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CHAIRMAN’'S STATEMENT

| am pleased to report that the Final Audited $tatat for the year ended 31 December 2018 showsefurt
improvement in the Company'’s financial performangbde main financial achievement of 2018 was that t
Company approached EBITDA breakeven, finishingytear with a small EBITDA loss of $8,000 (2017:
EBITDA loss of $193,000).

Revenue for the year increased by 10% to $6.0m7(2ZkB.4m). Net losses for the year were reduceg?By
to $920,000 (2017: $1.35 million). Gross margin ioyed to 40% (2017: 38%).

PRODUCT REVIEWS

The revenue mix in 2018 improved on 2017, withitlgher margin and recurring Software as a Serndeag)
revenues increasing by 18% to $2.0m (2017: $1.repyesenting nearly 34% of total revenues (201%)32

In hardware sales, the more profitable producth sscthe Tetis, Kylos and Watchlock represented loak
(52%) of product revenues (2017: 42%), demonstyatirat the Company is becoming less reliant on its
original, lower margin, Helios products which haminated the Company’s revenues in previous years.

Helios

The Helios product range, designed for vehiclestridmuted 48% of hardware revenues (2017: 58%).8\hi
the Company’s reliance on the product is slowlyrdasing, it was still a core area of growth, withuenber

of long-time customers, as well as some new cligi&ging orders. This is trend is expected toicot New
features and adaptations to the Helios have magdademand in our core markets and now allow the
Company to offer a more efficient fleet managensafttion for its end clients.

Helios successes in 2018 included a contract fotr8lwith the Company's North African distributor,
announced in November 2018. The first payment wasived at the beginning of 2019 and, whilst some
software revenues have been recognised in 2018atiasvare will be shipped in the new financial ye&#h

the majority of the revenues recognised accordingllye agreement also provides for the potentiaplsuof
further equipment on similar terms during 2019, twfirm order has yet been received for these.

Kylos

The Company has been working with a number of caonegsan the agricultural sector to develop a raoige
products to help improve productivity. One suclatetgic relationship in this industry which the Camp
developed further in 2018 is with CropX. A key esitone was achieved during the year when the CropX
Kylos gained certification from Verizon which ispected to provide greater traction of sales forptualuct

in the US market. CropX is currently undergoinfuad-raising process and, once this is completesl, t
Company should have better visibility on how themsfy foundation it has established with CropX may b
leveraged to yield growing orders.

The Company continues to collaborate with Boschrneoted Devices and Solutions GmBH in the German
manufacturer's development of its 0T product rangkich it launched during 2018. Whilst no sigréfint
orders have been placed to date, the Directortao€@n believe that this relationship still has plogential to
develop and could also provide opportunities withilar companies, leading to new streams of revanue
the future.



Tetis

During the year, the Company succeeded in devejopimew and longer life battery pack for Tetis, athis
now being actively promoted in the container antjeadelivery sectors. The Company's commercial
agreement with WIMC Solutions Inc. ("WIMC"), annagd in January 2018, is just one example of Starcom
providing a bespoke solution for the issues WIM@deal to overcome.

The Company’s relationship with Contguard Ltd, whigas established in 2012, remains strong anddhedb
expects to see further orders from the companyQib92 Contguard is one of Starcom’s most strategic
customers and, through its customer facing relakigns, regularly passes on product feedback to the
Company, which is crucial in R&D development.

Watchlock

During 2018, the Company launched the WatchlockeCard succeeded in obtaining several orders fsr thi
product. However, the Company is focused now omthee advanced versions of the Watchlock in order t
remain ahead of the market, as further informedvboel

SaaS

The Company continued to develop its cloud-basédare that clients subscribe to and connect witbrder

to utilise the rich data communicated from the enids - the Helios, the Kylos and the Tetis. On8taircom’s
competitive advantages is its ability to offer anprehensive solution that combines the hardwarettaad
SaaS components. The higher margin SaaS revenoessed by 18% to approximately $2.0m (2017:
$1.7m). The Directors anticipate that, as the nurobproducts sold into the market increases, fsociated
SaaS subscriptions should also increase.

R&D
The Company is working with a number of comparsesye not yet customers, to develop products tbdit
specific industry needs and thereby creating ndutisas as yet not seen in the market.

Examples of this include; an upgraded Helios umistipport the latest cellular networks (4G, LTEY an
reducing manufacturing costs, enabling the Heliik Bluetooth Low Energy accessories, designingesys
to integrate Helios with mobile printers and cemgatk computers. The Tetis Dry is having an upgdad
battery to support longer journeys, whilst Kylosn@ect is being tested with a variety of new sentpexpand
its uses in the 10T sector.

FINANCIAL REVIEW
Group revenues for the year were $6.0m, comparéd $6.4m for the year ended 31 December 2017, an
increase of 10%.

The gross margin for the year was 40%, compardu 3886 for 2017.

Total operating expenditure increased by 9% to®8,2nainly due to non-cash expenses such as dafioeci
and share option provisions.

Net loss after taxation for the reported year reduo $0.9m compared with the 2017 net loss ofri1while
the operating loss in the period was $0.88m, similan operating loss of $0.89m for 2017.

The Group benefitted from the strength of the UB%ich resulted in a $0.2m exchange rate gain.
The Group balance sheet showed an increase in tteadesables to $1.9m, compared with $1.8m as at 31
December 2017, due to the increase in revenuethdoperiod compared with 2017. However, thanks to

effective collection, this was only a 7.1% increasesus a 10% revenue increase.

Group inventories at the period end were $2.0m,peoed to $2.3m as at 30 June 2018 and $1.5m anthe
3



of 2017.

Trade payables at the year-end were $1.4m, compatled1.5m as at 31 December 2017 and $1.8m at 30
June 2018.

Net cash used in operating activities in the pevies $0.7m, compared with $1.1m for the year erled
December 2017.

POST YEAR END EVENTS

The Company announced on 7 February 2019 an update agreement with Xplosive Solutions Pty Lirdite
(“Xplosive”) in South Africa for the supply of Kyb units in the monitoring of cattle. This agreemen
succeeded an original agreement from October 2@df7cbuld not be implemented then as planned due to
delays caused by the local providers of mobile camipation. This problem is resolved now and under t
new three-year agreement Xplosive will pay the Canypa monthly fee for each Kylos unit to cover the
product cost and the ongoing SaaS fees. Theliwdtiae of this new agreement for the period israpimately
$500,000 over a 36-month period but as Xplosivessigp with more local cellular providers it is pb#sthis
figure could increase.

On 26 February 2019, with the Company announcedZgm@ Motorcycles Inc. (“Zero”), one of the word’
leading electric motorcycle manufacturers, had ¢hed a new range of electric motorcycles incorjrogat
Starcom’s Helios tracking and monitoring technoloBiye collaborative agreement was originally anmmedn
by Starcom in 2017 and, thanks to the Helios, Zen@w motorbike, the SR/F, is described, in Inteafie
Things (loT) terms, as, the ‘first connected moyole in the world’. Although initial sales are exjped to be
relatively low in 2019, the Directors of the Compamonsider that there is a significant growth opaity in
later years as the market for electric motorbikesdases.

The Company has entered into a framework agreemigmtisrael Chemicals Ltd (“ICL”), a NYSE listed
Israeli conglomerate and a global manufacturerodlypcts based on unique minerals for the agriceyltiarod
and engineered materials industries. ICL is utiisbtarcom’s Kylos Forever technology to track arahitor
its sensitive cargo as it is shipped in tanks adotine world. The contract is for five-years with iaitial
contract value of approximately $600,000.

Starcom’s new Bluetooth enabled version of its &eylWatchlock, which is to be branded “Lokies” i
launched in 2019. The Company has a number of ®karding in respect of the new Lokies and antiegpa
that this product will be ready for the market witkhe next two months. Lokies is an loT enabledigek
that can be opened remotely and does not requiey.aBased on the significant market interest ia tiew
revolutionary lock, the Board anticipates meanihgésrenues during 2019.

In February 2019, the Company received an orden ftabemonk, Inc. (“Cubemonk”), a US-based provider
of “flying cargo” shipment solutions, which manufaes its own unit load devices (“ULD") specificall
designed to load on aircraft. Cubemonk has chotme@n as its tracking partner, following a widaga of
competitor testing. The Kylos Air was deemed thadpict which best suits its customers’ needs, pilynas

it is the only product in the market that can tragkfreight due to its unique on/off barometrinsers. The
Kylos Air is being fitted at the time of build intbe ULDs and Starcom has received an initial oade300
units. The Board considers that there is an oppitytéor other container manufacturers to incorpeitdylos

to follow this example.

OUTLOOK

Based on the pipeline of new projects the Compasydeveloped in recent months, together with orggoin
orders from existing clients and distributors amel tecurring SaaS revenues, the Company looks fdriga
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continued progress in 2019.

The growth in SaaS revenues, coupled with highegimaales from Tetis and Kylos as the revenue mix
continues to improve, should contribute towardgherrimprovements in gross margins in 2019. Thedh
of new innovative products such as Lokies are latgmed to contribute to growth in the current period

In order to capitalise on the Company'’s technolaigitrengths with a view to accelerating the grooftthe
business, the Board recognises the need to igghsifCompany’s sales and marketing efforts arehiidg to
invest in expanding its business development team.

Michael Rosenberg
Non-Executive Chairman
17 March 2019



CORPORATE GOVERNANCE STATEMENT
General

The Board has adopted the QCA Corporate Governaonde (“the QCA Code"), further detail of on which
are set out on the Company’s website. The followdogiments are intended to provide an update on the
application of these guidelines where appropriitee Company seeks to comply with the principlethef
QCA Code that the Board considers appropriate diversize and nature of the business, howeveg thay

be certain cases where non-compliance is appreptig to the nature of the business and its norstidils,

as explained further below.

Division of responsibilities

The Starcom Board consist of four directors, twowdfom are non-executive, including the Chairman.
Although Starcom is a relatively small company véittmall board, the roles of Chairman and Chiethtiee
are separate, clearly established roles, withar diwision of responsibilities between them.

The Chairman

The Chairman is responsible for the leadership@Board. The Chairman sets the agenda for Boaetimye

and encourages an open and constructive debatee 8ia Company is based in Tel Aviv some Board
meetings take place by conference call but at feastmeetings a year take place physically inA@l/ with

all Board members attending. During 2018 a total ®Board meetings were held and all directorsetd

all meetings either in person or by conference gdlére were two audit committee meetings heldmdyutie
year under review, and all members of the committiéended. There was one remuneration committee
meeting held during the year under review, whi¢imambers attended.

The Non-Executive directors

As a small company, Starcom presently has two mxeatgive directors, namely Avi Engel and Michael
Rosenberg. However, the Company is currently ekpathe possibility of adding additional non-exécet
directors to the Board during 2019. The intent®toi ensure that discussions and decisions aregadifia a
balanced way with no individual being able to doaténthe decision-making process. There are no
relationships or circumstances which could matgratfect or interfere with the exercise of the gednent of

the independent directors save only in respectheif tholdings of shares or options in the Compasiy a
disclosed. The names of the directors with thedgtaphical details are clearly set out on the Caomisa
website and repeated on page 10 of this Annual iRepd Accounts.

Time Commitment

Each non-executive director is required to be &bldevote sufficient time to their role as a dicedh the

light of their other commitments external to theaBh In practice, despite their limited contracttiale
obligations to the Board which in general are onéw® days a month, the nonexecutive directors tievo
considerable time over and above their commitmémtthe Company in support of the other executive
members of the Board. On average they provideast lene day a week and sometimes more to assist the
management. The executive directors are fully citachto the Company and spend as much time as is
needed, both in normal working hours and very oifterch more.



The business model and strategy

The strategic objectives of the Company are besgnaery clear. The five different families of pradsi
provide a strong base for expanding the revenutteed€ompany from its present level to much hidgéegls.
Although most are fully developed and already mrttarket, further development is ongoing to meeetrer-
changing needs of the Company’s various markeistiterefore the intention to further strengthemteams
involved in this process both in marketing, saled mesearch and development. The Company’s straegy
seek to capitalise on the technological strengtithef Company in its various sectors through further
investment of time and money.

To understand and meet shareholder needs and expatbns

The Board keeps in regular contact with investdth & view to understanding their needs and extieas
During 2018, presentations were made with the @s&ie of the Company’s brokers to a number of itores
and further presentations are planned togethertivhielease of these financial statements. IntiaddiThe
Board welcomes contact from investors via the Camwipas brokers, PR firm and via the website. All
shareholders are encouraged to attend the Compafynnual General Meetings where they can meet and
directly communicate with the Board.

Taking into account wider stakeholder and social reponsibilities and their implications for long term
success

The Company’s tracking products are sold via distors, so it has little influence over individyabduct

sales. Therefore, although the Company continuesotuitor performance of its distribution network,riot

generally in touch with end users and has limibéldiénce on the processes followed by distributdmsvever,

the Board constantly reviews the distribution netmy measuring the performance of individual dlsttors.

When products are manufactured by outside firmes,Gbmpany regularly inspects the production faedlit
and processes used.

The Board is committed to reviewing and assesgaigholder expectations and guides the Compangisrse
management to act in accordance with feedbackvexdei

Embed effective risk management

The Board is fully aware of, and monitors closehg risks that may apply to the business. Thededec
counterparty credit risk, forex risk and from tingetime political risks in countries where the Canp is
actively marketing its products. It is also infleed by the covenants imposed by its bankers orit cigkifor
certain countries. Operational risks are identifiad assessed by management and are reportedBoar:
when necessary. The Audit Committee also addretbes® risks at its regular meetings. During 2018,
management has actively been seeking to widen #émaifacturing bases for the Company’s products $o as
lessen the reliance on any single manufactures, itinimising risk to the business. In order to nhamniisk,
regular visits are made to the manufacturing fgcilind the Board is informed of any issues thatdnee
addressing. The key risks facing the Company tagetlith any mitigation taken are considered furtber
pages 12 of this document.

Ensure that the directors have the necessary datéoexperience and skills

The Board believes that the directors are fully rnaf their responsibilities and the need to maintaeir

knowledge through, where appropriate, regular dieoe at conferences and with regard to regulatatters

through regular contact with the nominated advigérilst the Directors did not seek any externaliegon
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any significant matter during the year under reyieach director has direct access to the advicesanvites
of independent professional advisers in the fuathee of their duties.

While it is aware of the need to consider succesgianning it does not consider this a priorityras stage

in the development of the business. Due to the aim nature of the Board, there is no formal board
performance evaluation process in place. HowekierChairman is responsible for informally evalugtine
performance of board members, providing feedbaokrerhecessary.

Ethical matters

As a small company the Directors are constantlyoirch with members of the staff. There are only 20
members based in the office in Israel and theideesd aspirations are regularly reviewed.

Main governance structures and processes

The chairman, Michael Rosenberg has responsiliditgnsuring proper corporate governance and can al
rely on the support of the CFO, Mr Vatenmacher vidi@lso very familiar with corporate governance
requirements.

Further information on the Board and its Committees

Michael RosenberfNon-Executive Chairman)

Michael has many years’ experience both as a cam@dinancier and as an entrepreneur, involvechumaber

of new businesses in the healthcare, media anddialesectors. He has considerable global expezibaging
been chairman of the UK DTl committee on trade wittng Kong and as member of the China Britain
business Council. He was, for many years, alsamiaai of the British Export Healthcare Associatiawn
known as ABHI and led a number of UK trade missierrseas. He was a founder of the investment bank
now known as Numis Securities where he served asnshn for a number of years until his retirement i
1999.

Over many years he has also served on the boamthef Israeli companies listed on AIM includindaPi
Media Global plc as well as several other nondistempanies. He is presently a director of lon fRa@i/K)

Ltd, the UK subsidiary of a new Hong Kong basedahant bank and is authorised by the FCA to reptesen
the bank in the UK.

Avi Hartmann(Chief Executive Officer)

Avi has spent his life as an entrepreneur focusethe technology of tracking systems. He was adeunf
Mobiltel Communications Services, which was pureltbsy Pelephone in Israel in 1999. Together with hi
son Uri Hartmann and his then partner, Doron Ketlerfounded Starcom plc in 2004.

Avi Engel (Non-Executive Director)

Avi founded and led Pilat Media Global plc as iE@ until its sale in March 2014 at a valuation 208m.
He brings a wealth of experience to the Board,éumetbping and growing a global business and asgpssi
their strategic needs. Pilat was dual listed enTial Aviv Stock Exchange and AIM, and so Avi hagoad
knowledge of the needs and requirements of comgdiated on AIM and the regulatory environment.hées

a BSc in industrial and management engineering fleenHaifa Technion and an MBA from the Tel Aviv
University.



Igor VatenmachefChief Financial Officer)

Igor is a certified public accountant in Israel da$ a Bachelor's degree in Economics from the Gerion
University of the Negev, and an executive MBA degwith honours specialising in financing, banking,
capital markets and financial engineering fromiiabrew University in Jerusalem. He began his caxétér
Ernst and Young. Igor joined Starcom in Decembér72@nd brings highly qualified accounting exper&nc
to the Company, and, since his appointment, hastadsvith the development of more sophisticatéeriral
systems and controls essential to the growth obtisiness. He joined the Board of the Company ruiaisy
20109.

Audit Committee

The Audit Committee consists of non-executive Qiivex; Avi Engel and Michael Rosenberg, and is euhir
by Avi Engel. The Audit Committee, inter alia, deténes and examines matters relating to the fir@nci
affairs of the Company including the terms of eregagnt of the Company’s auditors and, in consutakiith
the auditors, the scope of the annual audit. TheditACommittee met twice during 2018. On 6 March 01
the Audit Committee reviewed the financial statetaefor the year ended 31 December 2017, paying
particular attention to the valuation of stock dinel level of debtors with a view to making provissovhere
necessary. The Audit Committee met on 15 AugusB820iconsider the interim financial statementstlfier
six months ended 30 June 2018. Again, the Comnfitiaesed on stock valuation and debtor levels, et w
as the reported gross margin. The Board consttiats given the size and nature of the business,ribt
beneficial to include a full audit committee repiorthe annual report and accounts for 2018. Thiide kept
under annual review by the Board.

Remuneration Committee

The Remuneration Committee reviews the performaficbe directors and makes recommendations to the
Board on matters relating to their remuneration &mins of employment. The committee also makes
recommendations to the Board on proposals for thatimg of share options and other equity incestive
pursuant to any share option scheme or equity thaescheme in operation from time to time. The outtee
meets as and when necessary to assess the syitabdandidates proposed for appointment by thar8o
but not less than once per annum. Members of themeration committee comprise Michael Rosenberg, wh
acts as chairman of the committee, with Avi Engehanember.

The Company’'s Chairman has been on a fixed fe@mgeraent since the Company’s admission to AIM in
February 2013. Therefore, during the financial yeder review, it was resolved that his fees, wtiioh
payable to Eastkings Ltd, should be increased @000 per annum from £35,000 per annum. The Cormeenitt
also discussed remuneration of the executive dire@nd senior management and further discussiens w
agreed to be held over the next few months initte bf the performance of the Company and to @®rsi
appropriate performance bonus targets.

The Board considers that, given the size and nafule business, it is not beneficial to includemuneration
committee report in the annual report and accofomt2018. This will be kept under annual reviewthg
Board.

On behalf of the board,
M. Rosenberg, Chairman

17 March 2019 London



Starcom Plc
Directors' Report
for the Year Ended December 31, 2018

The directors present the annual report togethir tive financial statements and auditors' reparttHe year
ended December 31, 2018.

The Company was incorporated in Jersey and two Iydo@ined trading subsidiaries: Starcom Systems
Limited and Starcom G.P.S. Systems Limited, weceriporated in Jersey and in Israel, respectively.

Principal activities and review of business

The Group's principal activity is in the developmehwireless solutions for the remote tracking,niboring
and protection of various types of assets and peéjirther information on the results of the Gréupthe
period under review can be found in the Chairm@tesement.

Accounts production

The financial statements for the year ended DecerBhe 2018 have been prepared in accordance with
International Financial Reporting Standards as tatbpy the EU ("IFRS").

Dividends

The directors do not propose a final dividend.
Directors

Michael Rosenberg Appointed February 2013
Avi Hartmann Appointed February 2013
Avi Engel Appointed September 2015

Directors Remuneration

Directors remuneration as of 31.12.2018: (All antsypresented in Thousands USD)

Executive Director Salary Pension Fees (**)
*)

A Hartmani 17€ 13 -

Non-Executive

Directors

M Rosenber - - 49

A Enge - - 45

Total 2018 189 13 94

e (*) Salary is based on base salary, in addition, MHartmann use a vehicle, which is company's
asset.

e (**) During the reported period it was approvedrtorease Chairman, Mr. Michael Rosenberg
salary to £40,000 annum.
Chairman Salary is £ based, Other salaries andafeasominated and linked to ILS
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Directors' remuneration in share options: (In ttzmaks)

Executive Director 01/01/18 Exercised Vested/ 31/12/18 Granted (*)
(Expired)

A Hartmani 53¢ - 2,77¢ 3,311 2,50(

Non-Executive Directors

M Rosenber 1,711 - 1,00¢ 2,717 2,50(

A Enge 1,00( - 1,00¢ 2,00¢ 2,00(

(*) Further details regarding the grants are detkiih note 12 within the financial report.
Charitable and Political Donations

The Group did not make any charitable or politmattributions during the year.
Corporate governance

Under the AIM rules, the Group is not obliged tglement the provisions of the UK Corporate Govecean
Code. However, the Group is committed to applyhmg principles of good governance contained in tKe U
Corporate Governance Code as appropriate to a Cobubis size. The Board will continue to review
compliance with the Code at regular intervals.

In common with other organizations of a similaesithe Executive Directors are heavily involvedha day
to day running of the business and meet regularlgroinformal basis as well as at Board Meetings.

The Board of Directors meets regularly and is rasfie for formulating strategy, monitoring finaalki
performance and approving major items of capitakexliture.

Statement of Directors' Responsibilities

The Directors are responsible for preparing theushiReport and the financial statements in accarelaith
applicable laws and regulations.

Company law requires the directors to prepare Grangb parent Company financial statements for each
financial year. Under that law, the directors aguired to prepare the Group and parent Compaawndial
statements in accordance with International Fireieporting Standards ("IFRS") as adopted by e E

The financial statements are required by law t@ givtrue and fair view of the state of affairshaf Group
and parent Company and of the profit and loss@fGhoup for that period.

In preparing each of the Group and parent Compaiay£ial statements, the directors are required to:

i) Select suitable accounting policies and then agbigyn consistently

i) Make judgments and accounting estimates that asenable and pruderand

iii) State whether they have been prepared in accoradticéFRS as adopted by the EU, subject to
any material departures disclosed and explaindkiparent Company financial statements; and
prepare the financial statements on the "goingearidasis unless it is inappropriate to presume
that the Group and the parent Company will continugusiness.

The directors are responsible for keeping propeoaating records which disclose with reasonableiaay,
at any time, the financial position of the Groum grarent Company and enable them to ensure that the

11



financial statements comply with the Companies 2026 and Article 4 of the IAS Regulations. Theydav
general responsibility for taking such steps asreasonably open to safeguard the assets of thepGd
parent Company and to prevent and detect fraudtuat irregularities.

Under applicable law and regulations, the directoesalso responsible for preparing a Directorpdreto
comply with that law and those regulations.

In determining how amounts are presented withim$em the income statement and balance sheet, the
directors have regarded the substance of the mxptyetnsaction or arrangement in accordance witkergdy
accepted accounting principles or practice.

So far as each of the directors is aware at the, tihe report is approved:
There is no relevant audit information of which @empany's auditors are unaware; and

The directors have taken all steps that they oteghéve taken to make themselves aware of anyaelewudit
information and to establish that the auditorsaavare of that information.

Going concern

The directors have prepared and reviewed salesdst®and budgets for the next twelve months aadnd
considered these cash flows and the availabiligtioér financing sources if required, have condiutiat the
Group will remain a "going concern." After thisopess and having made further relevant enquires, t
Directors have a reasonable expectation that tbapsand the Company have adequate resources fawmnt
in operational existence for the foreseeable futdoe this reason, they continue to adopt the "gaioncern”
basis in preparing the accounts.

Risks
Foreign exchange risks

Most of the Groups sales and income are in US Bolad the US Dollar is the currency in which the
Company reports. The expenses, however, are diieiwdeen the US Dollar and the Israeli Shekel. dost

of goods (components) are paid in US Dollars antigfahe operational costs such as rent and aietice
providers quote their fees in US Dollars. Labortg@se paid in Israeli Shekels. The Company hasetare,

a partial currency risk in the event that the IBr@bekel strengthens against the US Dollar, wiciohid have
an effect on the bottom line of the Group's finahgésults.

The Group consults with foreign currency expertarfrmain Israeli banks regarding the main financial
institutions' expectations for foreign currency mpas. Management reviews them carefully and witksier
with the board whether it should purchase finanicistruments sold by local banks to protect itfelin this
foreign exchange risk. There are no financial ursnts in use at the date of this report.

Interest Rate Risks

The Company is exposed to interest risks as it ossdit lines and loans from its banks. Changethén
effective Prime interest rate published monthlythiy Bank of Israel can influence the Company'snibiay
costs.

Credit Risk

12



The Group is exposed to credit risks if its custeriail to pay for goods supplied by the Groupotder to
minimize this risk, the Group has a policy of:

(a) Selling only to respectable integrators anttriistors and not to the end customer.

(b) Orders from customers in certain regions aigpstd only after an approved letter of credit iseieed by
the Group's bank.

(c) New customers must pay 50% before initial simgp

Capital Risk management

The Group manages its cash carefully. In ordeetlice its risk, the Group may take measures taeeits
fixed costs (labor) if performance is below thedgiors’ expectations. The Group may conduct a ipdpfor
new shares of the Company to raise additional algustrequired when monitoring its performancegtatinue
its operations.

Supplier payment policy

It is the Group's policy to settle the terms of paynt with suppliers when agreeing to the termshef t
transaction, to ensure that suppliers are awatteese terms and to abide by them.

CREST

The Company's ordinary shares are eligible fotesatint through CREST, the system for securitidmstbeld
and transferred in electronic form rather than apgs. Shareholders are not obliged to use CRESTamd
continue to hold and transfer shares on paper witloss of rights.

Auditors

A resolution reappointing Barzily as the Group'sliéors will be proposed at the AGM in accordancéhwi
S485 of the Companies Act 2006.

Electronic Communications

The Company may deliver shareholder informatiotuitiog Annual and Interim Reports, Forms of Proxy
and Notices of General Meetings in an electronimfd to shareholders.

If you would like to receive shareholder informattim electronic format, please register your reqoeshe
Company's Registrar's electronic databasenat.linkassetservicesom You will initially need your unique
investor code which you will find at the top of yahare certificate. There is no charge for thigise. If you
wish to subsequently change your mind, you mayalbyscontacting the Company's Registrars by post or
through their website.

If you elect to receive shareholder informationcalenically, please note that it is the sharehddder
responsibility to notify the Company of any chaighis name, address, email address or other dategdls.
Shareholders should also note that, with electromiemunication, the Company's obligations will bgsfied
when it transmits the notification of availabiliby information or such other document as may belired to
the electronic address it has on file. The Compzmnot be held responsible for any failure in tnaission
beyond its control any more than it can for pofgtélire.
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In the event of the Company becoming aware th&leatronic notification is not successfully trarised, a
further two attempts will be made. In the event tha transmission is still unsuccessful, a hanlyocaf the
notification will be mailed to the shareholder. e event that specific software is required toeasc
information placed on the Company's website it bdllavailable via the website without charge.

Before electing for electronic communications, shatders should ensure that they have the apptepria
equipment and computer capabilities sufficientligs purpose. The Company takes all reasonablaptiecs

to ensure no viruses are present in any commuaitatsends out but cannot accept responsibilitydss or
damage arising from the opening or use of any eonaittachments from the Company and recommentis tha
shareholders subject all messages to virus chegkimgedures prior to use. Any electronic commuiocat
received by the Company that is found to contaimaius will not be accepted.

Shareholders wishing to receive shareholder inftionan the conventional printed form will contintedo
so and need take no further action.

ghoqld you have any further questions in this régplease contact the Company's Registrars, LirdetAs
ervices.

On behalf of the board,
M. Rosenberg, Chairman

17 March 2019 London

14



C B) Barzily&Co.

Certified Public Accountants
J1awn 'N11 ,'N1w1 7112

Jerusalem, March 17, 2019
Report of Independent Auditors
to the Board of Directors andt&ckholders of

Starcom Plc

We have audited the accompanying consolidated dimhmposition of Starcom Plc and its subsidiaries
(hereinafter - “the Group”) as of December 31, 2@b8 2017 and the related consolidated stateménts o
comprehensive income, changes in equity and casls flor the years then ended. These financialretates

are the responsibility of the Group board of dioestand management. Our responsibility is to expegs
opinion on thesconsolidate financial statements based on our a

We conducted our audit in accordance with generdlyepted auditing standards in Israel, includiragse
prescribed by the Israeli Auditors’ Regulations @itar’s Mode of Performance - 1973). Those stanslard
require that we plan and perform the audit to ohteasonable assurance as to whether the finatataments
are free of material misstatement. An audit incluggamining, on a test basis, evidence supportieg t
amounts and disclosures in the financial statema@mtgaudit also includes assessing the accountingiples
used and significant estimates made by the boattexftors and management as well as evaluatingviel|
financial statement presentation. We believe thatodit provides a reasonable basis for our opinio

In our opinion, the consolidated financial statetageferred to above present fairly, in all maler@spects,
the consolidated financial position of the GroupBBecember 31, 2018 and 2017 and the consolidatedts
of its operations, changes in equity and cash flfmwshe years then ended in conformity with intgional
financial reporting standards (IFRS).

Barzily & Co.
Certified Public Accountani
A Member of MSI Worldwid



STARCOM Plc
CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

U.S. Dollars in thousands

December 31,

Note 2018 2017
ASSETS
NON-CURRENT ASSETS
Property, plant anequipment,net 6 521 30¢
Intangible asse, ne 7 2,27¢ 2,457
Incometax authorities 46 44
Total Non-Current Assets 286 2,80¢
CURRENT ASSETS:
Cash and cash equivale! 89 93
Shor-ternm bank deposi 5 6C 55
Trade receivabl¢, ne 3B 1,891 1,772
Otheraccountsreceivabli 3A 87 101
Inventorie: 4 2,02¢ 1,48¢
Total Current Assets 415  3,50¢
TOTAL ASSETS 7,004 6,31(
EQUITY AND LIABILITIES
EQUITY 12 ___.3861_ . _____ 303
NON-CURRENT LIABILITIES:
Long-term loans from ban, net of current maturitis 10 50 15¢
Long term leasehold liabilitis 2Cw 70 -
Total Non-Current Liabilites 12c_ ] 158
CURRENT LIABILITIES:
Short term bank cred 28 227
Shorttermbankloar 20 462 -
Current maturities of lor-term loans from bank 10 44 27¢
Convertibleunsecured loes 19c - 131
Trade payable 1,412 1,522
Other accounts payal 9 37z 251
Leaseholdiabilities 2Cw 124 -
Related partie 18 581 71%
Total Current Liabilittes 323 3,12¢
TOTAL EQUITY AND LIABILITIES 7,00¢ 6,31(

The accompanying notes are an integral part oftimsolidated financial statements.

March 17, 201
Date of Approval Igor Vatenmacher Avi Hartmann
of the Financial Statemel CFC CEC
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STARCOM Plc
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

U.S. Dollars in thousands (except shares data)

Year Ended December 1

Note 2018 2017
Revenue 5,994 5,44(
Cost of sale 13 (3,576 (3,360
Gross profi 24 2,08C
Operating expense
Research and developm (224 (237,
Selling and marketir (621 (558
General and administrative exper 14 (2,424 (2,196
Otherlncome expense) 15 (31) 22
Total operating expens (3300 (2,969
Operating los (882) (889
Finance incomr 16A 30z 41
Finance cos 16B (251 (502
Net financelncome costy | 51 (461,
Loss before taxes on inco (831) (1,350
Taxes on incorr due to previous yee 8 (89) -
Total comprehensive loss for the y (920 (1,350
Loss per share:
Basic and diluted loss per sh 17 (0.003 (0.007

The accompanying notes are an integral part oftimsolidated financial statements.
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STARCOM Plc

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

U.S. Dollars in thousands

Capital Reserve

Balance as of January 1, 2(

Proceeds from issued share capital, net
of mobilization cosl (see Notel?2)

Share based paym: (see Note 2d)

Comprehensive loss for the y

Balance as of December 31, 2

Proceeds from issued share capital, net
of mobilization cosl (see Notel)

Exercise of warrantssee Notel)
Share basepaymen (see Notel2d)
Share based payment expira

Comprehensive loss for the y

Balance as cDecember 3. 2018

in Regard to
Share-Based
Share Premium on Payment Accumulated
Capital Shares Capital Reserve Transactions Loss Total
- 8,33: 8¢ 428 (6,105 2,74«
- 1,46¢ - - - 1,46¢
- - - 174 - 174
- - - - (1,350 (1,350
- 9,79¢ 8¢ 60z (7,455 3,03:
- 1,37¢ - - - 1,37¢
- 15C - - - 15C
- - - 22C - 22C
- 13t - (135, - -
- - - - (920 (920
- 11,46( 8¢ 687 (8,375 3,861

The accompanying notes are an integral part of¢imsolidated financial statements.
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STARCOM PlIc
CONSOLIDATED STATEMENTS OF CASH FLOWS

U.S. Dollars in thousands

Year Ended December 31,
2018 2017

CASH FLOWS FOR OPERATING ACTIVITIES:

Loss for the ye: (920 (1,350
Adjustments to reconcile loss for the year to netash

used in operating activities:

Depreciation and amortizati 623 51C
Interest expense alexchange rate differenc 23 92
Shar-based payment expel 22( 174
Capitalgair - (29)
Changes in assets and liabilities:

Decrease (Increasin inventorie: (540 (229
Increas in trade receivabl (125 (381
Decreas¢(Increas) in other accounts receiva 14 (36)
Increase in Income Tax Authorit (2 (20)
Increas (Decrease in trade payable (110 9€
Increas in other accoun payabl 122 73
Net cash used in operatiactivities (695) (1,080
CASH FLOWS FOR INVESTING ACTIVITIES:

Purchases of property, plant and equipt (1209 (144
Proceeds from sales of property, plant and equit - 61
Decreas (Increase in shor-term deposit: (5) 2
Cost of intangible asst (25€) (264
Net cash used in investing activit (370 (345

CASH FLOWS FROM FINANCING ACTIVITIES:

Repayment of shc-term bank credit, n (199) (38)
Receip of shor-tern loan, ne 462 -
Proceeds from (Repayment of) convertibiesecured loan

net (131 131
Proceeds frol (Repaymen to) related parties, n (132) 406
Payment for Leasehold liabies (109) -
Receipt oflong-term loan 93 46
Repayment of lor-term loan (452) (357)
Proceeds from exercise warrant: 150 -
Consideration from issue of shares, 1,379 1,295
Net cash provided by financing activitie 1,061 1,483
Increase(Decreasein cash and cash equivale 4) 58
Cash and cash equivalents at the beginning ofédhi 93 35
Cash and cash equivalents at the end of the 89 93

Appendix A — Additional Information
Interest paid during the ye (30) (101)

Appendix B —Non-cash financing activities

Issuance of share to related parties (in paymerelafed

parties loan: - 10C
Conversions to shares of trade paye - 69

The accompanying notes are an integral part ofdnsolidated financial statements.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

U.S. Dollars in thousands

NOTE 1 -

a.

GENERAL

The Reporting Entity

Starcom Plc ("the Company") was incorporated isegon November 28, 2012. The
Company and its subsidiaries ("the Group") spemalin easy-to-use practical wireless
solutions that combine advanced technology, telesonications and digital data for
the protection and management of people, fleetgloicles, containers and assets. The
Group engages in production, marketing, distribytiesearch and development of
G.F.S. systems

The Company fully owns Starcom G.P.S. Systems ldd.,Israeli company, and
Starcom Systems Limited, a company incorporateligey.

During the reported year, Starcom Systems America, kb fully owned subsidiary,
terminated its activity, which caused a loss of 888isand to the Group results.

The Company's shares are admitted for trading owldio's Stock Exchange Alternative
Investment Market ("AIM").

Address of the official Company office in Israel@®tarcom G.P.S. Systems Ltd. is: 16
HaTaas Street Kfar Saba, Israel.

Address of the Company'’s registered office in JerdeStarcom Systems Limited is:
Forum 4, Grenville Street, St Helier, Jersey, Clehisiands, JE4 8TQ.

1. During January 2018, the Company raised £315 ($#8f))sand before expenses
through a placing of 14,000,000 Ordinary Shares.

2. During May 2018, the Company raised £365 ($486ushad before expenses
through a placing of 14,600,000 Ordinary Shares,

3. During the reported year, 4,440,000 warrants weeeogsed into Ordinary Shares
in consideration of £111 ($155) thousand beforeeagps. See also note 12d(3).

4. During November 2018, the Company raised £400 ($3Rdusand before
expenses through a placing of 20,000,000 Ordinbeyes.

The Group has accumulated operating losses ovdashé&ew years and is dependent
on securing financing or infusion of capital. Theo@ is convinced that sufficient loan
facilities are available to cover its cash flowuggments.

20



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
U.S. Dollars in thousands

GENERAL (cont.)

NOTE 1 -
1,
2.
3.
4.
5.
6.
7.
NOTE 2A -
a.
b.
C.
d.

b. Definitions in these financial statements:

International Financial Reporting Standards ("IFRS* Standards and
interpretations adopted by the International Actimgn Standards Board
("IASB") that include international financial repimg standards (IFRS) and
international accounting standards (IAS), with ddglition of interpretations to
these Standards as determined by the Internatiéiredncial Reporting
Interpretations Committee (IFRIC) or interpretaiomletermined by the
Standards Interpretation Committee (SIC), respelt

The Compan - StarcomPlIc.

The subsidiaries - Starcom G.P.S. Systems LtdSéma@om Systems Limited.
Starcom Jerse— StarcomSystem Limited.

Starcom lIsra(— Starcom G.P.S. Systems 1

The Grou|— Starcom Plc. and the Subsidiar

RelatedFarty - As determinedn International Accounting Standard No.

BASIS OF PREPARATION

Declaration in regard to implementation of Intemational Financial
Reporting Standards (IFRS)

The consolidatecfinancial statements of the Compshave bee prepared ir
accordance with IFRS and related clarificationslighbd by the IASB.

The Company's Board of Directors authorized the SGlidated Financial
Statements on March 17, 2019.

Basis of Measurement

The consolidated financial statements have begpaped on the historical cost
basis except for financial instruments at fair ealorough profit or loss that are
stated at fair valu

Operating Turnover Period

The ordinary operating period turnover for the @rds a year. As a result, the current
assets and current liabilities include items thatexpected and intended to be realized
at the end of the ordinary operating turnover mkfay the Grou,.

Functional and Presentation Currency

The consolidated financial statements are predeimeU.S. dollars (hereinafter:
"dollars") that is the functional currency of theo@p and is rounded to the nearest
thousan, except when otherwise indica.

The dollar is the currency that represents then@mic environment in which the
Groug operate:

The Group's transactions and balances denomiiratgallars are presented at their
original amounts. Non-dollar transactions and batanhave been remeasured to
dollars. All transaction gains and losses from r@sneement of monetary assets and
liabilities denominated in non-dollar currencie® aeflected in the statements of
comprehensive incor as financial income or expenses, as approg
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
U.S. Dollars in thousands

NOTE 2B - USE OF ESTIMATES AND JUDGMENTS

The preparation of financial statements in conftymiith IFRS requires management
to make judgments, estimates and assumptionsffieat the application of accounting
policies and the reported amounts of assets, iti@sil income and expenses. Actual
results may differ from these estima

Upon formulation of accounting estimates used &ppration of the Group financial
statements, management is required to make assunsjitiregard to circumstances and
events that are significantly uncertain. Managenagrves at these decisions based on
prior experiences, various facts, external itemsl amasonable assumptions in
accor@nce with the circumstances related to each assum

Estimates and underlying assumptions are revieweainoongoing basis. Revisions to
accounting estimates are recognized in the peni@chich the estimates are revised and
in any future periods acted

Information about critical judgment in applying acoting policies that have a
significant effect on the amounts recognized inabesolidated financial statements is
included in the following Not:

Note 7- Capitalization of development costs and etization of these cos

Note 12d — Options issued.

Note 19d- Convertibleunsecured loal.

Information about assumptions and estimations odggr depreciation that have
significant risk of resulting in a material adjustint is included in thfollowing Notes
Note 3B- Allowancefor doubtful account
Note 7— Calculation of amortizatic.
Note 8— Utilization of tax losse.

NOTE 2C - SIGNIFICANT ACCOUNTING POLICIES

a. Basis of consolidation

All intra-Group transactions, balances, income ardenses of the companies are
eliminated on consolidatic
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

U.S. Dollars in thousands

NOTE 2C - SIGNIFICANT ACCOUNTING POLICIES (cont.)

b.

Foreign currency and linkage basis

Balances stated in foreign currency or linked tdomeign currency have been
included in the consolidated financial statementsoeding to the prevailing
representative exchange rates at the balance daéet Balances linked to the
Consumer Price Index in Israel are included in etanace with the Index published
prior to balance sheet date. Linkage and exchaatgealifferences are included in the
statement of comprehensiincome when incurrec

December 31,

2018 2017
CPI (in points) 124.: 123.3
Exchange Rate of U.$ inNIS 3.74¢ 3.467
Year Ended December 31,
2018 2017
Change in CP 0.8% 0.4%
Change in Exchange Rate of U.. 8.1% (9.8%;

* Base Index 2002 = 1C
Financial instruments

(i) Non-derivative financial asse

The Group initially recognizes loans and receigabbn the date that they are
originated. All other financial assets (includingsats designated as at fair value
through profit or loss) are recognized initially the trade date, which is the date that
the Group becomes a party to the contractual pamssof the instrumer

The Group derecognizes a financial asset whecahieactual rights to the cash flows

from the asset expire, or it transfers the rigbtseteive the contractual cash flows in
a transaction in which substantially all the rigksd rewards of ownership of the

financial asset are transferred. Any interest chdvansferred financial assets that is
created or retained by the Group isognized a a separate asset or liabili

Financial assets and liabilities are offset ardtt amount presented in the statement
of financial position when, and only when, the Grdwas a legal right to offset the
amounts and intends either to settle on a net basisrealize the asset and settle the
liability simultaneously

The Group classified non-derivative financial asseto the following categories:

Financial assets at fair value, through profitamsl held-to-maturity financial assets,
loans and receivables, and avail-for-sale financial asse
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

U.S. Dollars in thousands

NOTE 2C - SIGNIFICANT ACCOUNTING POLICIES (cont.)

C.

Financial instruments (cont.)
(i) Non-derivative financial asse (cont.’

Financial assets at fair value through profit @sl|

A financial asset is classified as at fair valu®tigh profit or loss if it is classified as
held for trading or is designated as such on inigaognition. Financial assets are
designated as at fair value through profit or lifsshe Group manages such
investments and makes purchase and sale decisasesl lon their fair value in

accordance with the Group's documented risk managenr investment strategy.

Attributable transaction costs are recognized ofipor loss as incurred. Financial

assets at fair value through profit or loss are suesd at fair value and changes
therein, which tak into account any dividend income, are recognizgatafit or loss

Financial assets designated as at fair value girquofit or loss comprise equity
securities that otherwise would have been claskifseavailable for sa

Loans and receivabl:

Loans and receivables are financial assets wildfor determinable payments that
are not quoted in an active market. Such asseteaognized initially at fair value
plus any directly attributable transaction costdbsgquent to initial recognition, loans
and receivables are measured at amortized cogj tl#neffective interest method,
less any impairment loss

Loans and receivables comprised of trade and otleeivables, excluding short -term
trade and other receivables where the interest am®immateric.

(i) Non-derivative financial liabilitie

The Group initially recognizes debt securitiesiégxs and subordinated liabilities on
the date that they originated. All other financi@bilities (including liabilities
designated as at fair value through profit or I@ss)recognized initially on the trade
date, which is the date that the Group becomesty foethe contractual provisions of
the instrumen

The Group derecognizes a financial liability whié contractual obligations are
discharged, cancelled or exp

The Group classifies non-derivative financial iiles into the other financial
liabilities category. Such financial liabilitiesearecognized initially at fair value less
any directly attributable transaction costs. Subsag to initial recognition, these
financial liabilities are measured at amortized tséng the effective interest meth

Other financial liabilities comprise loans andtoevings, bank overdrafts, and trade
and other payable
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

U.S. Dollars in thousands

NOTE 2C- SIGNIFICANT ACCOUNTING POLICIES (cont.)

C.

Financial instruments (cont.)

(iif) Compound financial instrumer
Compound financial instruments issued by the Gomggomprised: an interest bearing
loanwith a conversion optioissued to the lende

The option component was recognized initiallyitat fair value using a binomial
calculation

The liability component was recognized initiallg the difference between the loan
amountand theoption componer

Any directly attributable transaction costs alecated to the liability and equity
components in proportion to their initial carry amounts

Subsequent to initial recognition, the liabili@mponent of a compound financial
instrument is measured at amortized cost usingftletive interest method. The equity
component of a compound financial instrument isreoteasured subsequent to initial
recognition

Interest related to the financial liability is rggozed in profit or los

Cash and cash equivalents

Cash and cash equivalents comprise cash balandeskleposits with maturities of
three months or less from the acquisition datedahasubject to an insignificant risk of
changes in their fair value and are used by theai®m the management of its short-
term commitment

Share capital

Ordinary share

Ordinary shares are classified as equity. Increatecosts directly attributable to the
issue of ordinary shares are recognized as a deduitbom equity, net of any tax
effects

Property, plant and equipment
Propert, plan and equipment aimeasured at cc less accumulated depreciatio

Depreciation is calculated using the straighe-hmethod over the estimated useful lives
of the assets, at tifollowing annual rate

%
Computers and softwe 33
Office furniture and equipme 7-15
Vehicles 15
Laboratory equipme 15
Leasehold improvemer 1C

25



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

U.S. Dollars in thousands

NOTE 2C - SIGNIFICANT ACCOUNTING POLICIES (cont.)

f.

Property, plant and equipment (cont.)

Leasehold improvements are depreciated by thiglstrine method over the term of
the lease, ten-year period, (including option tgrarghe estimated useful lives of the
improvements, unless it is reasonably certaintti@aiGroup will obtain ownership by
the end of the lease te.

At each balance sheet date, the Group examinagsital value, the useful life and
the depreciation method it uses. If the Group tifiee material changem the
expected residual value, the useful life be future pattern of consumption
future economic benefitsnithe asset that may indicate that a chaimgehe
depreciation is required, such changes arestiess changes in accounting estima
In the reported periods, no material changes halkentplace with any material effect
on the financie statements of thGrouy.

Intangible assets: Research and development

Expenditure on research activities, undertakerh wlite prospect of gaining new
scientific or technical knowledge and understandisgecognized in profit or loss as
incurred

Development activities involve a plan or design fbe production of new or
substantially improved products and processes. IDpweent expenditure is capitalized
only if development costs can be measured religtyproduct or process is technically
and commercially feasible, future economic benedits probable, and the Group
intends and has sufficient resources to completeldpment and to use or sell the
asse

The expenditure capitalized includes the cost atemials, direct labor, overhead costs
that are directly attributable to preparing theeasfr its intended use. Other
development expenditure is recognized in profibes as incurre

Capitalized development expenditure is measuredsatiess accumulated amortization
and accumulated impairment losses. Amortizatiaralsulated using the straight-line
method over the estimated useful lives of the assen year

At each balance sheet date, the Group reviewsheheny events have occurred or
changes in circumstances have taken place, whightnmdicate that there has been an
impairment of the intangible assets. When suchcatdirs of impairment are present,

the Group evaluates whether the carrying valudefintangible asset in the Group’s

accounts can be recovered from the cash flowsipated from that asset, and, if

necessary, records an impairment provision up éoatmount needed to adjust the
carrying amount to the recoverable am.

Short-term deposit

Deposits with maturities of more than three motuhisless than one year are included
in shor-term deposit:

Leases

See Note 2C(w
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

U.S. Dollars in thousands

NOTE 2C - SIGNIFICANT ACCOUNTING POLICIES (cont.)

J-

Inventories

Inventories are stated at the lower of cosnetmarket value

Cost is determined using the "f-in, first -out" methoc

Inventory write-downs are provided to cover rigkising from slow-moving items,
technological obsolescence, excess inventoriesdeedntinued products and for
market prices lower than cost, if any. At the paihtoss recognition, a new lower
cost bisis for that inventory is establishe

Impairment in value of assets

During every financial period, the Group examittes book value of its tangible
and intangible assets to determine any signs of filmen impairment in value of
these assets. In the event that there are signgafrment, the Group examines the
realization value of the designated asset. In Hemtethat the realization cannot be
measured for an individual asset, the Group estisnagalization value for the unit
where the asset belongs. Joint assets are assmiiesl units yielding cash on the
same basis. Joint assets are designated to thieshgabups of yielding assets for
which one can ientify a reasonable basis that is consistent taftbeation.

The realization value is the higher of net salegoof the asset as compared with its
useful life that is determined by the present vattigrojected cash flows to be
realized from this asset and its realization vathe end of its useful life.

In the event that the book value of the asset sin-ggelding unit is greater than its
realization value, a devaluation of the asset hasiroed in the amount of the
difference between its book value and its realmatvalue. This amount is
recognized immediately in the statements of congmsiveincome.

In the event that prior devaluation of an asseuléfied, the book value of the asset
or of the cash-yielding unit is increased to thinegted current fair value, but not
in excess of the asset or cash-yielding unit badlesthat would have existed had
there not been devaluation. Such nullification ésagnized immediately in the
statements of comprehensincome.

Revenue recognition

The Group generates revenues from sales of pgdubtch include hardware and
software, software licensing, professional serviged maintenance. Professional
services include mainly installation, project magragnt, customization, consulting
and training. The Group sells its products indisetitirough a global network of
distributors, system integrators and strategicngast all of whom are considered
enc-users, and through its direct sales fc

Revenue from products and software licensing ognrized when persuasive
evidence of an agreement exists, delivery of tloglyet has occurred, the fee is
fixed or determinable and collectability is proba

Revenues from maintenance and professional serai@recognized ratably over
the contractual period or as services are perfornesgectively.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
U.S. Dollars in thousands

NOTE 2C - SIGNIFICANT ACCOUNTING POLICIES (cont.)
m. Allowance for doubtful accounts

The Group evaluates its allowance for doubtful aot®on a regular basis through
periodic reviews of the collectability of the reeables in light of historical
experience, adverse situations that may affect répayment abilities of its
customers, and prevailing economic conditions. Tdwsaluation is inherently
subjective, as it requires estimates that are ptibte to significant revision as
more information becomes available.

The Group performs ongoing credit evaluationso€itstomers and generally does
not require collateral because (1) managementJegdi@ has certain collection
measures in-place to limit the potential for sigrant losses, and (2) because of
the nature of its customers that comprise the Gsouystomer base. Receivables
are written off when the Group abandons its calbecefforts. An allowance for
doubtful accounts is provided with respect to thaseunts that the Group has
determined to be doubtful of collection.

n. Concentrations of credit risk

Financial instruments that potentially subject @mup to concentrations of credit
risk consist principally of cash and cash equivisleshort-term deposits and trade
receivables

0. Provisions

Provisions are recognized when the Group hasrarduobligation (legal or derived)
as a result of a past occurrence that can be kelimeasured, that will in all
probability result in the Group being required toypde additional benefits in order
to settle this obligation. Provisions are deterrdibg capitalization of projected cash
flows at a rate prior to taxes that reflects theent market preparation for the money
duration and the specific risks for the liabil

p. Employee benefits

The Group has several benefit plans for its emg@s

1.  Shor-term employee benefi-
Short-term employee benefits include salariesatian days, recreation and
deposits to the National Insurance Institute thratracognized as expenses
when renderec

2.  Benefits upon retiremer-
Benefits upon retirement generally funded by @é@pdo insurance companies
and pension funds are classified as restricted sieptans or as restricted
benefits.
All Group employees have restricted deposit planaccordance with Section
14 of the Severance Pay Law (Israel), whereby ttoeispays fixed amounts
without bearing any legal responsibility to pay @iddal amounts thereto even
if the fund did not accumulate enough amounts yaipa entire benefit amount
to the employee that relates to the services hdered during the current and
prior periods. Deposits to the restricted plandassified as for benefits or for
compensation and are recognized as an expense dguwsit to the plan
concurrent with receiving services from the empéoyand no additional
provisicn is required in the financial stateme
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

U.S. Dollars in thousands

NOTE 2C - SIGNIFICANT ACCOUNTING POLICIES (cont.)

g.

Finance income and expenses

Finance income includes interest in regard toste amounts, changes in the fair
value of financial assets presented at fair vahuné statements of comprehensive
income and gains from changes in the exchange aadsnterest income that are
recognized uon accrual using the effective interest met

Finance expenses include interest on loans retetv@nges in the time estimate of
provisions, changes in the fair value of finaneissets presented at fair value in the
statements of comprehensive loss and losses frangels in value of financial
assets

Gains and losses from exchange rate differencesegorted net. Exchange rate
differences in regard to issuance of shares amgetido equit)

Taxes
Tax expense comprises current and deferred taxxe@utax and deferred tax are
recognized in profit or loss except to the extdmdttthey relate to a business
combination, or items recognized directly in equdy in other comprehensive
income

Current tax is the expected tax payable or rebévan the taxable income or loss
for the year, using tax rates enacted or substgtenacted at the reporting date,
and any adjustment to tax payable in respect ofipue years. Current tax payable
also includes any tax bility arising from the declaration of dividen

Deferred tax is recognized in respect of tempodiifgrences between the carrying
amounts of assets and liabilities for financialaipg purposes and the amounts
used for taxatiolpurpose:

Deferred tax is not recognized 1

Temporary differences on the initial recognition adsets or liabilities in a
transaction that is not a business combinationthataffects neither accounting
nor taxable profit or los

Temporary differences related to investments irsilidries and jointly controlled
entities to the extent that it is probable thaytivdl not reverse in the foreseeable
future; ani

Taxable temporary differences arising on the ihigaognition of goodwill.

Temporary differences related to investments irsilidries and jointly controlled
entities to the extent that it is probable thaytivdl not reverse in the foreseeable
future; an

Taxable temporary differences arising on the ihigaognition of goodwill.

Deferred tax is measured at the tax rates thatgpected to be applied to temporary
differences when they reverse, using tax ratestedamr substantively enacted at the
reporting date

Deferred tax assets and liabilities are offsttdfre is a legally enforceable right to offset
current tax liabilities and assets, and they rdlatexes levied by the same Tax Authority
on the same taxable entity, or on different taxiest but they intend to settle current tax
liabilities and assets on a net basis or theirdssets and liabilities will be realized
simultaneousl
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

U.S. Dollars in thousands

NOTE 2C -

SIGNIFICANT ACCOUNTING POLICIES (cont.)

Taxes (cont.)

Since there is uncertainty in regard to existesfcexable revenues in the near future, a
deferred tax asset was not recogni

A deferred tax asset is recognized for unusedldages, tax credits and deductible
temporary differences to the extent that it is phwb that future taxable profits will be
available against which they can be utilized. Drefétax assets and liabilities are reviewed
at each reporting date and are reduced to the tetkizinit is no longer probable that the
related tax benefit (taxes on income) wil realized

Basic and Diluted Earnings per Share

Basic earnings per share are computed based evetbbted average number of common
shares outstanding during each year.

Diluted earnings per share are computed based ®nwviighted average number of
common shares outstanding during each year, plusivei potential common shares
considered outstanding during the ye

Statement of cash flows

The statement of cash flows from current operatispresented using the indirect method,
whereby interest amounts paid and received by tlesare included in the cash flows
in current operatiot.

Dividend distribution
Dividend distribution to the Company's sharehdadsrrecognized as a liability in the
Group's financial statements in the period in which dividends are approved by the
Group's shareholde

Segment reporting

Segment results that are reported to the CEO decitems directly attributable to a
segment as well as those that can be allocatedreasanable basis. Unallocated items
comprise mainly corporate assets, head office esggeand ta
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

U.S. Dollars in thousands

NOTE 2C - SIGNIFICANT ACCOUNTING POLICIES (cont.)

w.

New standards, interpretations and amendmentadopted by the Group

The accounting policies adopted in the preparatibrthe consolidated financial
statements are consistent with those followedérptteparation of the Group’s annual
consolidated financial statements for the year érddeDecember 2017, except for the
adoption of new standards effective as of 1 Jan2aiy.

The Group has early adopted IFRS 16 as follows:

The Group has applied IFRS 16 using the modifiddospective approach and
therefore the comparative information has not besstated and continues to be
reported under IAS 17 and IFRIC 4. The detailsamoanting policies under IAS 17
and IFRIC 4 are disclosed separately if they afferéint from those under IFRS 16
and the impact of changes is disclosed as follows:

Significant accounting policy

Policy applicable from 1 January 2018:
At inception of a contract, the Group assesseshenetcontract is, or contains, a lease.
A contract is, or contains, a lease if the contcactveys the right to control the use of
an identified asset for a period of time in excheafug consideration. To assess whether
a contract conveys the right to control the usanatientified asset, the Group assesses
whether:
the contract involves the use of an identified &sdhis may be specified explicitly
or implicitly and should be physically distinct mFpresent substantially all of the
capacity of a physically distinct asset. If the @igr has a substantive substitution
right, then the asset is not identified;
the Group has the right to obtain substantiallypfthe economic benefits from use
of the asset throughout the period of use; and
the Group has the right to direct the use of tlsetag he Group has this right when
it has the decision-making rights that are mostvaht to changing how and for what
purpose the asset is used. In rare cases whedeti®on about how and for what
purpose the asset is used is predetermined, thep@as the right to direct the use
of the asset if either:
the Group has the right to operate the asset; or
the Group designed the asset in a way that predigies how and for what purpose
it will be used.
This policy is applied to contracts entered intogltanged, on or after 1 January 2018.
At inception or on reassessment of a contract ¢batains a lease component, the
Group

allocates the consideration in the contract to éa&ée component on the basis of their
relative stand-alone prices. However, for the Isaddand and buildings in which it is
a lessee, the Group has elected not to separatlease components and account for
the lease and n-leasicomponeni as a single lease compon
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NOTE 2C -

SIGNIFICANT ACCOUNTING POLICIES (cont.)

W.

New standards, interpretations and amendmentadopted by the Group (cont.)
Policy applicable before 1 January 2018

For contracts entered into before 1 January 20148 Group determined whether the

arrangement was or contained a lease based osgbesaent of whether:

o fulfilment of the arrangement was dependent orudeeof a specific asset or assets;
and

¢ the arrangement had conveyed a right to use tle¢ #gsarrangement conveyed the
right to use the asset if one of the following waet:

e the purchaser had the ability or right to operdte &asset while obtaining or
controlling more than an insignificant amount af thutput;

o the purchaser had the ability or right to contrboygical access to the asset while
obtaining or controlling more than an insignificambount of the output; or

¢ facts and circumstances indicated that it was rertiatt other parties would take
morethan an insignificant amount of the output, Bredprice per unit was neither
fixed per unit of output nor equal to the currerdrket price per unit of output.

As a lessee

The Group recognizes a right-of-use asset and aeldmbility at the lease
commencement date. The right-of-use asset is llgitimeasured at cost, which
comprises the initial amount of the lease liabiéifjusted for any lease payments made
at or before the commencement date, plus anyliditiect costs incurred and an estimate
of costs to dismantle and remove the underlyingtamsto restore the underlying asset
or the site on which it is located, less any leasentives received.

The right-of-use asset is subsequently depreciaed) the straight-line method from

the commencement date to the earlier of the etfteaiseful life of the right-of-use asset
or the end of the lease term. The estimated udefes of right-of-use assets are

determined on the same basis as those of propatgguipment. In addition, the right-

of-use asset is periodically reduced by impairnhesges, if any, and adjusted for certain
remeasurements of the lease liability.

The lease liability is initially measured at thegent value of the lease payments that
are not paid at the commencement date, discousiad the interest rate implicit in the
lease or, if that rate cannot be readily determitieel Group’s incremental borrowing
rate. Generally, the Group uses its incrementablng rate as the discount rate.

Lease payments included in the measurement of ébeel liability comprise the

following:

o fixed payments, including in-substance fixed paytsen

e variable lease payments that depend on an indexate, initially measured using
the index or rate as at the commencement date;

e amounts expected to be payable under a residus galarantee; and

¢ the exercise price under a purchase option thaBGtbep is reasonably certain to
exercise, lease payments in an optional renewa@érthe Group is reasonably
certain to exercise an extension option, and pesdtir early termination of a lease
unless the Group is reasonably certain not to teataiearly.
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NOTE 2C - SIGNIFICANT ACCOUNTING POLICIES (cont.)

w.

New standards, interpretations and amendmentgdopted by the Group (cont.)
The lease liability is measured at amortized cestgithe effective interest method. It is
remeasured when there is a change in future leagagnts arising from a change in an
index or rate, if there is a change in the Grogssmate of the amount expected to be
payable under a residual value guarantee, or if@Gleup changes its assessment of
whether it will exercise a purchase, extensioreantnation option.

When the lease liability is remeasured in this vaagprresponding adjustment is made
to the carrying amount of the right-of-use assetsarecorded in profit or loss if the
carrying amount of the right-of-use asset has Ibeduced to zero.

The Group presents right-of-use assets that doneett the definition of investment
property in ‘property, plant and equipment’ and skealiabilities in ‘loans and
borrowings’ in the statement of financial position.

Short-term leases and leases of low-value assets

The Group has elected not to recognize right-ofassets and lease liabilities for short-
term leases of machinery that have a lease tert@ afonths or less and leases of low-
value assets, including IT equipment. The Groupogeizes the lease payments
associated with these leases as an expense @ighistine basis over the lease term.

In the comparative period, as a lessee the Grdagsified leases that transfer
substantially all of the risks and rewards of oveh@y as finance leases. When this was
the case, the leased assets were measured initfadly amount equal to the lower of
their fair value and the present value of the mimmease payments. Minimum lease
payments were the payments over the lease ternmhind¢ssee was required to make,
excluding any contingent rent.

Subsequently, the assets were accounted for irrdamoee with the accounting policy
applicable to that asset.

Assets held under other leases were classified pasating leases and were not
recognized in the Group’s statement of financiakifpon. Payments made under
operating leases were recognized in profit or tss straight-line basis over the term
of the lease. Lease incentives received were réoegras an integral part of the total
lease expense, over the term of the lease.

Under IAS 17

In the comparative period, as a lessee the Groapsified leases that transfer
substantially all of the risks and rewards of ovehgy as finance leases. When this was
the case, the leased assets were measured ingiadly amount equal to the lower of
their fair value and the present value of the mimmease payments. Minimum lease
payments were the payments over the lease ternththdéssee was required to make,
excluding any contingent rent.

Subsequently, the assets were accounted for indanoee with the accounting policy
applicablito that asse
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NOTE 2C - SIGNIFICANT ACCOUNTING POLICIES (cont.)

w.

New standards, interpretations and amendmentadopted by the Group
Assets held under other leases were classified pasating leases and were not
recognized in the Group’s statement of financiakifpon. Payments made under
operating leases were recognized in profit or ss straight-line basis over the term
of the lease. Lease incentives received were réoegras an integral part of the total
lease expense, over the term of the lease.

As a lessee
'Property, plant and equipment’ comprise ownedlaaded assets that do not meet the
definition of investment property.

The Group leases assets including buildings angthesh Information about leases for
which the Group is a lessee is presented below.

Right-of-use assets

Propert Vehicles Total
Balance at January 1, 2( 15¢ 8C 23¢
Additions during the ye. - 58 58
Depreciatiorcharge for th yeal (80) (38) (118)
Balance at December 31, 2( 79 10C 17¢

Lease liabilities
Maturity analysis — contractual undiscounted céslvd

Less than one ye 13C
One to five yeal 72
Total undiscounted lease liabilitiesDecembe 31, 201¢ 20z

Lease liabilities included in the statement of ficial position at December 31, 2018

Curren 124
Non-curren 7C
Total lease liabilities eDecembe 31, 201¢ 194

Amounts recognized in profit or Ic
Interest on lease liabiliti 9

Amounts recognised in statement of cash flows
Total cash outflow for leas (109)
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NOTE 3A- OTHER ACCOUNTS RECEIVABLE
December 31

2018 2017
Government institutior 76 101
Prepaid expens 11 -
87 101

NOTE 3B - TRADE RECEIVABLES, NET
December 31

2018 2017
Group receivable 1,94¢ 1,82(
Net of allowance for doubtful
account (48) (48)
1,897 1,772

NOTE 4 - INVENTORIES
December 31

2018 2017
Raw material 1,49 97¢
Finished gooc 53¢ 50€
2,02t 1,48¢

See alsNote13.

NOTES5- SHORT-TERM BANK DEPOSIT

The deposit sums of $60 and $55 for the years efmémber 31, 2018 and 2017,
respectively, serve as a security deposit for neyey of long-term bank loans. In
accordance with terms of the loans, the deposstdates approximately 10% of the loans'
original principal. The deposit beayeally interest at the rate of 1
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NOTE 6 -

Cost:

Balance as of
January 1 2(8
Additions during
the yea

Balance as of
December 3:2018

Accumulated
Depreciation:
Balance as of
January 1 2(8
Depreciation
during the ye:
Balance as of
December 31 2(8

Net book value as

of December 31
2018

PROPERTY, PLANT AND EQUIPMENT, NET

Right-of-use assetg*

Balance at January 1, 2(
Additions during the ye:
Depreciation charge for the yi
Balance at December 31, 2(

Office
Computers Furniture
and and Laboratory Leasehold
Software Equipment Equipment Improvements Vehicles* Total
17¢€ 11¢ 6€ 49 242 651
15 - 91 3 - 10¢
191 11¢ 157 52 242 760
13¢€ 71 62 6 73 34¢
14 8 7 5 36 70
15C 79 69 11 10¢ 41€
41 39 88 41 13: 34z
Property Vehicles* Total

15¢ 8C 23¢

- 58 58

(80) (38) (118

79 10C 17¢

* See also Note 11.
** See also Note 2Cw
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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NOTE 6 -

Cost:

Balance as of
January 1 2(7
Additions during
the yea

Decreas

Balance as of
December 31 2(7

Accumulated
Depreciation:
Balance as of
January 1 207
Depreciation
during the yee
Decreas

Balance as of
December 31 2(7

Net book value as
of December 31
2017

PROPERTY, PLANT AND EQUIPMENT, NET (cont.)

Office
Computers Furniture
and and Laboratory Leasehold
Software Equipment Equipment Improvements Vehicles* Total

16¢ 11€ 6€ 8C 24z 672

8 2 - 48 85 144

- - (80) (85) (165

17¢ 11€ 6€ 4¢ 24z 651

12t 63 58 42 81 36¢

11 8 4 44 35 10z

- - - (80) (43) (123

13€ 71 62 6 73 34¢

4C 47 4 43 16¢ 302

* See also Note 11.
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NOTE 7 - INTANGIBLE ASSETS, NET
Total
Cost:
Balance as of January2018 4,20z
Additions during theyeal 25€
Balance as of December 31 2018
4,45¢

Accumulated Amortization:
Balance as of January 1 :8 (1,543
Amortization during the year

434
Balance as of December 31 2018
(1,977
Accumulateclmpairment ofasset (202,
Net book value as of December 31
2018 2,27¢
Total
Cost:
Balance as of January 1 27 3,93¢
Additions during the ye 264
Balance as of December 31 2017
4,20:
Accumulated Amortization:
Balance as of January 17 (1,135
Amortization during the ye (408
Balance as of December 31 2017
(1,543
Accumulatecimpairment of asse (202,
Net book value as of December 31

2017 2,457

The expenditure capitalized includes the cost deneds and direct labor that are directly
attributable to preparing the assets for theimdéezl use. Other development expenditure
is recognized in profit or loss as incurred.

Capitalized development expenditure is measuramsit less accumulated amortization
and accumulated impairment losses.

Amortization is calculated using the straight-lmethod over the estimated useful lives of
the assets: ten years.

See also Note 2C g and Note 2C k.
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NOTE 8 -

TAXES ON INCOME

a.

b.

Israeli taxation

1.

The Israeli corporate tax rate in 2018 is 23% fain 2017 was 24%.

On December 22, 2016 the Knesset plenum passdectromic Efficiency Law
(Legislative Amendments for Achieving Budget Objees in the Years 2017 and
2018) — 2016, by which, inter alia, the corporate rtate would be reduced from
25% to 23% in two steps. The first step was ta@ob24% as of January 2017 and
the second step was to a rate of 23% as of JaR048;

Tax Benefits from the Encouragement of Capital Invetments Law,

1959 ("The Encouragement Law")

Starcom Israel presents its financial statemerttset tax authorities as an Approved
Enterprise. In the framework of the Law for Chaong@riorities, an increase in tax
rates was approved, commencing with 2014 and tfierean revenues from an
approved enterprise, as stated in the Encouragetont for an approved
enterprise. An eligible company in Development Afewas entitled to a tax rate
of 9% during 2015. During 2016 an amendment tdetvavas confirmed according
to which an eligible company in Development Areasfentitled to a tax rate of
7.5% as of 2017.

In an area that is not Development Area A, the & will be 16%.

Concurrently, the tax rate on a dividend, for disttion from January 1, 2014, the
source of which is preferred income as stateddér&thcouragement Law, is 20%.
Starcom lIsrael is subject to a tax rate of 16%Heryear 2018.

Income Tax audit

The company completed its tax audit process feryhars 2013-2017 and agreed
to pay a total amount of NIS 334 ($89) to the IEfB&x Authorities. The initial tax
authorities assessments based on judgement far 648-2014 was NIS 7,285.

Starcom Israel has carryforward operating tessds of approximately NIS 29
million as of December 31, 2018 (NIS 20 millioncd¥ecember 31, 2017). As for
deferred tax assets see Note 2C(r).

Starcom Israel has been assessed by the Incomfutlaorities up to and including
the yeai201%.

Jersey taxation
Taxable income of the Company and Starcom Jersaybject to tax at the rate of zero
percent for the years 2018 and 2017.

Detail of tax income:
Since the recording of a deferred tax asset istdiunto the amount of deferred tax
liabilities, no deferred tax income was recorde@048.
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NOTE 9 - OTHER ACCOUNTS PAYABLE
December 31

2018 2017
Employees and payroll accru 25k 24z
Income ta)(See also note 8¢ 89 -
Accrued expens and notes pzble 28 9
372 251
NOTE 10 - LONG-TERM LOANS FROM BANKS, NET OF CURREN T MATURITIES
1. Composition December 31
2018 2017
Long-term liability 94 434
Less: current maturitie (44) (279
5C 15¢

2. Aggregate maturities of long-term loans for gesarbsequent to December 31, 2018

are as follows
Amount
First yea 44
Second ye: 36
Third yea 14
Fourth and Fifth yea -
94
3. Additional information regarding loi-term loans
Amount Annual
Date Received Received NIS Interest Loan Terms and Interest Payment
Loan # (U. S. dollars) Rate Maturity Dates Terms
1. January 22, 2014 1,900 ($ 507) Prime + 55 equal monthly installments Monthly
1.8% including principal and interest commencing 22
February 201
2. June 6, 2016 400 ($ 107) Prime + 60 equal monthly installments  Monthly
0.9 including principal and interest commencing 20
July 201¢
3. June 3, 2018 150 ($40) Prime + 36 equal monthly installments Monthly
3.85 including principal and interest commencing 20
Marct 2018

NOTE 11 - CHARGES

1.  Afirstclass current general charge in faviaa bank was placed on all Starcom Israel's
asset: See also Not23(2)

2. A charge in favor of a bank was placedStarcom Israel'vehicles
3.  Afirst clast charge in favor of a bank was placedStarcom Israel bank accoun

4.  Afirstclass floating charge in favor of an Isidenk was placed on all Starcom Israel's
assetalong withnegative pledge.See also Note 2
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NOTE 12 -

a.

EQUITY

Composition — common stock of no par value, isaretloutstanding 293,449,513 shares and
240,409,513 shares as of December 31, 2018 andvibece31, 2017, respectively.

A share from the Company grants to its holder ptights, rights to receive dividends and
rights to net assets upon dissolut

Issue of Shares and Mobilization of Capital
Regarding issuance of shares during the reportad gyee Note 1a.
Share-based payment

The following table lists the number of share opsi@nd the exercise prices of share
options during the current year:

2018 2017
Weighted Weighted
average average
Number of exercise Number of exercise
options price options price
£ £

Share options outstanding at

beginning of yes 32,729,64 0.041 7,574,033 0.09z
Share options granted during the yeat0,500,000 0.033 25,155,614 0.025
Options & Warrants Exercised during

the yea (4,440,001 0.02¢ - -
Options & Warrants Expired during

the yea (5,29:,167) 0.0¢€ - -
Share options outstanding at end of
yeal 33496,48( 0.037 32,72¢,647 0.041

Share options exercisable at end of
year 14,949,640 0.046 15,835,967  0.055
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NOTE 12 - EQUITY (cont.)

d.

Share-based payment (cont.)

1. During July 2016, the Company issued to its dinectand senior management
4,400,000 Options for purchase of 4,400,000 of Camgpshares at exercise price of
0.05£ per share. The following table list the irgptiatthe Black and Scholes model used
for the grants:

Directors and

Senior
Management Directors

Fair value at the

measurement date £0.0198 £0.0198
Quantity 2,400,001 2,000,001

Dividend Yield (%) - -

Expected Volatility (%) 78.6 78.6
Risk-free interest rate (%) 1.188 1.188
Share price £0.02875 £0.02875
Vesting period (year 1-3 1-2

Expiration period (year 1C 10

Total expenses recorded in regard to these Opiiotise statement of comprehensive
income for the years 2018 and 2017 amounted toh$idsand and $65 thousand,
respectively.

2. During June 2017, the Company issued to its direcémd senior management
16,093,680 Options for purchase of 16,093,680 ah@any shares at exercise price
of £0.025 per share. The following table list thelits to the Black and Scholes
model used for the grants:

Directors and

Senior

Management Directors
Fair value at the measurement
date £0.0171 £0.0183
Quantity 12,070,26 4,023,42
Dividend Yield (%) - -
Expected Volatility (%) 78.6 78.6
Risk-free interest rate (%) 1.188 1.188
Share price £0.01625 £0.01625
Vesting period (year 0.5-1.t 0.5-1.t

Total expenses recorded in regard to these Optiotise statement of comprehensive
income for the years 2018 and 2017 amounted to $1@3sand and $109 thousand,
respectivel.

3. During June 2017, together with the placing of @ady Shares, the Company issued
warrants over new Ordinary Shares on the basisiefvearrant for every 5 placing
shares (Total amount of warrants issued — 8,66%,68&rcisable at the price of
£0.025, per ordinary share and will expire twelvenths following admission of the
placing shares to trading on the AIM, see also ta®& The remaining warrants were
expired during the year.
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NOTE 12-  EQUITY (cont.)

d. Share-based payment (cont.)

4. During April 2018, the Company granted to its dioes and senior management
Options to subscribed for 10,500,000 shares akarctise price of £0.0325 per
share. The following table list the inputs to thedk and Scholes model used
for the grants.

Directors and

Senior
Management Directors
Fair value at the measurement date £0.019 £0.019
Quantity 6,000,00! 4,500,00!
Dividend Yield (%) - -
Expected Volatility (%) 76.8 76.8
Risk-free interest rate (%) 1.4 1.4
Share price £0.02625 £0.02625
Vesting period (year 1-3 1-2
Expiration period (year 1C 10

Total expenses recorded in regard to these Optionghe statement of
comprehensive income for the reported period aneali®90 thousand.

NOTE 13 - COST OF SALES
Year Ended December 31,
2018 2017
Purchases and otl 3,682 3,181
Amortization 434 40¢
Increase irinventory (540) (229
3,57¢ 3,36(

NOTE 14 - GENERAL AND ADMINISTRATIVE EXPENSES
Year Ended December 31,

2018 2017
a. Salaries and related expenses (see

also Note 18d) 1,163 1,082
Office rent and maintenar 23€ 21¢
Car maintenant 13¢ 125
Professional services | 694 34C
Doubtful accounts and bad de 4 66
Depreciatiol 18¢ 10z
Othel - 26E
2,42¢ 2,19¢

(1) Including share based payment to directors ancbseminagement in the
amounts of $220 and $174 thousand for the yearesdeDdcember 31, 2018
and 207, respectively See also Note2d.
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NOTE 14 - GENERAL AND ADMINISTRATIVE EXPENSES (cont .)

b. Average Number of Staff Members by Category:
Year Ended December 31,

2018 2017

Sales and marketil 6 6
Research and developm 3 4
General and administrati 15 12
24 22

NOTE 15 - OTHER INCOME (EXPENSES)
Year Ended December 31,

2018 2017

Capitalgair from sale of fixed asse - 19
Other incom 7 3
Termination of Starcom Ameri (38) -
(32) 22

NOTE 16A - FINANCE INCOME
Year Ended December 31,

2018 2017
Exchange rate differenc | 30z 41
NOTE 16B - FINANCE COSTS
Year Ended December 31,
2018 2017
Exchange rate differenc (80) (24%)
Interest to banks and oth (74) (121)
Interest to related parti (15) (33
Bank charge (80) (83
Interest tcsupplier: (2) (20
_______ (259 (302
Net financelncome cost) 51 (461)
NOTE 17 - EARNINGS PER SHARE

Weighted average number of shares used in complodisig and diluted earnings per

shae:
Year Ended December 31,
2018 2017
Number of share 272,694684 187,031,67
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NOTE 18 - RELATED PARTIES

a.

The related parties that own the controlling sharébe Group are:
Mr. Avraham Hartman (9.2%), Mr. Uri Hartman (9.8%f;. Doron Kedem (9.8%).

Shor-term lkalance: December 31
2018 2017
Credit balance (629 (525
Loans 48 (188
(581 (713

Shareholders' credit balances are linked to the Nexel Shekel ("NIS™). Loans from
shareholders accri4% annue interest.

Transaction: Year Ended December 31,
2018 2017

Key management compensation:

Total salaries and related expenses

for shareholde 358 465

Total share-based payment 127 174

Directors and the shareholders of the Group ark eatitled to benefits, in addition
to salaries, that include a vehicle, meals, callyphones and a professional
enrichment fund. Concurrently, the Group depositstiiem amounts in a restricted
benefit plan for implementation upcompletion of their employmel

NOTE 19- FINANCIAL INSTRUMENTS AND MANAGEMENT OF FINANCIAL R ISKS

a.

Financial Risk Factors:

The Group's operations expose it to a variety médrfcial risks, including: marke
currency, credit and liquidity risks. The compresiga Group plan for risk
management focuses on the fact that it is not plesso predict financial market
behavior and an effort to minimize possible negag¥fects on Company financial
performance

In this Note, information is stated in regari Group exposure to each of the ri
abovementioned and the handling of these riskk Rianagement and capital are
handled by the Group management that identifiesegatliates financial risl

1) Exchange rate risk
Group operations are exposed to exchange rate aisgsmg mainly fron
exposure of loans that are linked to the NIS franls,supplies and others

2) Credit risk
Credit risks are handled at the Group level. Thesdes arise from cash al
cash equivalents, bank deposits and unpaid redeiabances. The Group
settled a credit insurance with one of the biggestlit insurance companies
worldwide and manage its credit risk accordinglpas and cash equivalent
balances of the Group are deposited in an Israslk bGroup management is
of the opinion that there is insignificant credskrregarding these amout
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NOTE 19-

3)

Liquidity risks
Cautious management of liquidity risks requires there will be sufficien

amounts of cash to finance operations. Group maneagecurrently examines
projections regarding liquidity surpluses derivifgpm cash and cash
equivalents. This examination is based on projectesth flows, in accordance
with procedures and limitations determined by theup.
Short loan covenants compliance is closely monitoby the financial
departmer.

FINANCIAL INSTRUMENTS AND MANAGEMENT OF FINANCIAL R

b. Linkage terms of financial instruments:

ISKS (cont.)

Group exposure to Index and foreign currency ribksed on par value, except
derivative financial instruments is as follows:

December 31, 2018

NIS U.S. Dollar GBP Euro Total
Variable
Unlinked Interest Unlinked
Financial Assets:
Cash and cash equivalents 8 - 55 24 2 89
Short-term deposit - 60 - - - 60
Trade receivables. net 492 - 1,100 8 297 1,897
Other accounts receivable 87 - - - - 87
Financial Liabilities:
Short-term bank credit - (28) - - - (28)
Short term bank loans - (462) - - - (462)
Trade payables (994) (360) (52) (6) (1,412)
Other accounts payable (340) - (32) - - (372)
Leasehold liabilities - (194) - - - (194)
Related parties - (581) - - - (581)
Long-term loans from banks - (94) - - - (94)
(747) (1,299) 763 (20) 293 (1,010)
December 31, 2017
NIS U.S. Dollar GBP Euro Total
Variable
Unlinked Interest Unlinked
Financial Assets:
Cash and cash equivalents 12 - 78 - 3 93
Short-term deposit - 55 - - 55
Trade receivables, net 383 - 1,287 13 89 1,772
Other accounts receivable 101 - - - - 101
Financial Liabilities:
Short-term bank credit - (227) - - - - (227)
Trade payables (988) (470) (32) (32) (1,522)
Convertible unsecured loans - (131) - - - (131)
Other accounts payable (247) - (4) - - (251)
Related parties - (713) - - - (713)
Long-term loans from banks - (434) - - - (434)
(739) (1,319) 760 (19) 60 (1,257)

46



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

U.S. Dollars in thousands

NOTE 19-

NOTE 20 -

FINANCIAL INSTRUMENTS AND MANAGEMENT OF FINANCIAL RISKS (cont

b.

Linkage terms of financial instruments: (cont.)

Analysis of Sensitivity to Changes in the Exchangrate of the U.S. Dollar
Against the NIS:

5% Increase in 5% Decrease ir
Exchange Rate Exchange Rate
For the Year Ende
December 3:
2018 (203) 10z
2017 (103 10z

Analysis of Sensitivity to Changes in the Exchangeate of the U.S. Dollar
Against the Euro:

5% Increase in 5% Decrease ir
Exchange Rate Exchange Rate
For the Year Ende¢
December 3:
2018 15 (15)
2017 3 3

Analysis of Sensitivity to Changes in the Exchangeate of the U.S. Dollar
Against the GBP:

5% Increase in 5% Decrease ir
Exchange Rate Exchange Rate
For the Year Ende¢
December 3:
2018 Q) 1
2017 Q) 1
Fair value

As of December 31, 2018, there was no differ between the carrying amount &
fair value of the Company's financial instrumemigttare presented in the financial
statements not at fair value.

Convertible unsecured loais
During the reported year, all convertible unsecuoags were fully repaic

SHORT-TERM LOANS

During August 2018, Starcom Israel signed a loaeemgent with an Israeli bank in order

to receive loans and credits in an aggregate pd@heimount that will not exceed NIS 2.4

million (hereinafter — "the Loan").

The loan will bear annual interest in the amourRimine + 3.4%, calculated and payable on
a monthly basis, to be repaid after a year.

In the framework of the financial agreement thaswsagned, the Company obligated to
maintain financials covenants in regard to the @so&BITDA and AQR ratio, as defined
in the agreement, that are examined on a montisigba

As of December 31, 2018, the Company complied whign abovementioned financial
covenants.

In regard to charges, salsoNote11(4)
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NOTE 21- CUSTOMERS AND GEOGRAPHIC INFORMATION

a. Major customers’ data aspercentage of total sales to unaffiliated custor

Year Ended December 31,

2018 2017 2016
Customer / 12% 15% 5%
Customer | 8% 8% 5%
Customer ¢ 5% 7% 5%

b. Breakdown of Consolidate Sales to unaffiliated Customers according
Geographic Regior

Year Ended December 31,

2018 2017 2016
Latin Americe 11% 13% 16%
Europe 16% 19% 17%
Africa 22% 27% 38%
Asia 8% 14% 14%
Middle Eas 32% 24% 14%
North Americ: 11% 3% 1%
Total 100% 100% 100%

NOTE 22- SEGMENTATION REPORTING

The Groughastwo main reportable segments, as detailed b

Reported operating segments incluHardware aniSAS.

For each of the strategic divisions, the Group'®©eviews internal management repc
on at least a quarterly ba:

There are no int-segment sale<dnformation regarding the results of each repog
segment is included below. Performance is meashesgd on segment gross profit
included in the internal management reports that raviewed by the Group's CEO.
Segment profit is used to measure performance asagement believes that such
information is the most relevant in evaluating tesults  certain segmenti

Segment information regarding the reported seds:

Hardware SAS
Year Ended
31.12.2018:
Segment revenu 3,95¢ 2,03t
Cost of sale (3,322 (254
Gross profit 637 1,781
Year Ended
31.12.2017:
Segment revenu 3,71¢ 1,72¢
Cost of sale (3,166 (194
Gross profit 54¢ 1,531
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NOTE 23 - EVENTS DURING THE REPORTED PERIOD

1. The company appointed Allenby Capital Limited as @ompany's new nominated
adviser and joint broker.

2. The company agreed with one of the Israeli's bamksrminate two first class current
general charges as provided previously as a péongfterm loans.
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