1, 
  Note  2009  2008  2008 

       
       
LIABILITIES AND EQUITY       

       
CURRENT LIABILITIES:       

Short-term credit from banks and others  9  5,704 8,141 9,832 
Trade payables  10  4,091 4,096 4,102 
Accrued expenses    453 518 283 
Income tax payable    62 98 201 
Other current liabilities  11  1,971 1,888 2,350 

       
Total current liabilities    12,281 14,741 16,768 

       
LONG-TERM LIABILITIES:       

Bank loans  12  1,214 77 85 
Employee benefit liabilities  13  395 776 612 

       
Total long-term liabilities    1,609 853 697 

       
EQUITY:  16     

Share capital    10,933 10,933 10,933 
Additional paid-in capital    6,621 6,610 6,535 
Foreign currency translation reserve    1,588 1,300 2,191 
Hedge reserves    10 15 - 
Accumulated deficit    *)(16,417) *)(14,081) *)(10,445) 

       
Total equity    2,735 4,777 9,214 

       
Total liabilities and equity       *) 16,625  *) 20,371  *) 26,679 

 
 
*) Restated, see note 2(y) 
 
 
The accompanying notes are an integral part of the consolidated financial statements. 
 
 
 
 
 
 
 
 
 
 
 

November 11, 2010       
Date of approval of the  Moshe Alkelai  Douglas Luscombe  Lior Median 

financial statements  Chairman of the  
Board of Directors 

 President and CEO  Director & Responsible 
for the financial activities 
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CONSOLIDATED STATEMENTS OF INCOME 

U.S. dollars in thousands, except per share data 
 
 
    Year ended December 31, 

  Note  2009  2008 
       
Revenues  18  26,391  36,435 
Cost of revenues  19  *) 17,703  *)  23,854 

       
Gross profit    8,688  12,581 

       
Operating costs and expenses:       

Research and development   20  1,856  3,608 
Selling and marketing   21  *) 5,041  *)   7,451 
General and administrative   22  *) 3,355  *)   3,412 

       
Total operating costs and expenses    10,252  14,471 

       
Operating loss    (1,564)  (1,890) 
Financial income   23a  2,371  3,773 
Financial expenses  23b  (3,067)  (4,816) 
Other income (expenses)    (8)  2 

       
Loss before taxes on income    (2,268)  (2,931) 
Taxes on income  14b  68  704 

       
loss     *) (2,336)   *) (3,635) 

       
loss per share (basic and diluted)   24   *) (0.23)   *) (0.35) 

 
*) Restated, see note 2(y) 
 
 
 
 
 
The accompanying notes are an integral part of the consolidated financial statements 
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 

U.S. dollars in thousands  
    Year ended December 31, 

    2009  2008 
       
loss     *) (2,336)   *) (3,635) 

       
Other comprehensive income (loss):       
Exchange differences of translation of foreign operations    288  (891) 
       
Net gain (loss) on cash flow hedges    (5)  15 

       
Total other comprehensive income (loss)    283  (876) 

       
Total comprehensive loss     *) (2,053)   *) (4,511) 

 
 
*) Restated, see note 2(y) 
 
 
 
 
 
The accompanying notes are an integral part of the consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY 

U.S. dollars in thousands 
 
 
 

  
Share  
capital  

Additional 
paid-in 
capital  

Foreign 
currency 

translation 
reserve  

Hedge 
reserves  

Accumulated 
deficit *)  

Total  
equity 

        
Balance as of January 1, 2008  10,933 6,535 2,191 - (10,446) 9,213 
        
Total comprehensive loss  - - (891) 15 (3,635) (4,511) 
Cost of share-based payments  - 75 - - - 75 
        
Balance as of December 31, 2008  10,933 6,610 1,300 15 (14,081) 4,777 
        
Total comprehensive loss  - - 288 (5) (2,336) (2,053) 
Cost of share-based payments  - 11 - - - 11 
        
Balance as of December 31, 2009  10,933 6,621 1,588 10 (16,417) 2,735 

 
*) Restated, see note 2(y) 
 
The accompanying notes are an integral part of the consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS  

U.S. dollars in thousands 
 

 Year ended December 31, 
 2009  2008 

Cash flows from operating activities:   
Loss before taxes on income *) (2,268) *) (2,931) 
Adjustments for:   

Depreciation and amortization 816 896 
Loss on sale of property, plant and equipment 8 - 
Increase (decrease) in employee benefit liabilities, net (381) 164 
Cost of share-based payments 11 75 
Financial expenses, net 694 1,043 

   
 (1,120) (753) 
Operating cash flows before working capital changes:   

Decrease in trade receivables *)  3,528 *)  1,189 
Decrease (increase) in prepaid expenses and other accounts receivable *)     316   *)      (28) 
Decrease in inventories *)  1,413 *)  1,894 
Decrease (increase) in security deposits 12 (1) 
Decrease in trade payables (175) (5) 
Increase (decrease) in accrued expenses (65) 235 
Increase in other current liabilities 86 231 

   
 5,115 3,515 
   
Cash provided by operations 3,995 2,762 
Interest received - 11 
Interest paid (430) (630) 
Income taxes received - 132 
Income taxes paid (122) (431) 

   
Net cash provided by operating activities 3,443 1,844 
   
Cash flows from investing activities:   

Investment in intangible assets (392) - 
Acquisition of property, plant and equipment (1,599) (381) 
Proceeds from sale of equipment 7 16 

   
Net cash used in investing activities (1,984) (365) 
   
Cash flows from financing activities:   

Decrease in short-term bank credit, net (795) (472) 
Receipt of long-term loans from banks and others 1,568 - 
Repayment of long-term loans from banks (2,332) (1,642) 

   
Net cash used in financing activities (1,559) (2,114) 
   
Effect of exchange differences on cash and cash equivalents of foreign operations 48 (196) 
   
Decrease in cash and cash equivalents (52) (831) 
Cash and cash equivalents at beginning of year 2,297 3,128 
   
Cash and cash equivalents at end of year 2,245 2,297 

 
*) Restated, see note 2(y) 
 
The accompanying notes are an integral part of the consolidated financial statements. 
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NOTE 1:- GENERAL 
 

a. Electronics Line 3000 Ltd. ("the Company") was incorporated in Israel in December 2002 for 
the purpose of absorbing the assets and activities of Metis Capital Ltd. ("Metis") (formerly: 
Electronics Line (E.L.) Ltd.). The Company's shares are publicly traded on the Prime Standard, 
a market operated by the Frankfurt Stock Exchange. 

 
b. Following the Board resolution, dated February 8, 2009, to move from the Prime Standard to the 

General Standard, the Deutsche Bourse announced the Company's revocation from the Prime 
Standard on March 17, 2009. 
 
On June 18, 2009, all of the Company's shares began trading on the General Standard for the 
first time. 

 
c. The Company and its subsidiaries ("the Group") are engaged in the design, development, 

production, marketing and sale of electronic security with remote management solutions, and 
complementary products for the mass residential and small commercial markets. These 
solutions can be monitored and enable remote management of the premises for security, and 
automation and video application. The registered office of the Group is located at 2 Granit 
Street, Petach Tikva, Israel. 

 
d. Definitions: 
 

In these financial statements:  
 

The Company - Electronics Line 3000 Ltd. 
   
The Group  - The Company and its investees, as detailed in the accompanying appendix. 
   
Subsidiaries - Companies that are controlled by the Company (as defined in IAS 27) and 

whose accounts are consolidated with those of the Company. 
   
Investees - Subsidiaries.  
   
Related parties - As defined in IAS 24.  

 
 
NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES  

 
a. Basis of presentation of the financial statements: 

 
The Company's financial statements have been prepared on a cost basis, except for derivatives 
and certain financial instruments that have been measured at fair value. 
 
These financial statements have been prepared in accordance with International Financial 
Reporting Standards ("IFRS"). These Standards comprise: 
 
1. International Financial Reporting Standards (IFRS). 
2. International Accounting Standards (IAS). 
3. Interpretations issued by the IFRIC and by the SIC. 
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.) 
 
The accounting policies have been consistently applied in the financial statements for all periods 
presented, except as described below. 

 
Changes in accounting policies in view of the adoption of new standards: 

 
IAS 1 (Revised) - Presentation of Financial Statements: 

 
Pursuant to a revision to IAS 1 (Revised), an additional separate statement, "statement of 
comprehensive income", may be presented and display net income taken from the statement of 
income and all items carried in the reported period to equity that do not result from transactions 
with the shareholders in their capacity as shareholders (other comprehensive income (loss) and 
the tax effect of these items carried to equity, allocated between the Company and the minority 
interests. Alternatively, the items of other comprehensive income may be displayed along with 
the items of the statement of income in a single statement entitled "statement of comprehensive 
income" which replaces the statement of income, allocated between the Company and the 
minority interests. Items carried to equity resulting from transactions with the shareholders in 
their capacity as shareholders will be disclosed in the statement of changes in equity as will the 
summary line carried forward from the statement of comprehensive income, allocated between 
the Company and the minority interests. 
 
The Company elected to present a separate statement. The revision was adopted on January 1, 
2009 with a retrospective restatement of comparative figures.  
 
IFRS 8 - Operating Segments: 

 
IFRS 8 deals with operating segments and replaces IAS 14. According to the Standard, the 
Company adopted a "management approach" in reporting on the financial performance of the 
operating segments. The segment information is the information that is internally used by 
management in order to assess its performance and allocate resources to the operating segments. 
 
The Company adopted the provisions of IFRS 8 on January 1, 2009 with a retrospective 
restatement of comparative figures.  
 
The adoption of the Standard did not have any material effect on the presentation of segment 
information.  
 
IFRS 2 - Share-based Payment: 

 
Pursuant to an amendment to IFRS 2, the definition of vesting terms will only include service 
conditions and performance conditions and the cancellation of a grant that includes non-vesting 
conditions by the Company or the counterparty will be accounted for by way of acceleration of 
vesting and not by forfeiture. Conditions that are other than service and performance conditions 
will be viewed as non-vesting conditions and must therefore be taken into account when 
estimating the fair value of the instrument granted. 
 
This amendment was adopted on January 1, 2009 with a retrospective restatement of 
comparative figures. The initial adoption of the Standard did not have any material effect on the 
consolidated financial statements.  
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.) 
 
IAS 20 - Government Grants: 

 
Pursuant to an amendment to IAS 20, interest-free loans or loans with a below-market rate of 
interest received by a company from the State will be accounted for upon initial recognition and 
in subsequent periods pursuant to the provisions of IAS 39, "Financial Instruments: Recognition 
and Measurement". Accordingly, the loans will be initially measured at fair value and 
discounted at market interest. The difference between the loan amount received and the fair 
value will be accounted for thereafter as a Government grant according to the provisions of the 
Standard.  
 
The amendment was adopted as a prospective change from January 1, 2009 for grants received 
after that date. 
 
IFRS 7 - Financial Instruments: Disclosures: 

 
The amendment to IFRS 7 requires additional disclosures about fair value measurement and 
liquidity risk. According to the amendment, additional disclosures should be made, among 
others, as to the source of inputs used in making the measurements, using a three level fair value 
hierarchy for all financial instruments recognized at fair value. In addition, a reconciliation 
between the beginning and ending balance for Level 3 fair value measurements is required 
(source of inputs that is not based on market data), as well as disclosure of significant transfers 
between levels in the fair value hierarchy.  
 
The amendment was adopted as a prospective change from the financial statements for the year 
beginning January 1, 2009 (there is no need to provide comparative information).  

 
b. Significant accounting judgments, estimates and assumptions used in the preparation of the 

financial statements: 
 
Estimates and assumptions: 

 
The preparation of the financial statements requires management to make judgments, estimates 
and assumptions that affect the adoption of the accounting policies and the reported amounts of 
assets, liabilities, revenues and expenses. The basis of the estimates and assumptions is 
reviewed regularly. The changes in accounting estimates are reported in the period of the 
change in estimate.  
 
The key assumptions made in the financial statements concerning uncertainties at the balance 
sheet date and the critical estimates computed by the Group that may cause a material 
adjustment to the carrying amounts of assets and liabilities within the next financial year are 
discussed below. 
 
- Deferred tax assets: 

 
Deferred tax assets are recognized for unused carryforward tax losses and temporary 
differences to the extent that it is probable that taxable profit will be available against 
which the losses can be utilized. Significant management judgment is required to 
determine the amount of deferred tax assets that can be recognized, based upon the likely 
timing and level of future taxable profits together with future tax planning strategies. 
Further details are given in Note 14. 
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.) 
 
- Pensions and other post-employment benefits: 

 
The liability in respect of post-employment defined benefit plans is determined using 
actuarial valuations. The actuarial valuation involves making assumptions about, among 
others, discount rates, expected rates of return on assets, future salary increases and 
mortality rates. Due to the long-term nature of these plans, such estimates are subject to 
significant uncertainty. Further details are given in Note 13. 

 
- Development costs: 

 
Development costs are capitalized in accordance with the Group's accounting policy. In 
determining the amounts to be capitalized, management makes assumptions regarding the 
expected cash generation of the asset for which development is made, discount rate and 
the expected period of benefits. Further details are given in Note 8. 

 
c. Consolidated financial statements: 

 
The consolidated financial statements comprise the financial statements of companies that are 
controlled by the Company (subsidiaries). Control exists when the Company has the power, 
directly or indirectly, to govern the financial and operating policies of an entity. The effect of 
potential voting rights that are exercisable at the balance sheet date are considered when 
assessing whether an entity has control. The consolidation of the financial statements 
commences on the date on which control is obtained and ends when such control ceases. 
 
Significant intragroup balances and transactions and gains or losses resulting from intragroup 
transactions are eliminated in full in the consolidated financial statements. 
 
The financial statements of the Company and of the subsidiaries are prepared as of the same 
dates and periods. The accounting policy in the financial statements of the subsidiaries was 
applied consistently and uniformly with the policy applied in the financial statements of the 
Company. 

 
d. Functional currency and foreign currency: 

 
1. Functional currency and presentation currency: 

 
The presentation currency of the financial statements is the U.S. dollar. 
 
The functional currency, which is the currency that best reflects the economic 
environment in which the Company operates and conducts its transactions, is separately 
determined for each Group entity, including an associate presented using equity 
accounting, and is used to measure its financial position and operating results. The 
functional currency of the Company is the U.S. dollar. 
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.) 
 
The financial statements of a subsidiary have been translated from the functional currency 
(GBP) to the presentation currency (U.S. dollar), in accordance with the following: 
 
a) Assets and liabilities for each balance sheet presented (including comparative data) 

are translated at the closing rate at the date of that balance sheet. Goodwill and any 
fair value adjustments to the carrying amounts of assets and liabilities arising on 
the acquisition of that foreign operation are treated as assets and liabilities of the 
foreign operation and are translated at the closing rate at the date of that balance 
sheet. 

 
b) Income and expenses for each period presented in the statement of income 

(including comparative data) are translated at average exchange rates for the 
presented periods; however, if exchange rates fluctuate significantly, income and 
expenses are translated at the exchange rates at the date of the transactions. 

 
c) Share capital, capital reserves and other changes in capital are translated at the 

exchange rate prevailing at the date of incurrence.  
 

d) Retained earnings are translated based on the opening balance translated at the 
exchange rate at that date and other relevant transactions (such as dividend) during 
the period are translated as described in b) and c) above. 

 
e) All resulting translation differences are recognized as a separate component of 

other comprehensive income (loss) in equity "foreign currency translation reserve".  
 
On a total or partial disposal of a foreign operation, the relevant part of the other 
comprehensive income (loss) is recognized in the statement of income. 
 
Intragroup loans for which settlement is neither planned nor likely to occur in the 
foreseeable future are, in substance, a part of the investment in that foreign operation and 
are accounted for as part of the investment and the exchange differences arising on these 
loans (net of their tax effect) are recognized in the same component of equity as discussed 
in e) above. 
 
Exchange differences in respect of a financial instrument in foreign currency that 
constitutes a net investment hedge are recorded, net of tax effect, in other comprehensive 
income (loss) in a hedge reserve. On disposal of the net investment, these translation 
differences are recognized in the statement of income. 
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.) 

 

2. Transactions, assets and liabilities in foreign currency: 

 

Transactions denominated in foreign currency (other than the functional currency) are 
recorded on initial recognition at the exchange rate at the date of the transaction. After 
initial recognition, monetary assets and liabilities denominated in foreign currency are 
translated at each balance sheet date into the functional currency at the exchange rate at 
that date. Exchange differences, other than those capitalized to qualifying assets or 
carried to equity in hedging transactions, are recognized in the statement of income. Non-
monetary assets and liabilities measured at cost are translated at the exchange rate at the 
date of the transaction. Non-monetary assets and liabilities denominated in foreign 
currency and measured at fair value are translated into the functional currency using the 
exchange rate prevailing at the date when the fair value was determined. 

 

3. Index-linked monetary items: 

 

Monetary assets and liabilities linked to the changes in the Israeli Consumer Price Index 
("Israeli CPI") are adjusted at the relevant index at each balance sheet date according to 
the terms of the agreement. Linkage differences arising from the adjustment, as above, 
other than those capitalized to qualifying assets or carried to equity in hedge transactions, 
are recognized in the statement of income. 

 

Following are data about the representative exchange rate of the U.S. dollar in relation to 
the New Israeli Shekel ("NIS"), Euro and the GBP: 

 
  Exchange rate   Exchange rate   Exchange rate  
As of  of NIS 1  of € 1  of £ 1 
  $ 
     
December 31, 2009  0.26  1.44  1.62 
December 31, 2008  0.26  1.39  1.45 
       
Change during the year ended  %  %  % 
       
December 31, 2009  -  3.5  11.6 
December 31, 2008  -  (5.4)  (28.9) 

 
e. Cash equivalents: 

 
Cash equivalents are considered as highly liquid investments, including unrestricted short-term 
bank deposits with an original maturity of three months or less from the date of acquisition or 
with a maturity of more than three months, however, they are repayable on demand without 
penalty and form part of the Group's cash management.  
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.) 
 

f. Allowance for doubtful accounts: 
 

The allowance for doubtful accounts is determined in respect of specific debts whose collection, 
in the opinion of the Company's management, is doubtful. The Company also recognizes a 
provision for groups of customers that are collectively assessed for impairment based on their 
credit risk characteristics. Impaired debts are derecognized when they are assessed as 
uncollectible.  

 
g. Inventories: 

 
Inventories are measured at the lower of cost and net realizable value. The cost of inventories 
comprises costs of purchase and costs incurred in bringing the inventories to their present 
location and condition. Net realizable value is the estimated selling price in the ordinary course 
of business less the estimated costs of completion and the estimated selling costs.  
 
Cost of inventories is assigned as follows:  
Raw and auxiliary materials - using the weighted average cost method. 
Work in progress and finished products - cost of direct materials and labor and a proportion of 
manufacturing overheads, based on normal operating capacity but excluding borrowing costs. 
 
The Company periodically evaluates the condition and age of inventories and makes provisions 
for slow moving inventories accordingly.  
 
If in a particular period production is not at normal capacity, the cost of inventories does not 
include additional fixed overheads in excess of those allocated based on normal capacity. Such 
unallocated overheads are recognized as an expense in the statement of income in the period in 
which they are incurred. Furthermore, cost of inventories does not include abnormal amounts of 
materials, labor or other costs resulting from inefficiency. 

 
h. Financial instruments: 

 
Financial assets: 
 
Financial assets within the scope of IAS 39 are initially recognized at fair value plus directly 
attributable transaction costs, except for investments at fair value through profit or loss in 
respect of which transaction costs are carried to the statement of income. 
 
After initial recognition, the accounting treatment of investments in financial assets is based on 
their classification into one of the following four categories: 

 
� financial assets at fair value through profit or loss; 
� held-to-maturity investments; 
� loans and receivables; and  
� available-for-sale financial assets. 

 
1. Financial assets at fair value through profit or loss: 
 

The Group has financial assets at fair value through profit or loss comprising financial 
assets held for trading and financial assets designated upon initial recognition as at fair 
value through profit or loss. 
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.) 
 
Financial assets are classified as held for trading if they are acquired principally for the 
purpose of selling or repurchasing in the near term, if they form part of a portfolio of 
identified financial instruments that are managed together to earn short-term profits or if 
they are derivatives not designated as hedging instruments. Gains or losses on 
investments held for trading are recognized in the statement of income when incurred. 
 
Embedded derivatives are separated from the host contract and accounted for separately 
if: (a) the economic characteristics and risks of the embedded derivatives are not closely 
related to those of the host contract; (b) a separate instrument with the same terms as the 
embedded derivative would meet the definition of a derivative; and (c) the combined 
instrument is not measured at fair value through profit or loss. 
 
Derivatives, including separated embedded derivatives, are classified as held for trading 
unless they are designated as effective hedging instruments. In the event of a financial 
instrument that contains one or more embedded derivatives, the entire combined 
instrument shall be designated upon initial recognition as a financial asset at fair value 
through profit or loss. 
 
The Group assesses whether embedded derivatives are required to be separated from host 
contracts when the Group first becomes party to the contract. Reassessment only occurs if 
there is a change in the terms of the contract that significantly modifies the cash flows 
that would otherwise be required. 

 
2. Loans and receivables: 

 
The Group has loans and receivables that are financial assets (non-derivative) with fixed 
or determinable payments that are not quoted in an active market. After initial 
recognition, loans are measured based on their terms at amortized cost using the effective 
interest method taking into account also directly attributable transaction costs. Short-term 
borrowings (such as granting loans to customers and other receivables) are measured 
based on their terms, normally at nominal value. Gains and losses are recognized in the 
statement of income when the loans and receivables are derecognized or impaired, as well 
as through the systematic amortization process. As for recognition of interest income, see 
q below.  
 

3. Fair value: 
 

The fair value of investments that are actively traded in organized financial markets is 
determined by reference to market prices on the balance sheet date. For investments 
where there is no active market, fair value is determined using valuation techniques. Such 
techniques include using recent arm's length market transactions; reference to the current 
market value of another instrument which is substantially the same; discounted cash flow 
or other valuation models. 

 
4. Offsetting financial instruments:  

 
Financial assets and financial liabilities are offset and the net amount is presented in the 
balance sheet if there is a legally enforceable right to set off the recognized amounts and 
there is an intention either to settle on a net basis or to realize the asset and settle the 
liability simultaneously.  
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.) 
 

Financial liabilities: 

 
1. Financial liabilities measured at amortized cost:  

 
Loans and borrowings are initially recognized at fair value less directly attributable 
transaction costs (such as loan raising costs). After initial recognition, loans, including 
debentures, are measured based on their terms at amortized cost using the effective 
interest method taking into account directly attributable transaction costs. Short-term 
borrowings (such as loans from suppliers and other payables) are measured based on their 
terms, normally at nominal value. Gains and losses are recognized in the statement of 
income when the financial liability is derecognized as well as through the systematic 
amortization process.  

 
2. Financial liabilities at fair value through profit or loss: 
 

Financial liabilities at fair value through profit or loss include financial liabilities 
classified as held for trading and financial liabilities designated upon initial recognition as 
at fair value through profit or loss. 

 
Financial liabilities are classified as held for trading if they are acquired for the purpose 
of settling in the near term. Gains or losses on liabilities held for trading are recognized in 
the statement of income. 
 
Derivatives, including separated embedded derivatives, are classified as held for trading 
unless they are designated as effective hedging instruments. In the event of a financial 
instrument that contains one or more embedded derivatives, the entire combined 
instrument shall be designated upon initial recognition as a financial liability at fair value 
through profit or loss. 

 
The Group assesses whether embedded derivatives are required to be separated from host 
contracts when the Group first becomes party to the contract. Reassessment only occurs if 
there is a change in the terms of the contract that significantly modifies the cash flows 
that would otherwise be required. 

 

Derecognition of financial instruments: 

 

Financial assets: 

 
A financial asset is derecognized when the contractual rights to the cash flows from the 
financial asset expire or the company has transferred its contractual rights to receive cash flows 
from the financial asset or assumes an obligation to pay the cash flows in full without material 
delay to a third party and has transferred substantially all the risks and rewards of the asset, or 
has neither transferred nor retained substantially all the risks and rewards of the asset, but has 
transferred control of the asset. 
 
A transaction involving factoring of accounts receivable and / or credit card vouchers is 
derecognized when the abovementioned conditions are met. 
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.) 
 

If the Company transfers its rights to receive cash flows from an asset and neither transfers nor 
retains substantially all the risks and rewards of the asset nor transfers control of the asset, a new 
asset is recognized to the extent of the Company's continuing involvement in the asset. When 
continuing involvement takes the form of guaranteeing the transferred asset, the extent of the 
continuing involvement is the lower of the original carrying amount of the asset and the 
maximum amount of consideration received that the Company could be required to repay. 
 
Financial liabilities: 

 
A financial liability is derecognized when it is extinguished, i.e. when the obligation is 
discharged or cancelled or expires. A financial liability is extinguished when the debtor (the 
Group): 
 

• discharges the liability by paying in cash, other financial assets, goods or services; or 

• is legally released from the liability. 
 
Where an existing financial liability is exchanged with another liability from the same lender on 
substantially different terms, or the terms of an existing liability are substantially modified, such 
an exchange or modification is accounted for as an extinguishment of the original liability and 
the recognition of a new liability. The difference between the carrying amount of the above 
liabilities is recognized in the statement of income. If the exchange or modification is 
immaterial, it is accounted for as a change in the terms of the original liability and no gain or 
loss is recognized from the exchange. 

 
Impairment of financial assets: 

 
The Group assesses at each balance sheet date whether there is any objective evidence that the 
following financial asset or group of financial assets is impaired. 
 
Financial assets carried at amortized cost: 

 
There is objective evidence of impairment of debt instruments, loans and receivables and held-
to-maturity investments measured at amortized cost as a result of one or more events that has 
occurred after the initial recognition of the asset and that loss event has an impact on the 
estimated future cash flows. Evidence of impairment may include indications that the debtor is 
experiencing financial difficulties, including liquidity difficulty and default in interest or 
principal payments. The amount of the loss carried to the statement of income is measured as 
the difference between the asset's carrying amount and the present value of estimated future 
cash flows (excluding future credit losses that have not yet been incurred) discounted at the 
financial asset's original effective interest rate (i.e. the effective interest rate computed at initial 
recognition). If the financial asset has a variable interest rate, the discount rate is the current 
effective interest rate. The carrying amount of the asset is reduced through the use of an 
allowance account (see allowance for doubtful accounts above). In a subsequent period, the 
amount of the impairment loss is reversed if the recovery of the asset can be related objectively 
to an event occurring after the impairment was recognized. The amount of the reversal, as 
above, is credited to the statement of income up to the amount of any previous impairment.  
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.) 
 

i. Derivative financial instruments held for hedging: 
 
Sometimes the Group enters into contracts with derivative financial instruments such as forward 
currency contracts (forward) in respect of foreign currency and interest rate swaps (IRS) to 
hedge its risks associated with foreign exchange rates and interest rate fluctuations. Such 
derivative financial instruments are initially recognized at fair value. After initial recognition, 
the derivatives are measured at fair value. Derivatives are carried in the balance sheet as assets 
when the fair value is positive and as liabilities when the fair value is negative. 
 
Any gains or losses arising from changes in the fair values of derivatives that do not qualify for 
hedge accounting are carried directly to the statement of income. 
 
For the purpose of hedge accounting, hedges are classified as: 

 

• fair value hedges when hedging the exposure to changes in the fair value of a recognized 
asset or liability or an unrecognized firm commitment (except for foreign currency risk); 
or 

• cash flow hedges when hedging exposure to variability in cash flows that is either 
attributable to a particular risk associated with a recognized asset or liability or a forecast 
transaction or the foreign currency risk in an unrecognized firm commitment; or 

 
Cash flow hedges: 

 
The effective portion of the gain or loss on the hedging instrument is recognized directly in 
equity as other comprehensive income (loss), while any ineffective portion is recognized 
immediately in the statement of income. 
 
Amounts recognized as other comprehensive income (loss) are transferred to the statement of 
income when the hedged transaction affects profit or loss, such as when the hedged income or 
expense is recognized or when a forecast sale occurs. Where the hedged item is the cost of a 
non-financial asset or non-financial liability, this cost also includes the associated other 
comprehensive income (loss) transferred from equity in the same period during which the asset 
or liability are recognized.  
 
If the forecast transaction or firm commitment is no longer expected to occur, amounts 
previously recognized in equity are transferred to the statement of income. If the hedging 
instrument expires or is sold, terminated or exercised, or if its designation as a hedge is revoked, 
amounts previously recognized in equity remain in equity until the forecast transaction or firm 
commitment occurs.  
 

j. Fixed assets: 
 

Items of fixed assets are measured at cost with the addition of direct acquisition costs, less 
accumulated depreciation, less accumulated impairment losses and less related investment 
grants and excluding day-to-day servicing expenses. Cost includes spare parts and auxiliary 
equipment that can be used only in connection with the machinery and equipment. 
 
The cost of an item of fixed asset comprises the initial estimate of the costs of dismantling and 
removing the item and restoring the site on which the item is located, any obligation which the 
Company incurs either when the item is acquired or as a consequence of having used the item 
during a particular period.  
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.) 
 

The cost of self-constructed assets includes the cost of materials, direct labor and borrowing 
costs as well as any costs directly attributable to bringing the asset to the location and condition 
necessary for it to be capable of operating in the manner intended by management. 
 
Depreciation is calculated on a straight-line basis over the useful life of the assets at annual rates 
as follows: 

 
  %  Mainly % 
     
Buildings   2   
Machinery and equipment  10 - 15  10 
Motor vehicles  15   
Office furniture and equipment  6 - 33  33 
Leasehold improvements  see below   
 
Leasehold improvements are depreciated on a straight-line basis over the shorter of the lease 
term (including the extension option held by the Group and intended to be exercised) and the 
expected life of the improvement. 
 
A part of a fixed asset with a cost that is significant in relation to the total cost of the item is 
depreciated separately using the component method. Depreciation is calculated on a straight-line 
basis at annual rates that are adequate for the depreciation of the assets over the term of their 
expected useful life.  
 
The useful life, depreciation method and residual value of an asset are reviewed at least each 
year-end and the changes are accounted for as a prospective change in accounting estimate. As 
for testing the impairment of fixed assets, see l below. 
 
Depreciation of an asset ceases at the earlier of the date that the asset is classified as held for 
sale and the date that the asset is derecognized. An asset is derecognized on disposal or when no 
further economic benefits are expected from its use. The gain or loss arising from the 
derecognition of the asset (determined as the difference between the net disposal proceeds and 
the carrying amount in the financial statements) is included in the statement of income when the 
asset is derecognized. 
 

k. Intangible assets: 
 
Separately acquired intangible assets are measured on initial recognition at cost with the 
addition of costs directly attributable to the acquisition. Intangible assets acquired in a business 
combination are included at the fair value at the acquisition date. After initial recognition, 
intangible assets are carried at their cost less any accumulated amortization and any 
accumulated impairment losses. Expenditures relating to internally generated intangible assets, 
excluding capitalized development costs, are recognized in the statement of income when 
incurred. 
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.) 
 

According to management's assessment, intangible assets have a finite useful life. The assets are 
amortized over their useful life using the straight-line method and reviewed for impairment 
whenever there is an indication that the asset may be impaired. The amortization period and the 
amortization method for an intangible asset with a finite useful life are reviewed at least at each 
financial year end. Changes in the expected useful life or the expected pattern of consumption of 
future economic benefits embodied in the asset are accounted for as prospective changes in 
accounting estimates. The amortization charge on intangible assets with finite useful lives is 
recognized in the statement of income. 

 
Gains or losses arising from the derecognition of an intangible asset are determined as the 
difference between the net disposal proceeds and the carrying amount of the asset and are 
recognized in the statement of income. 
 
Research and development expenses: 

 
Research expenses are recognized in the statement of income when incurred. An intangible asset 
arising from a development project or from the development of an internal project is recognized 
if the Company can demonstrate the technical feasibility of completing the intangible asset so 
that it will be available for use or sale; the Company's intention to complete the intangible asset 
and use or sell it; the Company's ability to use or sell the intangible asset; how the intangible 
asset will generate future economic benefits; the availability of adequate technical, financial and 
other resources to complete the intangible asset; and the Company's ability to measure reliably 
the expenditure attributable to the intangible asset during its development. 
 
The asset is measured at cost and presented less any accumulated amortization and less, if 
appropriate, any accumulated impairment losses. Amortization of the asset begins when 
development is complete and the asset is available for use. As for the testing of impairment, see 
l below.  
 

l. Impairment of non-financial assets: 
 
The Company evaluates the need to record an impairment of the carrying amount of non-
financial assets whenever events or changes in circumstances indicate that the carrying amount 
is not recoverable. If the carrying amount of non-financial assets exceeds their recoverable 
amount, the assets are reduced to their recoverable amount. The recoverable amount is the 
higher of fair value less costs of sale and value in use. In measuring value in use, the expected 
future cash flows are discounted using a pre-tax discount rate that reflects the risks specific to 
the asset. The recoverable amount of an asset that does not generate independent cash flows is 
determined for the cash-generating unit to which the asset belongs. Impairment losses are 
recognized in the statement of income. 
 
An impairment loss of an asset, other than goodwill, is reversed only if there have been changes 
in the estimates used to determine the asset's recoverable amount since the last impairment loss 
was recognized. Reversal of an impairment loss, as above, shall not be increased above the 
lower of the carrying amount that would have been determined (less depreciation or 
amortization) had no impairment loss been recognized for the asset in prior years and its 
recoverable amount. The impairment loss of an asset presented at cost is carried to the statement 
of income. A reversal of that impairment loss is also recognized in the statement of income.  

 
The impairment test of capitalized development costs is performed annually, on December 31, 
or more frequently if events or changes in circumstances indicate that there is impairment. 
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.) 
 

m. Government grants: 
 
Government grants are recognized where there is reasonable assurance that the grant will be 
received and the Company will comply with the attached conditions. Where the Government 
investment grants relate to assets such as fixed assets, they are presented as a deduction from the 
carrying amount of the asset. 
 
Government grants from the Office of the Chief Scientist in Israel for supporting research and 
development activities that contain a liability to pay royalties to the State depending on future 
sales from development are recognized upon receipt as a liability as long as there are expected 
future economic benefits from the research activity that lead to sales entitling the State to 
royalties. If the royalty payments for the grant do not bear market rates of interest, the liability is 
measured at fair value discounted at the market rate of interest existent when the grant was 
received. The difference between amount of the grant and the fair value of the liability is 
accounted for as a Government grant and, accordingly, recognized as a reduction from research 
and development expenses. Amounts paid as royalties are recognized as settlement of liability. 
When no economic benefits are probable, the receipts from the grant are deducted from the 
relevant research and development expenses. In such event, the royalty liability is accounted for 
as a contingent liability pursuant to IAS 37 until the date on which the liability is recognized. 

 
At each balance sheet date, the Company evaluates whether there is reasonable assurance that 
the liability, in whole or in part, will not be settled (since the Company will not be required to 
pay royalties) based on the best estimate of future sales, if any, and if so, the appropriate 
liability is derecognized and a gain is recognized with a corresponding reduction of research and 
development expenses. If the estimate of future sales indicates that there is no such reasonable 
assurance, the appropriate liability reflecting the anticipated royalty payments is recognized 
with a corresponding charge to research and development expenses. 

 
n. Taxes on income: 

 
Taxes on income in the statement of income comprise current and deferred taxes. The tax results 
in respect of current or deferred taxes are carried to the statement of income except to the extent 
that the tax arises from items which are recognized directly in equity. In such cases, the tax 
effect is also carried to the relevant item in equity. 
 
1. Current taxes: 
 

The current tax liability is measured using the tax rates and tax laws that have been 
enacted or substantively enacted by the balance sheet date as well as adjustments required 
in connection with the tax liability in respect of previous years.  

 
2. Deferred taxes: 
 

Deferred taxes are computed in respect of temporary differences between the carrying 
amounts in the financial statements and the amounts attributed for tax purposes. Deferred 
taxes are carried directly to equity if the tax relates to items that are taken to equity.  



ELECTRONICS LINE 3000 LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

U.S. dollars in thousands, except share and per share data 

- 23 - 

 
 

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.) 
 

Deferred tax balances are measured at the tax rates that are expected to apply to the period when 
the taxes are taken to the statement of income or to equity, based on tax laws that have been 
enacted or substantively enacted by the balance sheet date. The amount for deferred taxes in the 
statement of income represents the changes in said balances during the reported period, 
excluding changes attributable to items carried directly to equity. 
 
Deferred tax assets are reviewed at each balance sheet date and reduced to the extent that it is 
not probable that they will be utilized. Simultaneously, temporary differences (such as 
carryforward losses) for which deferred tax assets have not been recognized are reassessed and 
deferred tax assets are recognized to the extent that their recoverability has become probable. 
Any resulting reduction or reversal is recognized in the item taxes on income.  
 
Taxes that would apply in the event of the sale of investments in investees have not been taken 
into account in computing the deferred taxes, as long as the sale of the investments in investees 
is not expected in the foreseeable future. Also, deferred taxes that would apply in the event of 
distribution of earnings by investees as dividend have not been taken into account in computing 
the deferred taxes, since the distribution of dividend does not involve an additional tax liability 
or since it is the Company's policy not to initiate distribution of dividend that triggers an 
additional tax liability.  
 
Deferred tax assets and deferred tax liabilities are presented in the balance sheet as non-current 
assets and non-current liabilities, respectively. Deferred taxes are offset if there is a legally 
enforceable right to set off a current tax asset against a current tax liability and the deferred 
taxes relate to the same taxpayer and the same taxation authority. 

 
o. Share-based payment transactions: 

 
The Company's employees are entitled to remuneration in the form of share-based payment 
transactions as consideration for equity instruments and certain employees are entitled to cash-
settled benefits based on the increase in the Company's share price. 
 
Equity-settled transactions: 

 
The cost of equity-settled transactions with employees is measured at the fair value of the equity 
instruments granted at grant date. The fair value is determined using a standard pricing model, 
additional details are given in Note 16. As for other service providers, the cost of the 
transactions is measured at fair value of the goods or services received as consideration for 
equity instruments. In cases where the fair value of the goods or services received as 
consideration of equity instruments cannot be measured, they will be measured by reference to 
the fair value of the equity instruments granted.  

 
The cost of equity-settled transactions is recognized in the statement of income, together with a 
corresponding increase in equity, during the period which the performance and/or service 
conditions are to be satisfied, ending on the date on which the relevant employees become fully 
entitled to the award ("the vesting period"). The cumulative expense recognized for equity-
settled transactions at each reporting date until the vesting date reflects the extent to which the 
vesting period has expired and the Group's best estimate of the number of equity instruments 
that will ultimately vest. The charge or credit to the statement of income represents the 
movement in cumulative expense recognized at the end of that reported period. 
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No expense is recognized for awards that do not ultimately vest, except for awards where 
vesting is conditional upon a market condition, which are treated as vesting irrespective of 
whether the market condition is satisfied, provided that all other vesting conditions (service 
and/or performance) are satisfied. 
 
If the Company modifies the conditions on which equity-instruments were granted, an 
additional expense is recognized for any modification that increases the total fair value of the 
share-based payment arrangement or is otherwise beneficial to the employee at the modification 
date.  
 
If a grant of an equity instrument is cancelled, it is accounted for as if it had vested on the 
cancellation date, and any expense not yet recognized for the grant is recognized immediately. 
However, if a new grant replaces the cancelled grant and is identified as a replacement grant on 
the grant date, the cancelled and new grants are accounted for as a modification of the original 
grant, as described in the previous paragraph.  

 
p. Employee benefit liabilities: 

 
The plans are normally financed by contributions to insurance companies and classified as 
defined contribution plans or as defined benefit plans. 
 
The Group has defined contribution plans pursuant to Section 14 to the Severance Pay Law 
under which the Group pays fixed contributions and will have no legal or constructive 
obligation to pay further contributions if the fund does not hold sufficient amounts to pay all 
employee benefits relating to employee service in the current and prior periods. Contributions in 
the defined contribution plan in respect of severance pay or compensation are recognized as an 
expense when contributed simultaneously with receiving the employee's services and no 
additional provision is required in the financial statements. 
 
The Group also operates a defined benefit plan in respect of severance pay pursuant to the 
Severance Pay Law. According to the Law, employees are entitled to severance pay upon 
dismissal or retirement. The liability for termination of employee-employer relation is measured 
using the projected unit credit method. The actuarial assumptions include future salary increases 
and rates of employee turnover based on the estimated timing of payment. The amounts are 
presented based on discounted expected future cash flows using a discount rate on Government 
bonds with maturity that matches the estimated term of the benefit payments.  
 
The Company makes current deposits in respect of its liabilities to pay compensation to certain 
of its employees in pension funds and insurance companies ("the plan assets"). Plan assets 
comprise assets held by a long-term employee benefit fund or qualifying insurance policies. 
Plan assets are not available to the Group's own creditors and can not be returned directly to the 
Group. 

 
The liability for employee benefits presented in the balance sheet presents the present value of 
the defined benefit obligation less the fair value of the plan assets, less past service costs and 
any unrecognized actuarial gains and losses.  
 
Actuarial gains and losses are recognized in the statement of income in the period in which they 
occur. 
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q. Revenue recognition: 
 

Revenues are recognized in the statement of income when the revenues can be measured 
reliably, it is probable that the economic benefits associated with the transaction will flow to the 
Company and the costs incurred or to be incurred in respect of the transaction can be measured 
reliably. Revenues are measured at the fair value of the consideration received less any trade 
discounts, volume rebates and returns.  
 
Revenues from credit sales transactions that include a financing element are recorded at present 
value such that the difference between the fair value of the consideration had credit not been 
provided and the nominal amount of the consideration is recognized in the statement of income 
as Finance income using the effective interest method. 
 
Specific criteria for revenue recognition for the following types of revenues: 

 
Revenues from the sale of goods: 

 
Revenues from the sale of goods are recognized when all the significant risks and rewards of 
ownership of the goods have passed to the buyer and the seller no longer retains continuing 
managerial involvement. The delivery date is usually the date on which ownership passes.  

 
r. Cost of revenues and supplier discounts:  

 
Cost of sales includes expenses for loss, storage and conveyance of inventories to the end point 
of sale. Cost of sales also includes impairment provisions in respect of inventories, inventory 
write offs and provisions for slow-moving inventories. 
 
Discounts are deducted from cost of purchase when the conditions entitling to those discounts 
are satisfied. Certain of the discounts in respect of that portion of the purchases that are added to 
closing inventories are attributed to inventories and the balance reduces the cost of sales. 

 
s. Finance income and expenses:  

 
Finance income comprise interest income on amounts invested (including available-for-sale 
financial assets), revenues from dividend, gains from sale of financial assets classified as 
available-for-sale, changes in fair value of financial assets at fair value through profit or loss, 
exchange gains and gains on hedges recognized in the statement of income. Interest income is 
recognized as it accrues using the effective interest method. Revenues from dividend are 
recognized when the Group's right to receive the payment is established. If the dividend is 
received on traded shares, the Group's recognizes revenues from dividend on the ex-date.  
 
Changes in fair value of financial assets at fair value through profit or loss contain also interest 
income and revenues from dividend.  
 
Finance costs comprise interest expenses on borrowings, changes in the time value of 
provisions, reductions in the fair value of financial assets at fair value through profit or loss, 
impairment losses of financial assets and losses on hedges recognized in profit or loss. 
Borrowing costs that are not capitalized to qualifying assets are recognized in the statement of 
income using the effective interest method.  
 
Gains and losses on exchange differences are reported on a net basis.  
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t. Operating segments: 
 

An operating segment is a component of the Group that meets the following three criteria:  
 

1. is engaged in business activities from which it may earn revenues and incur expenses, 
including revenues and expenses relating to intragroup transactions; 

 
2. whose operating results are regularly reviewed by the Group's chief operating decision 

maker to make decisions about resources to be allocated to the segment and assess its 
performance; and 

 
3. for which separate financial information is available. 

 
u. Earnings (loss) per share: 

 
Earnings per share are calculated by dividing the net income attributable to equity holders of the 
parent by the weighted number of Ordinary shares outstanding during the period. Basic earnings 
per share only include shares that were actually outstanding during the period. Potential 
Ordinary shares (convertible securities such as convertible debentures, warrants and employee 
options) are only included in the computation of diluted earnings per share when their 
conversion decreases earnings per share or increases loss per share from continuing operations. 
Further, potential Ordinary shares that are converted during the period are included in diluted 
earnings per share only until the conversion date and from that date in basic earnings per share. 
The Company's share of earnings of investees is included based on the earnings per share of the 
investees multiplied by the number of shares held by the Company.  

 
v. Provisions: 

 
A provision in accordance with IAS 37 is recognized when the Group has a present obligation 
(legal or constructive) as a result of a past event and it is probable that an outflow of resources 
embodying economic benefits will be required to settle the obligation and a reliable estimate can 
be made of the amount of the obligation. If the effect is material, provisions are measured 
according to the estimated future cash flows discounted using a pre-tax interest rate that reflects 
the market assessments of the time value of money and, where appropriate, those risks specific 
to the liability.  

 
w. Advertising expenses: 

 
Expenses incurred from advertising, marketing or promotional activities, such as production of 
catalogues and promotional pamphlets, are recognized as an expense when the Group has the 
right of access to the advertising goods or when the Group receives those services.  
 

x. Standards issued but not yet applied: 
 

IFRS 3 Business Combinations (Revised) and IAS 27 Consolidated and Separate Financial 
Statements (Amended) 
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IFRS 3 (Revised) introduces significant changes in the accounting for business combinations 
occurring after initial adoption. Changes affect the valuation of non-controlling interest, the 
accounting for transaction costs, the initial recognition and subsequent measurement of a 
contingent consideration and business combinations achieved in stages. These changes will 
impact the amount of goodwill recognised, the reported results in the period that an acquisition 
occurs and future reported results.  
 
IAS 27 (Amended) requires that a change in the ownership interest of a subsidiary (without loss 
of control) is accounted for as a transaction with owners in their capacity as owners. Therefore, 
such transactions will no longer give rise to goodwill, nor will it give rise to a gain or loss. 
Furthermore, the amended standard changes the accounting for losses incurred by the subsidiary 
as well as the loss of control of a subsidiary. The changes by IFRS 3 (Revised) and IAS 27 
(Amended) will affect future acquisitions or loss of control of subsidiaries and transactions with 
non-controlling interests.  
 
 The Standard will be effective starting January 1, 2010 and will be applied prospectively.  
 
IFRS 9 - Financial Instruments: 

 
In November 2009, the IASB issued IFRS 9, "Financial Instruments", which represents the first 
phase of a project to replace IAS 39, "Financial Instruments: Recognition and Measurement". 
IFRS 9 focuses mainly on the classification and measurement of financial assets and it applies 
to all financial assets within the scope of IAS 39. 
 
According to IFRS 9, upon initial recognition, all the financial assets (including hybrid contracts 
with financial asset hosts) will be measured at fair value. In subsequent periods, debt 
instruments can be measured at amortized cost if both of the following conditions are met: 

 
- the asset is held within a business model whose objective is to hold assets in order to 

collect the contractual cash flows. 
 
- the contractual terms of the financial asset give rise on specified dates to cash flows that 

are solely payments of principal and interest on the principal amount outstanding. 
 

Subsequent measurement of all other debt instruments and financial assets will be at fair value. 
 
Financial assets that are equity instruments will be measured in subsequent periods at fair value 
and the changes will be recognized in the statement of income or in other comprehensive 
income (loss), in accordance with the election of the accounting policy on an instrument-by-
instrument basis. Nevertheless, if the equity instruments are held for trading, they must be 
measured at fair value through profit or loss. This election is final and irrevocable. When an 
entity changes its business model for managing financial assets it shall reclassify all affected 
financial assets. In all other circumstances, reclassification of financial instruments is not 
permitted. 
 
The Standard will be effective starting January 1, 2013. Earlier application is permitted. Early 
adoption will be made with a retrospective restatement of comparative figures, subject to the 
reliefs set out in the Standard.  
 
The Company is evaluating the possible effect of the adoption of the new Standard on the 
consolidated financial statements but is presently unable to assess such effect, if any. 
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.) 
 

IAS 1 - Presentation of Financial Statements:  

 
The amendment to IAS 1 deals with current or non-current classification of the liability 
component of a convertible instrument. Pursuant to the amendment, terms of a liability that can, 
at the option of the counterparty, be settled by the issue of the entity's equity instruments do not 
affect its classification as current or non-current. The amendment will be prospectively adopted 
starting from the financial statements for periods beginning on January 1, 2010. Earlier 
application is permitted. 
 
The Company believes that the effect of the amendment on the financial statements is not 
expected to be material.  
 
IAS 32 - Financial Instruments: Presentation - Classification of Rights Issues: 
 
The amendment to IAS 32 determines that rights, options or share options to acquire a fixed 
number of the entity's equity instruments for a fixed amount of any currency are classified as 
equity instruments if the entity offers the rights, options or share options pro rata to all of its 
existing owners of the same class of its non-derivative equity instruments.  
 
IAS 36 - Impairment of Assets:  

 
The amendment to IAS 36 defines the required accounting unit to which goodwill will be 
allocated for impairment testing of goodwill. Pursuant to the amendment, the largest unit 
permitted for impairment testing of goodwill acquired in a business combination is an operating 
segment as defined in IFRS 8, "Operating Segments" before the aggregation for reporting 
purposes. The amendment will be prospectively adopted starting from the financial statements 
for periods beginning on January 1, 2010. Earlier application is permitted.   
 
The Company believes that the effect of the amendment on the financial statements is not 
expected to be material.  
 
IAS 38 - Intangible Assets: 
 
Pursuant to an amendment to IAS 38, expenses incurred for advertising, marketing or 
promotional activities will be recognized as an expense when the company has the right of 
access to the advertising goods or when the company receives those services. For these 
purposes, the activities also include production of catalogs and promotional pamphlets. Also, 
IAS 38 is amended to allow the unit of production amortization method for all intangible assets 
even if it results in a lower amount of accumulated amortization than under the straight-line 
method.  
 
The amendment was adopted retrospectively from January 1, 2009. The initial adoption of the 
Standard did not have any material effect on the consolidated financial statements. 
 

y. Restatements:  
 
The Company has restated its financial statements as of December 31, 2009, 2008 and 
January 1, 2008 and for each of the two years in the period ended December 31, 2009 and 2008, 
respectively in order to retroactively reflect the effect of correcting an error in assessing the 
impairment of financial assets, write down of inventories and capitalization of standardization 
costs. 
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.) 
 

The effect of the changes on the financial statements:  
 

Balance sheets:  
 

  

As 
previously 
reported   

The  
change   

As presented 
in these 
financial 

statements  
  US dollars in thousands 
As of December 31, 2009:     
     
Trade receivables 3,898 (933) 2 2,965 

    
Prepaid expenses 572 (317) 255 

    
Inventories 5,890 (1,339) 4,551 

    
Equity 5,324 (2,589) 2,735 

    
Accumulated deficit (13,828) (2,589) (16,417) 

     
     

  

As 
previously 
reported   

The  
change   

As presented 
in these 
financial 

statements  
  US dollars in thousands 
As of December 31, 2008:     
     
Trade receivables 6,529 (248) 6,281 

    
Prepaid expenses 691 (125) 566 

    
Inventories 6,552 (766) 5,786 

    
Equity 5,916 (1,139) 4,777 

    
Accumulated deficit (12,942) (1,139) (14,081) 
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.) 

 

  

As 
previously 
reported  

The 
change  

As presented 
in these 
financial 

statements 
  US dollars in thousands 
As of January 1, 2008:     
     
Trade receivables  8,295 (98) 8 8,197 

     
Prepaid expenses  416 (76) 340 

     
Inventories  8,611 (278) 8,333 

     
Equity  9,666 (452) 9,214 

     
Accumulated deficit  (9,993) (452) (10,445) 

     
 
Statements of income:  

  

As 
previously 
reported   

The  
change   

As 
presented  
in these 
financial 

statements  

  
US dollars in thousands  
(except per share data) 

Year ended December 31, 2009:    
    
Cost of  Revenues  17,130 573 17,703 

     
Gross profit  9,261 (573) 8,688 

     
General and administrative  2,670 684 3 3,354 

     
Selling and marketing  4,849 192 5,041 

     
loss  (886) (1,450) (2,336) 

     
Total comprehensive loss  (603) (1,450) (2,053) 

     
loss per share (basic and diluted)  (0.09) (0.14) (0.23)
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.) 
 

  

As 
previously 
reported   

The  
change   

As presented 
in these 
financial 

statements  

  
US dollars in thousands  
(except per share data) 

Year ended December 31, 2008:     
     
Cost of Revenues  23,366 488 23,854 

     
Gross profit  13,069 (488) 12,581 

     
General and administrative  3,262 150 3 3,412 

     
Selling and marketing  7,403 48 7,451 

     

loss  (2,949) (686) (3,635) 

     
Total comprehensive loss  (3,825) (686) (4,511) 

     
loss per share (basic and diluted)  (0.29) (0.06) (0.35) 

 
 
Statement of changes in equity:  

  

As 
previously 
reported   

The  
change   

As presented 
in these 
financial 

statements  

  US dollars in thousands 

As of December 31, 2009:     
     
Accumulated deficit (13,828) (2,589) (16,417) 

    

As of December 31, 2008:    
    
Accumulated deficit (12,942) (1,139) (14,081) 

    
As of January 1, 2008:    
    

Accumulated deficit (9,993) (452) (10,445) 
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NOTE 3:- CASH AND CASH EQUIVALENTS 
 

  December 31, 

  2009  2008 

   
U.S. dollars 1,018 1,582 
Euros  241 106 
GBP  489 353 

NIS 497 256 

   
 2,245 2,297 

 
NOTE 4:- TRADE RECEIVABLES 
 

a. Composition: 
 

  December 31,   January 1, 

  2009  2008  2008 

     
Open accounts 4,271  6,826 8,058 
Checks receivable  62  163 625 

     
 4,333  6,989 8,683 

Less - allowance for doubtful accounts  *)   1,368  *)   708 *)   486 

     
 *)   2,965  *)  6,281 *) 8,197 

 
Trade receivables are non-interest bearing and are generally for 60-90 day terms. 

 
b. As at December 31, 2009, trade receivables with nominal value of $ 1,286 (2008: $ 708) were 

impaired and fully provided for. Movements in the allowance for doubtful accounts were as 
follows: 

 

  
Individually 

impaired 

   
At January 1, 2008    *)  486 
   
Charge for the year  260 
Exchange rate adjustments  (38) 

   
At December 31, 2008    *)  708 
   
Charge for the year  655 
Exchange rate adjustment  5 

   
At December 31, 2009     *)  1,368 

 
c. As at December 31, the ageing analysis of trade receivables is as follows: 
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NOTE 4:- TRADE RECEIVABLES 

 

 
 Neither 

past due  
 

Past due but not impaired 
 

 

  nor    30 – 60  60 – 90     
  impaired  < 30 days  days  days  90 day  Total 

        
December 31, 2009  1,757 794 338 76 - *) 2,965 

December 31, 2008  3,720 1,361 567 602 31 *) 6,281 
January 1, 2008  6,486 286 90 167 1,168 *) 8,197 

 
*) Restated, see note 2(y) 

 
NOTE 5:- OTHER ACCOUNTS RECEIVABLE 

  December 31,   January 1, 
  2009  2008  2008 

     
Government authorities 245  148 367 
Other receivables  148  183 73 
     
 393  331 440 

 
 

NOTE 6:- INVENTORIES 
  December 31,   January 1, 
  2009  2008  2008 

     
Finished products  1,661  2,691 4,923 
Work in progress  365  552 834 
Raw and auxiliary materials    *) 2,525  *) 2,543 *) 2,576 
     
  *) 4,551  *) 5,786 *) 8,333 

 
The amounts of write-down of inventories recognized as an expense in 2009 and 2008 are $ 283 and 
$ 337, respectively. 
 
*) Restated, see note 2(y) 
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NOTE 7:- PROPERTY, PLANT AND EQUIPMENT 

  Building  

Installations 
and leasehold 
improvements  

Machinery 
and 

equipment  
Motor 

vehicles  

Office 
furniture 

and 
equipment 

 

Total 

Cost:       
Balance as of January 1, 2008  - 5,901 4,948 210 3,338 14,397 
Acquisitions during the year - 45 89 41 206 381 
Disposals during the year  - - - (67) - (67) 
Currency translation differences  - (9) (5) (10) (23) (47) 

        
Balance as of December 31, 2008  - 5,937 5,032 174 3,521 14,664 
Acquisitions during the year 1,467 27 84 - 21 1,599 
Disposals during the year - (52) (170) - (37) (259) 
Currency translation differences (11) 3 - 3 7 2 

       
Balance as of December 31, 2009 1,456 5,915 4,946 177 3,512 16,006 

       
Accumulated depreciation:       

Balance as of January 1, 2008  - 2,825 3,610 96 2,910 9,441 
Provision during the year - 402 332 25 137 896 
Disposals during the year  - - - (51) - (51) 
Currency translation differences  - (9) - (5) (14) (28) 

        
Balance as of December 31, 2008  - 3,218 3,942 65 3,033 10,258 
Provision during the year 8 370 308 24 106 816 
Disposals during the year - (1) (215) - (28) (244) 
Currency translation differences - 3 - - 5 8 

       
Balance as of December 31, 2009 8 3,590 4,035 89 3,116 10,838 

             
Depreciated cost as of December 31, 

2009 1,448 2,325 911 88 396 5,168 

             
Depreciated cost as of December 31, 

2008 - 2,719 1,090 109 488 4,406 

 
NOTE 8:- INTANGIBLE ASSETS 

 
Internal development costs of software and production files that have been capitalized are composed 
as follows: 

 
  December 31,   January 1, 
  2009  2008  2008 

     
Cost:       

As of January 1 - - - 
Additions 392 - - 

       
As of December 31 392 - - 

 

The intangible assets are under development as of December 31, 2009, and are expected to be 
available for use in 2010. 
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NOTE 9:- SHORT-TERM CREDIT FROM BANKS AND OTHERS 
 

a. Composition: 
 

 Annual     
 interest  December 31,   January 1, 
 rate  2009  2008  2008 

 % *)     
      
Overdrafts:        

NIS   -  69 - 
       
Short-term loans:       

NIS  5.2 317  434 702 
U.S. dollars **)  3.43 944  1,290 1,140 

       
   1,261  1,793 1,842 
       
Reclassified from long-term  
 loans ***) 

 
 2,168  4,252 6,336 

Current maturities of long-term loans 
(see Note 12) 

 
 2,275  2,096 1,654 

       
   5,704  8,141 9,832 

 
*) Weighted average annual interest rate as of December 31, 2009. The effective interest 

rate is equal to the average interest rate. 
 
**) Includes shareholders' loan of $ 140 at December 31, 2009 and 2008. The loan does not 

bear interest since June 2006. 
 
***) Breach of financial covenants - see Note 17b(3). 

 
 

NOTE 9:- SHORT-TERM CREDIT FROM BANKS AND OTHERS (Cont.) 
 
b. Liens:  

 
The Company recorded a floating charge (a non-specific lien on all assets of the Company on 
which there is no previous specific lien) on the Company's assets in favor of three of the 
Company's banks. 
 
 

NOTE 10:- TRADE PAYABLES 
  December 31,   January 1, 
  2009  2008  2008 

     
Open accounts  3,515  3,494  4,048 
Checks payable  576  602  54 

      
 4,091  4,096  4,102 

 
Trade payables are non-interest bearing and generally have terms of 60-90 days. 
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NOTE 11:- OTHER CURRENT LIABILITIES 
  December 31,   January 1, 
  2009  2008  2008 

     
Accrued salaries and related expenses  1,838  1,698  144 
Government authorities  95  98  1,550 
Others  38  92  656 
      
 1,971  1,888  2,350 

 

 
NOTE 12:- BANK LOANS 
 

a. Composition:  
 Annual     
 interest  December 31,   January 1, 
 rate  2009  2008  2008 

 % *)     
      
U.S. dollars  LIBOR + 1.6(2)  600 1,000  
U.S. dollars  LIBOR + 1.74(3)  3,652 5,339 7,978 

GBP (c)  
UK base rates + 

1.98(4)  1,327 - 
 

NIS  6.75  78 86 97 

         
    5,657 6,425 8,075 
Less - current maturities    2,275 2,096 1,654 
         
    3,382 4,329 6,421 
Reclassified to current 

liabilities(5)    (2,168) (4,252) (6,336) 
         
    1,214 77 85 

 
(1) As of December 31, 2009. The effective interest rate is equal to the average interest rate. 
(2) As of December 31, 2009, six months LIBOR is 0.43 (2008 – 1.75). 
(3) As of December 31, 2009, three months LIBOR is 0.25 (2008 – 1.42). 
(4) As of December 31, 2009, UK base rate is 0.5. 
(5) See Note 17b(3). 

 
b. As described in Note 17b(3), the Company is not in compliance with loan covenants, and 

therefore, the banks can demand repayment of these loans at any time. According to their 
original contractual terms, the long-term loans are repayable in future years, as follows: 

 
  December 31,   January 1, 
  2009  2008  2008 

     
First year   2,275 2,096 2,168 
Second year  1,397 2,098 2,479 
Third year  997 1,299 2,339 
Fourth year  86 900 1,408 
Fifth year  902 32 933 

 

c. The bank loan is secured by a fixed and floating charge over the Company's building in 
England. 
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NOTE 13:- EMPLOYEE BENEFIT LIABILITIES 

 
a. The amount included in the balance sheet arising from obligations in respect of the defined 

benefit plan for severance pay is comprised as follows: 
 

  December 31,   January 1, 
  2009  2008  2008 

     
Present value of funded obligation 2,070 2,232 622 
Fair value of plan assets 1,675 1,456 10 
    
 395 776 612 

 

b. The principal actuarial assumptions used are as follows: 
 December 31, 
 2009  2008 
   
Discount rate 4.7% 4.7% 
Future salary increase 5% 5% 

 
NOTE 14:- TAXES ON INCOME 

 
a. Income taxes applicable in Israel: 

 
1. Measurement of results for tax purposes under the Israeli Income Tax (Inflationary 

Adjustments) Law, 1985: 
 

Income Tax (Inflationary Adjustments) Law, 1985: 

 
According to the law, until 2007, the results for tax purposes were adjusted for the 
changes in the Israeli CPI. 

 
In February 2008, the "Knesset" (Israeli parliament) passed an amendment to the Income 
Tax (Inflationary Adjustments) Law, 1985, which limits the scope of the law starting 
2008 and thereafter. Since 2008, the results for tax purposes are measured in nominal 
values, excluding certain adjustments for changes in the Israeli CPI carried out in the 
period up to December 31, 2007. Adjustments relating to capital gains such as for sale of 
property (betterment) and securities continue to apply until disposal. Since 2008, the 
amendment to the law includes, among others, the cancellation of the inflationary 
additions and deductions and the additional deduction for depreciation. 

 
2. Tax benefits under the Israeli Law for The Encouragement of Industry (Taxes), 1969: 

 
The Company is an "industrial company" as defined by the Israeli Law for the 
Encouragement of Industry (Taxes), 1969 and, as such, is entitled to certain tax benefits, 
primarily accelerated depreciation and the right to claim public offering expenses as a 
deduction for tax purposes. 

 
3. Tax benefits under the Israeli Law for The Encouragement of Capital Investments, 1959: 
 

Metis was accorded the status of an Approved Enterprise under the Israeli Law for 
Encouragement of Capital Investments, 1959. On December 31, 2002 (see Note 1), the 
benefits deriving from this status were transferred to the Company. These benefits include 
an exemption from income taxes on income from the Approved Enterprise for a period of  
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NOTE 14:- TAXES ON INCOME (Cont.) 
 
four years beginning with the first year in which it reports taxable income (started in 
2000) and a reduced tax rate of 25% for the following three years (starting 2004).  
 
The entitlement to the above benefits is conditional upon the Company fulfilling the 
conditions stipulated by the above law, regulations published thereunder, and the 
instruments of approval for the specific investments in "Approved Enterprise". In the 
event of failure to comply with these conditions, the benefits may be canceled, and the 
Company may be required to refund the amount of the benefits, in whole or in part, 
including interest. As of December 31, 2009, management believes that the Company is 
meeting all of the aforementioned conditions. 
 
In the event of distribution of a dividend from tax exempt income, as described above, the 
Company will be required to pay income tax at a rate of 15% and the dividend will be 
subject to 15% tax withholding. The Company's policy is to reinvest its tax-exempt 
earnings and not to distribute such earnings as dividends. Accordingly, no deferred 
income taxes have been provided on income attributable to the Company's "Approved 
Enterprise". 

 
Income from sources other than the "Approved Enterprise" during the benefit period will 
be subject to tax at the regular corporate tax rate. 

 
A recent amendment to the Law, which was officially published effective as of April 1, 
2005 ("the Amendment") has changed certain provisions of the Law. As a result of the 
Amendment, a company is no longer obligated to implement an "Approved Enterprise" 
status in order to receive the tax benefits previously available under the alternative 
benefits provisions, and therefore there is no need to apply to the Investment Center for 
this purpose (Approved Enterprise status remains mandatory for companies seeking 
grants). Rather, a company may claim the tax benefits offered by the Investment Law 
directly in its tax returns, provided that its facilities meet the criteria for tax benefits set 
out by the Amendment. A company is also granted a right to approach the Israeli Tax 
Authorities for a pre-ruling regarding their eligibility for benefits under the Amendment.  
 

b. Income tax expense included in the statements of income: 
 

  Year ended December 31,  

  2009  2008 

     
Current taxes 60 131 
Deferred taxes - 573 
Taxes in respect of previous years 8 - 

   
 68 704 
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NOTE 14:- TAXES ON INCOME (Cont.) 

 
c. Tax computation: 

 
The difference between income tax expense on profit before taxes computed at regular tax rates 
and income tax expense in the consolidated statement of operations is explained as follows: 
 
  Year ended December 31,  

  2009  2008 
     
Loss before taxes on income *) (2,268) *) (2,931) 

   
Tax benefit computed at statutory tax rate of 26% (2008 

- 27%) (590) (791) 

Increase (decrease) in tax due to:   
   
Different tax rates  - (76) 
Non-deductible expenses 49 57 
Losses and other items for which deferred taxes were not 

provided 468 993 
Taxes in respect of previous years 8 - 
Reversal of deferred tax assets - 511 
Differences in the basis of measurement (U.S.$/GBP - 

CPI) *) (3) 10 
   
 68 704 

 
 
*) The amount represents the difference resulting from the basis of measurement for income 

tax purposes in Israel (calculated based on the New Israeli Shekel linked to the Israeli 
Consumer Price Index) and the measurement currency of the Company (the U.S. dollars). 

 
d. Tax assessments: 
 
 Final tax assessments: 
 
 The Company received final tax assessments through 2005. 
 
e. Deferred taxes: 

 
Deferred tax assets are computed at an average tax rate of approximately 25% for 2009 and 
2008. 
 
The Group recorded deferred tax assets, principally for tax loss carryforwards and also for other 
temporary differences, as of December 31, 2009 and 2008 in the amount of $ 215 (see Note 
14f). The deferred tax assets were recorded based on the Group's management best estimation of 
realization of these losses and temporary differences in the foreseeable future. 
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NOTE 14:- TAXES ON INCOME (Cont.) 
 

f. Changes in deferred taxes: 
 

  Year ended December 31, 
 2009  2008 
   
Balance at the beginning of the year  215 788 
Change during the year - (573) 
   
Balance at the end of the year 215 215 

 
g. Tax rates applicable to the income of the Group companies:  

 
1. The rate of the Israeli corporate tax is as follows: 2007 - 29%, 2008 - 27%, 2009 - 26%, 

2010 - 25%. Tax at a reduced rate of 25% applies on capital gains arising after January 1, 
2003, instead of the regular tax rate. In July 2009, the "Knesset" (Israeli Parliament) 
passed the Law for Economic Efficiency (Amended Legislation for Implementing the 
Economic Plan for 2009 and 2010), 2009, which prescribes, among others, an additional 
gradual reduction in the rates of the Israeli corporate tax and real capital gains tax starting 
2011 to the following tax rates: 2011 - 24%, 2012 - 23%, 2013 - 22%, 2014 - 21%, 2015 - 
20%, 2016 and thereafter - 18%. 
 
The effect of the abovementioned change on the financial statements is immaterial.  

 
2. The principal tax rates applicable to the subsidiaries whose place of incorporation is 

outside Israel are:  
 
 A company incorporated in the U.S. - weighted tax at the rate of 38.63% (Federal tax, 

State tax and City tax of the city where the company operates).  
 
Company incorporated in England - tax at the rate of 24.3%.  

 
h. Carryforward losses for tax purposes: 

 
The Group's carryforward losses for tax purposes as of December 31, 2009 and 2008 amount to 
approximately $ 15,218 and $ 11,925, respectively. With respect to tax losses carryforward of 
approximately $ 14,418 and $ 11,098, no deferred tax asset was recognized as of December 31, 
2009 and 2008, respectively. 

 
 
NOTE 15:- COMMITMENTS AND CONTINGENT LIABILITIES 
 

a. Royalties: 
 

1. The Company is obligated to pay royalties of 2% -3.5% of the revenues from products in 
the development of which the Chief Scientist participated. The royalties are limited to the 
amount of the grant received, linked to the U.S dollar. Total grants received as of 
December 31, 2009 and 2008 amounted to approximately $ 1,670 and the balance of 
contingent royalties amounts to approximately $ 1,238. 
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NOTE 15:- COMMITMENTS AND CONTINGENT LIABILITIES (Cont.) 
 
 

2. Under the conditions of an agreement for participation by the Bi-National Fund for 
Research and Development (BIRD) in joint R&D programs between the Group and a 
U.S. company, BIRD granted grants to the Group. In consideration for this grant, BIRD is 
entitled to royalties of between 2.5% and 5% of the gross sales of products resulting from 
this research, up to the amount of the grant, linked to the U.S dollar. Thereafter, BIRD 
will be entitled to royalties of 2.5% of sales up to an additional amount equaling half of 
the grant received. On January 1, 2003, the benefits and the obligations deriving from this 
agreement were transferred to the Company from Metis. The grants received by the 
Company and the balance of contingent royalties as of December 31, 2009 and 2008 
amounted to approximately $ 340. 

 
It was also agreed with BIRD that should one of the companies register a patent on a 
product developed, the Group will also pay royalties to BIRD at the rate of 1.5% of the 
gross sales of the product resulting from the research, for the duration of the patent. 

 
b. Operating leases:  

 
The Company entered into agreements with Metis to lease the plant and office building until 
2021 and 2024, respectively. The Company has an option to cancel the leases in 2011 and 2014, 
respectively. The rent is linked to the higher of the change in Israel's CPI or the exchange rate of 
the NIS in relation to the U.S. dollar. Certain of the leases have escalation clauses. 
 
Total lease expenses amounted to $ 1,376 and $ 1,400 for 2009 and 2008, respectively. 
 
The foreign subsidiaries rent their facilities under various operating lease agreements, which 
expire on various dates, the latest of which is in 2010. 

 
 
Future minimum lease payments in years subsequent to December 31, under non-cancelable 
operating lease are as follows: 
 
  2009  2008 
    
First year  939 1,453 
Second through fifth years  1,820 3,403 
Thereafter  - 50 
   
Total 2,759 4,906 
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NOTE 16:- EQUITY 
 

a. The share capital is composed as follows: 
 

  December 31, 2009  December 31, 2008 

  Authorized  
Issued and 
outstanding  Authorized  

Issued and 
outstanding 

  Number of shares 
      
Ordinary shares of NIS 5 par 

value each 50,000,000 10,162,848 50,000,000 10,162,848 

 
The authorized share capital of the Company is NIS 250,000,000 comprised of 50,000,000 
authorized Ordinary shares, par value NIS 5 each. 

 
b. Stock Option Plan: 
 

On June 8, 2005, the Company's Board of Directors adopted a share option plan according to 
which up to 290,735 options exercisable into Ordinary shares of the Company may be granted 
to officers, directors, employees and consultants of the Group.  
 
On August 8, 2005, the Company's Board of Directors granted 102,500 options (including 
15,000 options to the former Managing Director). The options granted expire 10 years after the 
date of grant and vest over a period ending in December 2008. The exercise price of the options 
granted is € 2.297 ($ 2.844 on date of grant). The exercise price of the options was based on the 
average market price of the Company's shares for a period of 30 days prior to the grant. The 
options were granted under section 102 of the Israeli Income Tax Ordinance. 
 
The weighted average fair value of options granted by the Company in August 2005 is $ 2 per 
share, which was estimated based on the following data and assumptions: 
 
Share price - € 2.77 ($ 3.43); exercise price - € 2.297 ($ 2.84); expected volatility - 94%; risk-
free interest rate - 2%; expected dividends - 0% and expected average life of options - 2.5 years. 
 
Compensation costs in respect of these options, in accordance with IFRS 2, "Share-Based 
Payment", were recorded commencing in the third quarter of 2005. 
 
In November 2005, 22,500 options were granted to the President and CEO. The options granted 
expire 10 years after the date of grant and vest over a period ending in November 2009. The 
exercise price of the options granted is € 4.043 ($ 4.757 on date of grant).  
 
The weighted average fair value of options granted by the Company in November 2005 is 
$ 1.74 per share. Compensation costs in respect of these options, in accordance with IFRS 2 
were recorded commencing in the fourth quarter of 2005. 
 
On May 9, 2006, the Company's Board of Directors ("BOD") resolved to accelerate the vesting 
of 21,875 options granted in August 2005 such that these options vest immediately. 
 
In addition, on May 9, 2006, the BOD resolved to increase the number of shares available for 
option grants under the June 2005 share option plan up to 500,000 options. On that date, the 
BOD granted 125,183 options (including 41,561 options to the CEO) at an exercise price of 
€ 5.19 ($ 6.59 on date of grant). The options vest over a period ending in December 2009 and 
expire 10 years after date of grant. 
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NOTE 16:- EQUITY (Cont.) 

 
Furthermore, the BOD granted an additional 97,692 options (including 35,939 options to the 
CEO) at an exercise price of € 5.19 ($ 6.59 on date of grant). These options vest on 
December 31, 2011, unless vesting is accelerated upon achievement of targeted share market 
prices in the range of between € 7 and € 15.  
 
The weighted average fair value of options granted by the Company in May 2006, in the amount 
of $ 3.04, was estimated by applying the Binomial Model for option pricing based on the 
following data and assumptions (weighted average): share price - $ 6.48; exercise price - $ 6.59; 
expected volatility - 58.2% (based on historical values); risk-free interest rate - 3.78% and 
expected dividends - 0%. 
 
In November and December 2006, the BOD granted 30,000 options and 20,000 options, 
respectively. The options were granted mainly to officers and employees, which began to work 
for the Company in 2007. The options vest over a period ending in January 2011 will expire 10 
years after the date of grant. The exercise price of the options granted is € 5.19 ($ 4.2 at date of 
grant). The weighted average fair value of options granted by the Company in November and 
December 2006 are $ 1.17 and $ 1.22 per share, respectively, compensation cost in respect to 
these options, in accordance with IFRS 2 was recorded commencing January 2007. 
 
On June 28, 2007, the Board of Directors granted 30,000 options. The options granted expire 10 
years after the date of grant and vest over a period ending in June 2011. The exercise price of 
the options granted is € 5.19 ($ 6.99 on date of grant). The weighted average fair value of 
options is $ 1.24 per share. 
 
Total cost of share-based payments amounted to $ 11 and $ 75 for 2009 and 2008, respectively. 
 
The following table illustrates the number and weighted average exercise prices (WAEP) of, 
and movements in, share options during the years: 
 
  Year ended December 31, 
  2009  2008 

  Number  
WAEP 
(U.S.$)  Number  

WAEP 
(U.S.$) 

        
Outstanding at beginning of year  233,908 6.18 248,908 6.23 
Granted during the year  - - - - 
Forfeited during the year  (20,000) 6.99 (15,000) 6.99 
Exercised during the year  - - - - 

      
Outstanding at end of year  213,908 6.18 233,908 6.18 

      
Exercisable at end of year  199,214 4.19 107,930 3.61 
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NOTE 17:- FINANCIAL INSTRUMENTS 

 
a. The financial assets and financial liabilities in the balance sheet are classified by groups of 

financial instruments pursuant to IAS 39:  
 

  December 31,  
  2009  2008 
Financial assets:     
     
Financial assets at fair value through profit or loss:      

Designated as such upon initial recognition   31  39 

     
Loans and receivables   *)  5,496  *)  9,036 

     
Financial liabilities:      
     
Financial liabilities measured at amortized cost   12,244  14,738 

 
b. Financial risks factors: 

 
The Group's activities expose it to various financial risks such as market risk (foreign currency 
risk and interest rate risk), credit risk and liquidity risk. The Group's comprehensive risk 
management plan focuses on activities that reduce to a minimum any possible adverse effects on 
the Group's financial performance. The Group utilizes derivatives in order to hedge certain 
exposures to risks. 
 
A unit specifically set up for this purpose ("the risk management unit") oversees the 
management of these risks in accordance with the policies approved by the Board. The risk 
management unit identifies measures and manages financial risks in collaboration with the 
Group's operating units. The Board establishes documented objectives for the overall risk 
management activities as well as specific policies with respect to certain exposures to risks such 
as currency risk, interest rate risk, credit risk, the use of derivative financial instruments and 
non-derivative financial instruments and the investments of excess liquid positions.  
 
1. Market risks:  
 

a) Foreign currency risk: 
 
The Group is subject to foreign exchange risk as it operates and has sales in 
different countries worldwide. Group management regularly monitors its foreign 
exchange risk and attempts to limit such risks by making adequate decisions 
regarding cash and credit positions. 
 
As of December 31, 2009 and 2008, the Company's monetary liabilities in NIS 
exceeded monetary assets by $ 2,017 and $ 4,337, respectively. 
 
As of December 31, 2009 and 2008, the Company's monetary assets in Euro 
exceeded monetary assets by $ 1,093 and $ 792, respectively. 
 
As of December 31, 2009 and 2008, the Company's monetary assets in GBP 
exceeded monetary assets by $ 278 and $ 1,564, respectively. 
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NOTE 17:- FINANCIAL INSTRUMENTS (Cont.) 

 
b) Interest rate risk: 
 

The Group is exposed to the risk of changes in the market interest rates on long-
term loans with floating interest rates. The Group's policy is to manage the finance 
costs relating to the interest by having a balance between fixed and variable rate 
long-term loans.  

 
2. Credit risk: 
 

The Group has no significant concentrations of credit risk. The Group has a policy to 
ensure collection through sales of its products to wholesalers with an appropriate credit 
history and through retail sales in cash or by credit card. 
 
Credit risk may arise from the exposure of holding several financial instruments with a 
single entity or from entering into transactions with several groups of debtors with similar 
economic characteristics whose ability to discharge their obligations will be similarly 
affected by changes in economic or other conditions. Factors that have the potential of 
creating concentrations of risks consist of the nature of the debtors' activities, such as 
their business sector, the geographical area of their operations and the financial strength 
of groups of borrowers. 
 
The Company regularly monitors the credit extended to its customers and requires 
collateral as security for these receivables. The Company provides an allowance for 
doubtful accounts based on the factors that affect the credit risk of certain customers, past 
experience and other information. 
 
The Company maintains cash and cash equivalents, and long-term investments and other 
financial instruments in various financial institutions. These financial institutions are 
located in different geographical areas around the world. The Company's policy is to 
diversify its investments among the various institutions. According to the Company's 
policy, the relative credit stability of the various financial institutions is evaluated on a 
regular basis.  
As of December 31, 2009, cash and cash equivalents totaled $ 2,245.  
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NOTE 17:- FINANCIAL INSTRUMENTS (Cont.) 

 
3. Liquidity risk: 
 
 The Group monitors its risk to a shortage of funds using a recurring liquidity planning 

tool. This tool considers the maturity of both its financial investments and financial assets 
and projected cash flows from operations. 
 
The Group's objective is to maintain a balance between continuity of funding and 
flexibility through the use of bank overdrafts and bank loans. 

 
The Company has financial covenants with its three principal banks which include certain 
customary financial covenants that the Company is required to fulfill, including the ratio 
of shareholders' equity to total assets, certain profitability level, cash balances and other 
balance sheet ratios. As of December 31, 2009 and 2008, the Company did not meet a 
specific ratio and, accordingly, long-term loans in an amount of $ 2,168 (2008 - $ 4,252) 
were reclassified to current liabilities (see Note 9). To date, the banks have not demanded 
early repayment, and the Company's management believes that the banks will continue 
not to demand early repayment in the future. The Group's exposure to liquidity risk is 
limited.  
 
The maturities of the financial liabilities of the Group are for one year, except for the 
bank loans. The long-term loans are repayable in future years based on contractual 
undiscounted payments (including interest), as follows: 
 
  December 31,  
  2009  2008 
     
First year   2,528  2,479 
Second year  1,520  2,338 
Third year  1,050  1,048 
Fourth year  101  939 
Fifth year  1,124  27 

 
c. Fair value: 

 
The carrying amount of cash and cash equivalents, short-term investments, trade receivables, 
other accounts receivable, short-term loans granted, credit from banks and others, trade payables 
and other accounts payable approximate their fair value.  

 
d. Classification of financial instruments by fair value hierarchy:  

 
The financial instruments presented in the balance sheet at fair value are with similar 
characteristics using the following fair value hierarchy which is determined based on observable 
market data (valuation techniques which use inputs that are not based on observable market 
data). 
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NOTE 17:- FINANCIAL INSTRUMENTS (Cont.) 

 
Financial assets measured at fair value:  

 
  December 31,  
  2009  2008 
Financial assets at fair value through profit or loss:     

Derivatives - hedged  23  6 
Derivatives - non-hedged  8  33 
     
  31  39 

 
e. Derivatives and hedging: 

 
Derivatives not designated as hedging instruments:  

 
The Group has forward foreign currency contracts to manage some of its transactions exposure 
to fluctuations in exchange rates. These forward foreign currency contracts are not designated as 
cash flow, fair value or net investment hedges and are entered into for periods consistent with 
the periods of currency transaction exposure. Such derivatives do not qualify for hedge 
accounting.   
 
Cash flow hedges:  

 
As of December 31, 2009 and 2008, the Group held forward foreign currency contracts 
designated as hedges of expected future salaries to be paid in NIS, for which the Company has 
highly probable forecasted transactions. The forward foreign currency contracts are being used 
to hedge currency risk of the firm commitments.  
 
  December 31,  
  2009  2008 
  Asset  Liability  Asset  Liability 
 NIS in thousands 
       
Fair value of forward foreign currency 

contracts 
 

31  - 39 - 

 
The critical terms of the forward foreign currency contracts have been negotiated to match the 
terms of the commitments.  
 
The cash flow hedges of the expected future salary payments in 2010 were assessed to be highly 
effective and as of December 31, 2009 other comprehensive loss of $ 5, relating to the hedging 
instruments were included in equity.  
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NOTE 17:- FINANCIAL INSTRUMENTS (Cont.) 

 
  Year ended December 31,  
  2009  2008 
   

Sensitivity test to changes in the NIS exchange rate:   
Gain (loss) from the change:   

Increase of 5% in the NIS rate (101) (217) 
Decrease of 5% in the NIS rate 101 217 

   
Sensitivity test to changes in the Euro exchange rate:   
Gain (loss) from the change:   

Increase of 5% in the Euro rate 55 40 
Decrease of 5% in the Euro rate (55) (40) 

   
Sensitivity test to changes in the GBP exchange rate:   
Gain (loss) from the change:   

Increase of 5% in the GBP rate 14 78 
Decrease of 5% in the GBP rate (14) (78) 

 
 
NOTE 18:- REVENUES 
 

  Year ended December 31,  
  2009  2008 
Foreign:   

Europe 21,516 25,113 
United States 1,550 5,581 
Other countries 3,170 5,584 

   
 26,236 36,278 
Domestic - Israel 155 157 

   
 26,391 36,435 

   
Includes sales to one major customer 4,440 4,506 

 
 

NOTE 19:- COST OF REVENUES 
  Year ended December 31,  
  2009  2008 
   
Purchases and changes in raw and auxiliary materials 11,844 15,879 
Labor 2,473 3,464 
Manufacturing and other expenses 1,535 1,507 
Depreciation and amortization (including write-down of 

inventories) *)   1,230 *)  1,201 
   
 *) 17,082  *) 22,051 
Changes in finished products and work-in-progress inventories 621 1,803 
   
  *) 17,703 *) 23,854 

*) Restated, see note 2(y) 
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NOTE 20:- RESEARCH AND DEVELOPMENT EXPENSES 
 

  Year ended December 31,  
  2009  2008 
   
Salaries and related expenses 835 1,959 
Other 1,021 1,649 
   
 1,856 3,608 

 
 

NOTE 21:- SELLING AND MARKETING EXPENSES 
 

  Year ended December 31,  
  2009  2008 
   
Salaries and related expenses 2,724 4,583 
Commissions 102 92 
Advertising 304 344 
Foreign travel and transportation 709 860 
Rent 411 553 
Other *)     791 *)     1,019 
   
 *)  5,041 *)     7,451 

*) Restated, see note 2(y) 
 
 

NOTE 22:- GENERAL AND ADMINISTRATIVE EXPENSES 
 

  Year ended December 31,  
  2009  2008 
   
Salaries and related expenses 938 1,378 
Management and consulting fees 200 206 
Provision for doubtful accounts and bad debts *)   1,056 *)    391 
Depreciation 159 182 
Other 1,002 1,255 
   
  *)  3,355 *)  3,412 

*) Restated, see note 2(y) 
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NOTE 23:- FINANCIAL INCOME AND EXPENSES 
 

  Year ended December 31,  
  2009  2008 

a. Financial income: 
   
Foreign exchange differences 2,371 3,707 
Other - 66 

   
 2,371 3,773 

 
b. Financial expenses: 

   
Bank borrowings, net (439) (655) 
Foreign exchange differences (2,338) (3,996) 
Other (290) (165) 

   
 (3,067) (4,816) 

 
 

NOTE 24:- LOSS PER SHARE 
 

The following reflects the net loss and share data used in the basic and diluted loss per share 
computations: 
 
  Year ended December 31,  
  2009  2008 
   
Loss attributable to Ordinary shares for basic and diluted loss 

per share (2,336) (3,635) 

Weighted average number of Ordinary shares for basic loss per 
share 10,162,848 10,162,848 

Effect of dilution:   
Share options - - 

   
Adjusted weighted average number of Ordinary shares for 

diluted loss per share 10,162,848 10,162,848 

 
In the calculation of the diluted loss per share for the year ended December 31, 2009 and 2008, all 
share options were not taken into account because of the anti-dilutive effect. 
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NOTE 25:- BALANCES AND TRANSACTIONS WITH RELATED PARTIES 
 

a. Balances with related parties: 
 

  December 31, 
  2009  2008 
    
Short-term credit (Note 9a) 140 140 

 
b. Transactions with related parties: 

 
Since March 1, 2003, Mr. Bob Marbut, who is the Chairman of the Board of Directors and an 
indirect controlling shareholder of the Company, has been acting as CEO and president of a 
subsidiary in the United States ("STG"). The employment contract was for a period of one year, 
but is automatically renewable for additional one year periods, unless one of the parties makes 
prior notice of cancellation. In consideration for his services, Mr. Marbut is entitled to an annual 
salary of $ 350.  
 
On May 14, 2007, the Company's shareholders approved Mr. Marbut's decision to waive $ 150 
of his agreed salary in favor of Mr. Ron Chaimovsky, a director of the Company. On May 15, 
2007, the Company signed an agreement with Mr. Chaimovsky. According to the agreement, 
Mr. Chaimovsky will provide management and consultation services to the Company. In 
consideration for his services, Mr. Chaimovsky is entitled to an annual salary of $ 150. 
 
On June 16, 2009, Mr. Marbut decided to waive $ 50 of his salary. 
In 2009, Mr. Marbut's and Mr. Chaimovsky's annual salary was $ 150 each. 
 
After the balance sheet date, on March 18, 2010 the company received the resignation of Mr. 
Bob Marbut (Executive chairman of the board) and Mr. Ron Chaimovski (director and vice 
chairman). 
Mr. Bob Marbut and Mr. Ron Chaimovski continue their role as company’s consultants. 
The resigning directors, as the representatives of the major shareholder Argyle Global 
Opportunities, decided to resign because they were intend to sale shares of Electronics Line 
3000, directly or indirectly held by them, with an overall volume of approximately 42.5% of the 
company’s share capital. See also note 27. 
 
On November 11, 2010  
 

c. Compensation of key management personnel of the Group: 
 

  Year ended December 31, 
  2009  2008 
   
Short-term employee benefits 1,742 2,193 
Share-based payments 11 36 
Severance pay - 34 
   
 1,753 2,263 
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NOTE 26:- OPERATING SEGMENTS  

 
The Group operates in one business segment of electronic security with remote management solutions 
and complementary products. 
 
The Group operates in two principal geographic segments: the United States and Europe. 
 
Management monitors the operating results of its geographical units separately for the purpose of 
making decision about resource allocation and performance assessment. Segment performance is 
evaluated based on segment profit. Group financing (including corporate, research and development 
expenses, finance costs and finance income) and income taxes are managed on a group basis and are 
not allocated to operating segments. 
 
Segment assets do not include deferred taxes and loans to associates, as these assets are managed on a 
group basis.  

 
Segment liabilities do not include deferred taxes, current tax liability and loans, as these liabilities are 
managed on a group basis.  
 
Capital expenditures consist of additions to fixed assets and intangible assets.  
 
The following tables present revenue and profit information, and certain asset and liability information 
regarding geographic segments: 
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NOTE 26:- OPERATING SEGMENTS (Cont.) 

 
a. Revenues: 

  Year ended December 31,  
  2009  2008 
Sales to external customers:   

Europe 21,516 25,087 
United States 1,550 5,581 
Other countries 3,325 5,741 

   
 26,391 36,409 
Intersegment sales:   

Europe 1,761 2,061 
United States 110 318 

   
 1,871 2,379 
   
Total revenues 28,262 38,788 
Adjustments (1,871) (2,353) 
   
Total revenues in financial statements 26,391 36,435 

 
b. Segments results: 

   
Sales less directly attributable and allocable expenses:    

Europe 3,914 4,630 
United States (757) (891) 
Other countries 432 734 

   
 3,589 4,473 
Adjustments 255 201 
   
 3,844 4,674 
Unallocated expenses *) (5,408) *) (6,564) 
   
Operating loss (1,564) (1,890) 
Financial income 2,371 3,773 
Financial expenses  (3,067) (4,816) 
Other income (expenses), net (8) 2 
Taxes on income 68 704 
   
Net loss  *) (2,336)  *) (3,635) 

 
 
*) Restated, see note 2(y) 
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NOTE 26:- OPERATING SEGMENTS (Cont.) 
 

c. Segment assets: 
 

  December 31,  

  2009  2008 
   
Europe 6,847 6,301 
United States *)    470 *)   2,416 
Other countries 601 1,818 
   
 7,918 10,535 
Adjustments (39) (34) 
Unallocated assets *)  8,746 *)  9,870 
   
Total assets  *) 16,625 *) 20,371 

 
d. Segment liabilities: 

   
Europe 2,635 1,240 
United States 6,474 6,881 
   
 9,109 8,121 
Adjustments (6,536) (6,656) 
Unallocated liabilities 11,317 14,129 
   
Total liabilities 13,890 15,594 

 
e. Tangible fixed assets: 

 
1. Capital expenditure: 

   
Europe  1,490 50 
United States  2 7 
    
  1,492 57 

 
2. Depreciation: 

   
Europe  29 23 
United States  16 17 
    
  45 40 

 
*) Restated, see note 2(y) 
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NOTE 27:- SIGNIFICANT EVENTS AFTER THE REPORTED PERIOD 
 

a) On March 18, 2010 the company received a joint announcement from Argyle Global 

Opportunities, L.P. Texas (“Argyle”), and Risco Group, Israel (“Risco”), that its largest 

shareholder, Argyle, has sold its entire 40.77% interest in the company to Risco. 

 

b) On August 12, 2010 at special general meeting, the shareholders approved all the below 

resolutions:  

The company entered into agreements with its largest shareholder Risco  

1. Management services agreement – Risco is willing to exert its efforts and utilize its 
professional connections in order to assist the Company in the following fields: (i) sales 
administration services; (ii) IT and computerized systems; (iii) Finance management and 
accounting; (iv) human resource; (v) directors and consulting services; (vi) legal and 
company secretarial services. 
 

 The Company shall pay Risco for all Services rendered by it under this Agreement, payable 
not less often than monthly and in accordance with the Company's normal and reasonable 
payment payroll practices regarding service providers, an annual gross amount of US$ 
300,000. The annual amount shall be adjusted on a yearly basis in accordance with the 
change in the Company's revenues from sales compared to the revenue from sales of the 
preceding year, but in any event shall not be less than the Base Amount. 
 

2.  Manufacturing services agreement – the company wishes to retain Risco services for the 
purpose of manufacturing certain products of the company, on a non-exclusive basis, prices 
shall be provided by the service provider, and agreed on by the parties. 
 

3. Distribution agreement - Risco has the facilities to import, promote, sell, market and 
distribute the Products in the Territory (as define in the agreement) and is willing to act as 
Supplier's non-exclusive distributor of the Products in the Territory. Distributor and Supplier 
intend that the Transfer Prices for the Products, shall be, in the aggregate for all Products for 
each calendar year, arm’s length prices. 

 

In addition, the company received a line of credit, in the amount of up to US$ 6.5 Million from 

Risco. Any amount taken by the company from the line of credit shall bear an annual interest of 

Libor+2.5%, charged on quarterly basis. 

 

 All the above agreements approved by the audit committee and the company’s general meeting. 

 
. 
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SCHEDULE OF ACTIVE INVESTEE COMPANIES 
 

 
  Place of 
Entity  incorporation 
   
Electronics Line (UK) Ltd.   United Kingdom 
   
Electronics Line USA Inc.   United States 
   
Sectec Global Inc.   United States 
 
 
All of the investees are wholly-owned subsidiaries held directly by the Company for all reported periods. 
 
 
 
 
 
 
 

- - - - - - - - - - - - - - - 
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