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March 30, 2014

CHAIRMAN’'S STATEMENT

Overview

| am pleased to report further operational improsets and sales growth for Starcom, following arsiro
second half performance, with revenues of $5.5m.aNeed 2013 with total sales for the year of $9m
compared to $8m for the previous year. As refetoeth more detail below, revenue would have beem $1
higher but for the unfortunate events in the Ule@airhich resulted in a long-standing customer beimaple

to honour his contract with us. This event alsoanipd our bottom line and, therefore, we reporveet
profit after taxation of $0.7m compared with $1.8m 2012. Further, our 2013 profits were also impédc

by certain one off, non-recurring costs totallifg8%,000 and exchange rate losses of $439,000. Vwéwwe
we were pleased to see gross margins increasétocbfpared with 52% in 2012, proving the success of
our business model.

To ensure sufficient resources to successfully @ment our strategy for the coming year, it was aksgtito
raise further capital in the London market in Felopl2014. A total of £2m was raised by a placing&Bm
shares at a price of 15p. The Board is confideat these additional resources will enable growth to
continue as planned, including an increase in sugtaff to help facilitate the anticipated evodutiof the
business.

Operational Review

The Company continued to promote its main prodinttsthe global markets and, during 2013, we reldas
updated versions of two of our products, as wedddio stay ahead of our competitors. We have nautbe
improving the build and technical abilities of Wlatock and should release WatchLock 2 in 2015.

We are pleased to report that Starcom increasedutmber of companies with which it works and ormst|
one customer in the year, further details of wharle provided in the Helios section below. We are
determined to be very selective of who we use stsillition partners at this early stage in our tgwaent,

as we are focused on building a strong and reliphttner pipeline, which will see us become a mucie
competitive company in the future.

Unit Sales for the year were as follows:

Product 2013 2012 % Change

Helios 29,88¢ 45,35¢ (34)%

WatchLocl 16,63" 5,87¢ 183%

Triton 1,27¢ 57 2,142%

Kylos 484 164 195%
Watchlock

Unit sales of WatchLock were ahead of expectatimitis sales of over 16,000 units during the yearl@0
5,879). A higher proportion was sold by the Compdimgctly to the end user, rather than throughoitst
venture partner, Mul-T-Lock and this naturally fésd in a higher revenue contribution to the Conypdm
its first full year of sales since the product'stial launch in 2012 the WatchLock has now becoime t



largest contributor to the Company’s revenues. &sithe start of 2014 our partners in this projecteha
reorganised their approach to the marketing of Waick and are now actively embracing the product
across all their globally recognised brand namesimvitheir group. A major launch of the product was
initiated in the UK in February 2014 and a simikurnch will follow in the USA later in the year.

As was reported on 21 March 2014, a major purcleader for 4,000 units, which had been previously
included in sales for the year, has been impacyetido events in Ukraine. The Company has workeld wit
local distributor in that country for many yearst unfortunately the current political and economic
turbulence has changed the relationships previcusly by that distributor, in particular with gownenent
agencies which were purchasing the products. Aaugiydthe Company has decided to cancel the ondér a
now has possession of all the units which will blel $n due course to other customers.

Helios

As already announced unit sales of Helios, theckehiacking system, were lower than expected agick w
mainly impacted by the decision taken by the Corgpemn cease trading with one of its large South
American distributors due to concerns about thamrfcial viability. A total of approximately 30,0Qhits
were sold during the year (2013: 45,000). In addithe Directors decided to maintain prices infdee of
increased market competition, thus maintaining mabgit with lower sales. The Company feels thas thi
strategy is the correct course to take, espedalliywing the release, at the end of 2013, of a geweration

of Helios products. This lower cost and much smallgt, called the Helios TT also addresses, ferfiist
time, the motorcycle market. Although we are siillan early stage in promoting Helios TT, the ahiti
reaction from the market has been positive.

Triton

We are pleased with the release for commerciaintesif the Triton 2. This product, which provides a
simple and effective way to track and monitor freigontainers in transit, and which now has thétgho
monitor temperature and humidity, is being fielgtéel by a major pharmaceutical company. Although w
are still in the early days of testing and it idikely that sales for 2014 will be of significanage have been
informed that it is being well received by the metriand we are confident that Triton 2 will widere th
market opportunities available to us by entering fbhod and pharmaceutical industries. In 2013 the
Company sold 1,278 units of Triton 1.

Kylos and Rainbow

This device is designed to track merchandise osgmetl goods. The Directors believe it is the warld’
smallest tracking device that contains light, terapee, humidity and location detectors. Custonses
currently testing the product for a variety of apglions. Commercial sales are not expected ta stil
2015.

Despite some promising sales leads for the Raintsalgs for 2013 were slow and did not contribute
materially to revenues. The directors have takerdtrtision to focus on their more established prtsdior
2014 and will review the prospects for the Rainbater in the year but in the meantime do not godites
meaningful revenues from the product in the curfiaaincial year

Starcom Online

At 31 December 2013 there were 43,787 (2012: 50,06@istered subscribers to Starcom Online, the
Company’s web application for online fleet and assanagement. Since a large number of sales obsleli
and WatchLock took place towards the end of 2048,impact on revenues from online customers will no
be felt, in any meaningful way, until later in 2014

Financial Review
We recorded a very strong second half with salesvef $5.5m compared to $3.5m for the first halfref

year in line with the release of new products aew mersion of existing products as well as bettaction
with some of our distributors.



As indicated above, the gross margin for the ybamwed an increase over 2013, with final figure 6865
(2013: 52%).

Sales and marketing expenses increased followiagdhbruitment of additional staff and ancillary tsos
General and administrative costs also increasedaladditional staff and expenses related to the@my
becoming an AIM listed public company.

Our operating profit increased to $1.8m comparetth $0.6m in the first half of the year, and complate
$2m for the full year 2012.

Our net profit for the year was $0.7m compared ltmsa of $89,000 in the first half and a profitif.3m for

the full year 2012. The main impact on the profiere finance costs of which the majority were tine
costs as follows: The final settlement with Kekgigshama Ltd in respect of the early repaymenheif t
loans caused a one off expense of $340,000 anchaoE$89,000 due to the expiration of the repurehas
option. In addition, profits were impacted by tlactlation of the value attributable to optionsrdeal at the
time of the IPO. This amounted to approximately,888. Exchange losses of $439,000 were also regorde
Following a change in the employment terms of ders@nior management and due to recent changés in t
Israeli severance law, it was necessary to makeeatime provision for notional termination of $1000.

No payment was made to the employees and no clmaade in the remuneration they receive and the teffec
is to remove the need for annual provisions unsiereli law to be made in the future.

Year end trade receivables were $6.2m, mainlyctfig the increase in sales towards the end oyehe.

Outlook

The Directors expect further growth in 2014 du¢h® Company’s enlarged range of products and strong
relations with its distribution and sales partndisey are also focused on replacing the lost sakenue in
the Ukraine, either through a new customer relatign or pending a hopeful return to stability iratth
country. As in 2013, they anticipate that the migjasf our expected revenue growth in 2014 will fako
the second half of the year, due to the seasonalenaf our customers’ purchasing activities



Starcom Plc
Directors Report
for the year ended 31 December 2013

The directors present the annual report togethtdr the financial statements and auditors reporttferyear
ended 31 December 2013.

The Company was incorporated in Jersey and two Iy#o@ined trading subsidiaries; Starcom Systems
Limited and Starcom G.P.S. Systems Limited, incoapeal in Jersey and Israel, respectively.

Principal activities and review of business

The Group's principal activity is in the developrmefwireless solutions for the remote tracking,nibaring
and protection of various types of assets and peéjirther information on the results of the Gréupthe
period under review can be found in the Chairm8tésement.

Accounts production

The financial statements for the year ended 31 Dbee 2013 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

The directors were appointed in Feb 2013 and fafigwhe restructuring of the Group prior to its assion
to trading on AIM.

M Rosenberg

A Hartmann

M Bloom

E Yanuv

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 to Ierpent the provisions of the Consolidated Code.
However, the Group is committed to applying thengiples of good governance contained in the
Consolidated Code as appropriate to a Group ofdilzis. The Board will continue to review compliance
with the Code at regular intervals.

In common with other organizations of a similaiesithe 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 oesjble for formulating strategy, monitoring fingac
performance and approving major items of capitakeexiiture.

Statement of director's responsibilities

The Directors are responsible for preparing the vahrReport and the financial statements in acca®an
with applicable laws and regulations.

Company law requires the directors to prepare Grangh parent Company financial statements for each
financial year. Under that law the directors amgureed to prepare the Group and parent Companwndiah
statements in accordance with International Fireieporting Standards as adopted by the EU ("lIFRS"

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 Compaayial statements the directors are required to:
Select suitable accounting policies and then agbygyn consistently
Make judgments and accounting estimates that asonable and prudersnd

State whether they have been prepared in accordaiteelFRS as adopted by the EU subject to any
material departures disclosed and explained inptirent Company financial statements; and prepare th
financial statements on the going concern basiessrit is inappropriate to presume that the Graupthe
parent Company will continue in business.

The directors are responsible for keeping propeo@ating records which disclose with reasonableisoy

at any time the financial position of the Group graatent Company and to enable them to ensuretibat t
financial statements comply with the Companies 2@06 and Article 4 of the IAS Regulation. They have
general responsibility for taking such steps asreasonably open to safeguard the assets of thepGud
parent Company and to prevent and detect fraudtoat irregularities.

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



In determining how amounts are presented withimg$eim the income statement and balance sheet the
directors have had regard to the substance ofdperted transaction or arrangement in accordantte wi
generally accepted accounting principles or practic

So far as each of the directors is aware at the tiva 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 otmlhtave taken to make themselves aware of anyaelev
audit information and to establish that the auditme aware of that information.

Going concern

The directors have prepared and reviewed salesdst®and budgets for the next twelve months anididpa
considered these cash flows and the availabilitgtbér financing sources if required, have condutiet

the Group will remain a going concern. After thimgess and having made further relevant enquities,
Directors have a reasonable expectation that trmugsand the Company have adequate resources to
continue in operational existence for the foreskefture. For this reason, they continue to adoptgoing
concern 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 dividdelen the US Dollar and the Israeli Shekel. Thst co
of goods (components) are paid in US Dollars antigfahe operational costs such as rent and ctbefice
providers quote their fees in US Dollars. Laboustsoare paid in Israeli Shekels. The Company has
therefore a partial currency risk in the eventldraeli Shekel strengthens against the US Dollachvbould
influence the bottom line of the Group's financegults.

The Group consults with foreign currency expertarfrmain Israeli banks regarding the main financial
institutions expectations for foreign currency apeg The management reviews them carefully and will
consider with the board whether it should purcHamecial instruments sold by local banks, to peoteself
from this foreign exchange risk. There are no fai@nnstruments 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 monthlythy bank of Israel can influence the financing sastthe
Company.

Credit Risk

The Group is exposed to credit risks if its custmfail 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 ordeetluce its risk, the Group may take measures taceeits
fixed costs (labour) if performance is below the@'s expectations. The Group may conduct a pldoing
new shares of the Company to raise additional @api required when monitoring its performance, to
continue its operations.

Supplier payment policy

It is the Group's policy to settle the terms of papt with suppliers when agreeing the terms of the
transaction, to ensure that suppliers are awatigeske terms and to abide by them.

Crest

The Company's ordinary shares are eligible folesatint through CREST, the system for securitiebeto
held and transferred in electronic form rather timapaper. Shareholders are not obliged to use QRS
can continue to hold and transfer shares on pajpleowt loss of rights.

Auditors

A resolution reappointing Barzily as the Group'sliéors will be proposed at the AGM in accordancénwi
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 informatiim electronic format, please register your retjoashe
Company's Registrar's electronic database at wypitecagistrars.com. You will initially need your igoe
investor code which you will find at the top of yahare certificate. There is no charge for thisise. If

you wish to subsequently change your mind, you d@go by contacting the Company's Registrars by pos
or through their website.

If you elect to receive shareholder informationcelenically, please note that it is the sharehddder
responsibility to notify the Company of any charigetheir name, address, email address or otheacbnt
details. Shareholders should also note that, wébtmnic communication, the Company's obligatioril
be satisfied when it transmits the notificationaghilability of information or such other documexst may
be involved to the electronic address it has an filhe Company cannot be held responsible for aihyré

in transmission beyond its control any more thamait for postal failure.

In the event of the Company becoming aware thatlectronic notification is not successfully trarised,
a further two attempts will be made. In the evéat the transmission is still unsuccessful a hapy ©f the
notification will be mailed to the shareholder. tle 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 shahders should ensure that they have the apprepriat
equipment and computer capabilities sufficient fbe purpose. The Company takes all reasonable
precautions to ensure no viruses are present incamymunication it sends out but cannot accept
responsibility for loss or damage arising from tigening or use of any email or attachments from the
Company and recommends that shareholders subjeneasages to virus checking procedures prior ¢o us
Any electronic communication received by the Conyp#mat is found to contain any virus will not be
accepted.

Shareholders wishing to receive shareholder inftioman the conventional printed form will continte do
so and need take no further action.

Should you have any further questions on this,gge&mntact the Company's Registrars, Capita Ragistr
On behalf of the board,

M Rosenberg

Chairman

March 30, 2014



Jerusalem, March 30, 2014

Report of Independent Auditors
to the Board of Directors andt8ckholders of

Starcom Plc

We have audited the accompanyiconsolidate financial positiol of StarcomPlc (hereinafte - “the
Group”) as of December 31 2013 and 2012 and tretetlconsolidated statements of comprehensive
income, statement of changes in shareholders'yegni statements of cash flows for the two yeaes th
ended. These financial statements are the resjlitysitX the Starcom Pic's board of directors and
management. Our responsibility is to express aniapion these consolidated financial statementedas

our audit.

We conducted our audit in accordance with generadbyepted auditing standards in Israel, includimagée
prescribed by the Israeli Auditors’ Regulations §&ar's Mode of Performance — 1973). Those starslard
require that we plan and perform the audit to @bt@asonable assurance as to whether the financial
statements are free of material misstatement. Adit dncludes examining, on a test basis, evidence
supporting the amounts and disclosures in the fimhrstatements. An audit also includes assessiag t
accounting principles used and significant estimatade by the board of directors and managemem¢las

as evaluating the overall financial statement priegimn. We believe that our audit provides a reabte
basis for our opinion.

In our opinion, theconsolidate financial statements referred to above preseny fair all material respect

the consolidated financial position of the Groupod$ecember 31 2013 and 2012 and the consolidated
results of its operations, changes in sharehol@égpngity and cash flows for the two years then ended
conformity with international financial reportintpadards (IFRS).

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

1C



CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

U.S. Dollars in thousands

ASSETS

NON-CURRENT ASSETS:
Long-term bank deposit

Property, plant and equipment, net
Intangible assets

Repurchase option

Total Non-Current Assets

CURRENT ASSETS:

Cash and cash equivalents
Short-term deposit

Trade receivables

Other accounts receivable
Inventories

Income Tax Authorities
Deferred issuance costs
Total Current Assets

TOTAL ASSETS

EQUITY AND LIABILITIES
EQUITY

NON-CURRENT LIABILITIES:

Long-term loans from banks, net of current matesiti
Deferred tax liability

Long-term loan from non-controlling interest

Total Non-Current Liabilities

CURRENT LIABILITIES:

Short term bank credit

Short-term loans and current maturities of longrtérans from
banks

Trade payables

Other accounts payable

Short-term loan from non-controlling interest

Shareholders

Total Current Liabilities

TOTAL LIABILITIES AND EQUITY
* Reclassified.

December 31,

Note 2013 2012

- * 47
6 270 285

7 2,003 1,560
1ic - 89
________ 2273 1981
49 118
5 136 * 58
3C 6,196 3,761
3B 403 565
4 2,146 1,236
50 34
- 107
....8%0_ 5,879,
11,253 7,860
13 6491 2,738
11A 533 571
8b 210 116
11C - 303
_________ 743 990
111 80
9 354 288
3,146 2,940
10 249 162
1lc - 506
3A, 18 159 156
________ 4019 4132
11,253 7,860

The accompanying notes are an integral part oftimsolidated financial statements.

March 30, 2014

Date of Approval
of the Financial Statements

11

Eitan Yanuv -
CFO

Avi Hartmann -
CEO



CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

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

Year Ended December 31

Note 2013 2012
Revenues 9,016 8,093
Cost of sales 14 (3,952) (3,874)
Gross profit 5,064 4,219
Operating expenses:
Research and development (152) (98)
Selling and marketing (758) (299)
General and administrative 15 2,348) (1,786)
Operating profit 1,806 2,036
Finance income 16A 2 2
Finance costs 16B (1,014) (385)
Net finance costs (1,012) (383)
Profit before deferred income tax expense 794 1,653
Deferred income tax expense 8 (94) (315)
Total comprehensive income for the year 700 1,338
Attributable to :
Owners of the Company 703 1,345
Non-controlling interest 3) (7)
Comprehensive income 700 1,338
Earnings per share:
Basic and diluted earnings per share 17 0.01 91,33

The accompanying notes are an integral part oftimsolidated financial statements.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

U.S. Dollars in thousands

Capital Reserve

Balance as of January 1 2011

Receipts on account of shares (see
Note 11B

Comprehensive income for the year
Dividends distributed

Balance as of December 31 2011

Receipts (refunds) on account of shi
(see Note 11B)

Issuance to others of shares in a
subsidiary (see Note 11C)
Comprehensive income for the year

Balance as of December 31 2012

Proceeds from issued share capital, net
of mobilization costs (see Note 13c)
Exchange of Keren Hagshama shares
(see Note 13c)

Share based payment (see Note 13d)
Comprehensive income for the year

Balance as of December 31 2013

in Regard to
Receipts on Share-Based
Share Premium on Account of Payment Accumulated Non-controlling
Capital * Shares Shares Capital Reserve Transactions Earnings Interest Total
- - - - 151 - 151
- - 225 (297) - - - 28
- - - - 789 - 789
- - - - (16) - (16)
- 225 (297) - 924 - 952
28 (225) 197 - - - -
- - 474 - - 1 448
- - - - - 1,345 (7) 1,338
28 - 447 - 2,269 (6) 2,738
2,939 - - - - - 2,939
349 - (358) - - 9 -
(195) - - 309 - 114
- - - - 703 (3) 700
3,121 - 89 309 2,972 - 6,491

* Amount less than one thousand.

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

U.S. Dollars in thousands

CASH FLOWS FROM OPERATING ACTIVITIES:
Net Profit for the yee

Adjustments to reconcile net profit to net cash uskin
operating activities:

Depreciation and amortization

Interest expense and exchange rate differences
Equity settled option- based payment expense
Expiration of repurchase option

Deferred income tax expense

Capital loss

Interest to shareholders

Interest expense in regard to options

Changes in assets and liabilities:

Increase in inventories

Increase in trade receivables

Decrease (Increase) in other accounts receivable
Increase in Income Tax Authorities

Increase in deferred issuance costs

Increase in trade payables

Increase in other accounts payable

Net cash used in operating activi

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property, plant and equipment
Proceeds from sales of property, plant and equipmen
Decrease in long-term bank deposits *

Increase in short-term deposits *

Cost of intangible assets

Net cash used in investing activit

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from (Repayment of) short-term bank gredit
Short-term loan from a bank, net

Repayment from (Proceeds to) shareholders
Proceeds from receipt of long-term loans

Repayment of Put Options

Repayment of long-term loans

Consideration from issue of shares, net

Net cash provided by financing activitie

Decrease in cash and cash equivalents
Cash and cash equivalents at the beginning ofdhe y
Cash and cash equivalents at the end of the year

Appendix A — Additional Information
Interest received during the year

Interest paid during the year
* Reclassified.

Year Ended December 31,

2013 2012
700 1,338
234 184
289 212
114 -
89 -
78 315
3 -
- 2
- 28
(910) (324)
(2,442)  (2,800)
152 (364)
(12) (8)
(72)  (107)
193 938
80 60
(1,504) (526)
(81) (18)
23 -
47 119
(69) (50)
(607) (582)
(687) (531)
(97) 80
(27) (13)
3) 165
262 1,327
- (225)
(1,134) (288)
3,121 -
2,122 1,046
(69) (11)
118 129
49 118
2 2
(112) (142)

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 - GENERAL INFORMATION

a. The Reporting Entity

1. Starcom plc ("the Company") was incorporated irsdgron November 28,
2012. During February 2013 the Company signed asetagpurchase
agreement with Starcom Systems S.A., a Panamananpany that
specializes in easy-to-use practical wireless mwiatthat combine advanced
technology, telecommunications and digital data foe protection and
management of people, fleets of vehicles, contaiaad assets and engages
in production, marketing, distribution, researchd atevelopment of G.P.S.
systems.

In accordance with the agreement, Starcom SystemAs $&ld to the
Company for a nominal consideration its business$ assets, including its
holdings in Starcom G.P.S. Systems Ltd., an Is@etipany that engages in
the same field.

Subsequent to completion of the transaction, thengamy transferred to an
additional company in Jersey, Starcom Systems kahitts entire activity,

except for its holdings in Starcom G.P.S. Systents., Lfor a nominal

consideration. Thus, the Company became a holdingpany, holding 100%
of Starcom Systems Limited and approximately 97%Stdrcom G.P.S.
Systems Ltd., where Company operations are condlucte

During the reported period, the Company acquiresl mdmaining 3% of
Starcom G.P.S. Systems Ltd.

Since all the assets, liabilities and operationgehbeen transferred from
Starcom Systems S.A. to the Company, it is appatprin these Audited
Consolidated Financial Statements to present thmpaay's operations as if
the abovementioned transaction always existed,ewddjusting the capital
structure to the Company capital structure.

On February 19, 2013, the Company issued 18,783B8Bary Shares to
each of the controlling interests, pro-rata tortheidings in the Company.
On February 27, 2013 the Company's shares werettadmbd trading on
London's Stock Exchange Alternative Investment MaKKAIM") following

a successful Initial Public Offering ("IPO") raiginf2.72 ($4.09) million
before expenses, reflecting a Company valuatidiidf2 ($21.53) million.
The Company issued 13.6 million new shares at @R share to new
investors.

The Company issued upon admission an additionab0l0D0 Ordinary
Shares to a lender to the Company — “Keren HagsHania(hereinafter:
Keren Hagshama).

2 f\_dd{eas_ ot the Company’s registered oftin Jerse of Starcom Systen
imited is:
13-14 Esplanade, St Helier, Jersey JE1 1BD.

3. Address of the official company office in Israel $farcom G.P.S. Systems
Ltd. is:
33 Jabotinsky St., Migdal Hateomim 1, Ramat Gamaels

15



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

U.S. Dollars in thousands

NOTE 1 - GENERAL INFORMATION (cont.)

b. Definitions in these financial statements:

1.

w N

No o s

International Financial Reporting Standards (hexén: "IFRS") — Standards
and interpretations adopted by the Internationatodoting Standards Board
(hereafter: "IASB") that include international fimdal reporting standards
(IFRS) and international accounting standards (JASith the addition of

interpretations to these Standards as determingdebinternational Financial
Reporting Interpretations Committee (IFRIC) or iptetations determined by
the Standards Interpretation Committee (SIC), retspsy.

The Capany - StarcomPlIc.

The subsidiaries - Starcom G.P.S. Systems Ltd. At@rcom Systems
Limited.

Starcom Jersey — Starcom Systems Limited.

Starcom lIsrael — Starcom G.P.S. Systems Ltd.

The Group — Starcom Plc. and the Subsidiaries.

Related party - As determined by International Aodong Standard No. 24 in
regard to related parties.

Note 2A - BASIS OF PREPARATION

Basis of preparation:

The Company's operations are the continuatioth@foperations of Starcom
Systems S.A., (including its holdings in Starcormad$) held by the same
shareholders as the Company. In February 2013c@tarSystems S.A.
transferred all its operations, assets and ligslito the Company without
consideration.

Since all the assets, liabilities and operatibase been transferred from
Starcom Systems S.A. to the Company, it is appatprin these financial
statements to consolidate the relevant data otL&tarSystems S.A. and the
subsidiary for the year ending December 31, 2012.

The relevant data has been consolidated so likatesults, net assets, share
capital and accumulated earnings of Starcom Sys&#sand the subsidiary
are aggregated, with intercompany balances andacéions eliminated.

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

The consolidatecfinancial statements of the Compahave bee prepared ir
accordance with International Financial Reportingn8ards (hereinafter —
"IFRS") and related clarifications published by tiéernational Accounting
Standards Board ("IASB").

Basis of Measurement
The consolidated financial statements have begmaped on the historical cost

basis except for financial instruments at fair eatbrough profit or loss that
are stated at fair value.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

U.S. Dollars in thousands

NOTE 2A -

NOTE 2B -

BASIS OF PREPARATION (cont.)

Operating Turnover Period

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

Functional and Presentation Currency

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

The dollar is the currency that represents then@mic environment in which the
Group operates.

The Group's transactions and balances denomirnatddllars are presented at their
original amounts. Non-dollar transactions and bedanhave been remeasured to
dollars. All transaction gains and losses from r@sneement of monetary assets and
liabilities denominated in non-dollar currenciee aeflected in the statements of
comprehensive income as financial income or experEeappropriate.

USE OF ESTIMATES AND JUDGMENTS

The preparation of financial statements in confeymwith IFRS requires
management to make judgments, estimates and aseompthat affect the
application of accounting policies and the reporéedounts of assets, liabilities,
income and expenses. Actual results may differ ftio@se estimates.

Upon formulation of accounting estimates used appration of the Group financial
statements, management is required to make assumspti regard to circumstances
and events that are significantly uncertain. Mansg@ arrives at these decisions
based on prior experiences, various facts, extéeraks and reasonable assumptions
in accordance with the circumstances related tbh aasumption.

Estimates and underlying assumptions are reviewednoongoing basis. Revisions
to accounting estimates are recognized in the genowhich the estimates are
revised and in any future periods affected.

Information about critical judgment in applying acoting policies that have a
significant effect on the amounts recognized indbesolidated financial statements
is included in the following Note:

Note 7 — Capitalization of development costs andréimation of these costs.

Information about assumptions and estimations diggrdepreciation that have
significant risk of resulting in a material adjugm is included in the following
Notes:

Information about assumptions and estimations diggrdepreciation that have
significant risk of resulting in a material adjugm is included in the following
Notes:

Note 7 — Calculation of amortization.

Note 8 — Utilization of tax losses.

Note 11B — Calculation of the fair value of the Ptjition.

Note 11C — Calculation of a loan from a non-cotitnglinterest.

Note 13d — Options to related parties.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

U.S. Dollars in thousands

NOTE 2C -

SIGNIFICANT ACCOUNTING POLICIES

a.

Basis of consolidation

All intra-Group transactions, balances, income expkenses of the companies
are eliminated on consolidation.
See also Note 2Aa.

Foreign currency and linkage basis

Balances stated in foreign currency or linke@ timreign currency have been
included in the consolidated financial statememtsoading to the prevailing
representative exchange rates at the balance dghieetBalances linked to the
Consumer Price Index in Israel are included in etaoce with the Index
published prior to balance sheet date. Linkage exuthange rate differences
are included in the statement of comprehensivenngcavhen incurred.

December 31,

2013 2012
CPI (in points) * 124.6 122.4
Exchange Rate of U.S. $ in NIS 3.471 3.733
Year Ended December 31,
2013 2012
Change in CPI 1.8% 1.66%
Change in Exchange Rate of U.S. $ (7.02%) (2.3%)

* Base Index 2002 = 100.
Financial instruments

(i) Non-derivative financial assets

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 e trade date, which is the date that
the Group becomes a party to the contractual pomssof the instrument.

The Group derecognizes a financial asset whendhtactual rights to the cash flows
from the asset expire, or it transfers the righteeteive the contractual cash flows in
a transaction in which substantially all the risksd rewards of ownership of the
financial asset are transferred. Any interest ichstmansferred financial assets that is
created or retained by the Group is recognizedsaparate asset or liability.

Financial assets and liabilities are offset amdrtet amount presented in the statement
of financial position when, and only when, the Grchas a legal right to offset the
amounts and intends either to settle on a net bads realize the asset and settle the
liability simultaneously.

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

Financial assets at fair value, through profitass| held-to-maturity financial assets,
loans and receivables, and available-for-sale Gi@assets.
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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 assets (cont.)

Financial assets at fair value through profitamst

A financial asset is classified as at fair valheotgh profit or loss if it is

classified as held for trading or is designatedsush on initial recognition.

Financial assets are designated as at fair vahoseigh profit or loss if the

Group manages such investments and makes purchassate decisions
based on their fair value in accordance with theu@is documented risk
management or investment strategy. Attributablensiation costs are
recognized in profit or loss as incurred. Finanaisdets at fair value through
profit or loss are measured at fair value and caarligerein, which takes into
account any dividend income, are recognized initpoofloss.

Financial assets designated as at fair value g¢iirqurofit or loss comprise
equity securities that otherwise would have beassified as available for
sale.

Loans and receivables:

Loans and receivables are financial assets witedfior determinable

payments that are not quoted in an active markath &ssets are recognized
initially at fair value plus any directly attribdile transaction costs.

Subsequent to initial recognition, loans and remlglies are measured at
amortized cost using the effective interest metlest any impairment losses.
Loans and receivables comprise cash and cash ateplis, and trade and
other receivables.

(i) Non-derivative financial liabilities

The Group initially recognizes debt securitiesuést and subordinated
liabilities on the date that they are originatedl. @her financial liabilities
(including liabilities designated as at fair valtleough profit or loss) are
recognized initially on the trade date, which i® tdate that the Group
becomes a party to the contractual provisions @frietrument.

The Group derecognizes a financial liability whencontractual obligations
are discharged, cancelled or expire.

The Group classifies non-derivative financial lidies into the other financial
liabilities category. Such financial liabilities earecognized initially at fair
value less any directly attributable transactioste€o Subsequent to initial
recognition, these financial liabilities are measuat amortized cost using the
effective interest method.

Other financial liabilities comprise loans androwings, bank overdrafts, and
trade and other payables.
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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 instruments

Compound financial instruments issued by Stardemael comprised: an
interest bearing loan for which shares were isgodtie lender. In addition,
the Company maintained an option to repurchase thiegres.

The purchase option component was recognizedlipiat its fair value using
a binomial calculation.

The liability component was recognized initially its fair value as the gap
between fair value of Company assets and fair valshareholders' equity.

The equity component was recognized initiallytlas difference between the
loan amount plus the purchase option componenttlaadair value of the
liability component.

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

Subsequent to initial recognition, the liabiligpmponent of a compound
financial instrument is measured at amortized usstg the effective interest
method. The equity component of a compound findnostrument is not
remeasured subsequent to initial recognition.

Interest related to the financial liability iscognized in profit or loss.

d. Cash and cash equivalents
Cash and cash equivalents comprise cash balancksadindeposits with
maturities of three months or less from the actjaisidate that are subject to
an insignificant risk of changes in their fair vaJuand are used by the Group
in the management of its short-term commitments.

e. Share capital
Ordinary shares:
Ordinary shares are classified as equity. Increateosts directly attributable
to the issue of ordinary shares are recognizeddesiaction from equity, net
of any tax effects.

f.  Property, plant and equipment

Property, plant and equipment are measured at lB3s accumulated
depreciation.

Depreciation is calculated using the straight-lmethod over the estimated
useful lives of the assets, at the following anmatds:

%
Computers and software 33
Office furniture and equipment 7-15
Vehicles 15
Laboratory equipment 15
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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 thgstrine method over the term
of the lease, ten year period, (including optiami® or the estimated useful lives
of the improvements, unless it is reasonably aerthat the Group will obtain

ownership by the end of the lease term.

At each balance sheet date, the Group examine®s$idual value, the useful life
and the depreciation method it uses. If the Grideptifies material changes

the expected residual value, the wuseful libe the future pattern ¢
consumption of future ecomic benefits in the asset that may indicttat

a change in the depreciation is requiredthglnanges are treated as changes in
accounting estimates. In the reported periodsmacerial changes have taken
place with any material effect on the financiatetaents of the Group.

g. Intangible assets: Research and Development

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

Development activities involve a plan or desigm fbe production of new or
substantially improved products and processes. IDpneent expenditure is
capitalized only if developments costs can be meassteliably, the product or
process is technically and commercially feasibldure economic benefits are
probable, and the Group intends to and has sufficiesources to complete
development and to use or sell the asset.

The expenditure capitalized includes the cost afemials, direct labor, overhead
costs that are directly attributable to preparimg asset for its intended use. Other
development expenditure is recognized in profibes as incurred.

Capitalized development expenditure is measuredcast less accumulated
amortization and accumulated impairment losses. riination is calculated using
the straight-line method over the estimated udiafes of the assets: ten years.

At each balance sheet date, the Group reviewsheheiny events have occurred
or changes in circumstances have taken place, whight indicate that there has
been an impairment of the intangible assets. Whieh sdicators of impairment
are present, the Group evaluates whether the ngridglue of the intangible asse
in the Group’s accounts can be recoverednfrte cash flows anticipated
from that asset, and, if necessary, records anifmpat provision up to ths
amount needed to adjust the carrying amaonthe recoverable amount.

h.  Short-term deposit

Deposits with maturities of more than three moritihs less than one year are
included in short-term deposits.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
U.S. Dollars in thousands

NOTE 2C - SIGNIFICANT ACCOUNTING POLICIES (cont.)
i Leases

(1) Lease payments
Payments made under operating leases are reedgniprofit or loss on a
straight-line basis over the term of the leaseskdacentives received are
recognized as an integral part of the total leagemrse, over the term of
the lease.
Minimum lease payments made under finance leasesapportioned
between the finance expense and the reductionecdutstanding liability.
The finance expense is allocated to each perioagitine lease term so as
to produce a constant periodic rate of interesthenremaining balance of
the liability.

(2) Determining whether an arrangement contailesse
At inception of an arrangement, the Group deteesiwhether such an
arrangement is or contains a lease. This will edhse if the following
two criteria are met:
e The fulfillment of the arrangement is dependentl@use of a specific
asset or assets; and
e the arrangement contains a right to use the a3set(

At inception or on reassessment of the arrangemhenGroup separates
payments and other consideration required by sachreangement into
those for the lease and those for other elementshenbasis of their
relative fair values. If the Group concludes fofirance lease that it is
impracticable to separate the payments reliablgntian asset and a
liability are recognized at an amount equal to fag value of the
underlying asset. Subsequently the liability isuszll as payments are
made and an imputed finance cost on the liabifityeicognized using the
Group's incremental rate.

J- Inventories

Inventories are stated at the lower of cost orketaralue.

Cost is determined using the "first-in, first -botethod.

Inventory write-downs are provided to cover riskssing from slow-moving
items, technological obsolescence, excess investoand discontinued products
and for market prices lower than cost, if any. W point of loss recognition, a
new lower cost basis for that inventory is estélglts

k. Impairment in value of assets

During every financial period, the Group examittes book value of its tangible
assets to determine any signs of loss from impaitrimevalue of these assets. In
the event that there are signs of impairment, thau® examines the realization
value of the designated asset. In the event tleatethlization cannot be measured
for an individual asset, the Group estimates ratbn value for the unit where
the asset belongs. Joint assets are assigned tmitkegyielding cash on the same
basis. Joint assets are designated to the smghesps of yielding assets for
which one can identify a reasonable basis thadnsistent to the allocation.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

U.S. Dollars in thousands

NOTE 2C - SIGNIFICANT ACCOUNTING POLICIES (cont.)

k.

Impairment in value of assets (cont.)

The realization value is the higher of net salegof the asset as compared with
its useful life that is determined by the preseaitie of projected cash flows to

be realized from this asset and its realizationealt the end of its useful life.

In the event that the book value of the asset sh-g#&lding unit is greater than

its realization value, a devaluation of the asset dccurred in the amount of the
difference between its book value and its realwatvalue. This amount is

recognized immediately in the statements of congmsive income.

In the event that prior devaluation of an assetuiified, the book value of the

asset or of the cash-yielding unit is increasethéoestimated current fair value,
but not in excess of the asset or cash-yielding bwok value that would have
existed had there not been devaluation. Such icalibn is recognized

immediately in the statements of comprehensivenmeo

PUT Option

The Group classifies in the long-term liabilitieategory the PUT Option
liability for reacquisition of shares to be issu&iich financial liabilities are
recognized initially at fair value less any dirgc#ittributable transaction costs.
Subsequent to initial recognition, these finandiabilities are measured at
amortized cost using the effective interest method.

Revenue recognition

The Group generates revenues from sales of pdwtiich include hardware
and software, software licensing, professional isesr and maintenance.
Professional services include mainly installatioproject management,
customization, consulting and training. The Groefissits products indirectly
through a global network of distributors, systentegmators and strategic
partners, all of whom are considered end-usersttandgh its direct sales force.

Revenue from products and software licensing t®grized when persuasive
evidence of an agreement exists, delivery of tloelgpet has occurred, the fee is
fixed or determinable and collectability is probabl

Revenues from maintenance and professional senace recognized ratably
over the contractual period or as services ar@pedd, respectively.

Revenues from "bill and hold" sales are recognimfdre delivery provided that:

1. It is probable that delivery will be made;

2. The item is on hand, identified and ready fdiveey to the buyer at the time
the sale is recognized;

3. The buyer specifically acknowledges, preferablywriting, the deferred
delivery instructions;

4. The usual payment terms apply.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

U.S. Dollars in thousands

NOTE 2C -

SIGNIFICANT ACCOUNTING POLICIES (cont.)

n.

Allowance for doubtful accounts

The Group evaluates its allowance for doubtfuloacts on a regular basis through
periodic reviews of the collectability of the rezables in light of historical experience,
adverse situations that may affect the repaymeiiitied of its customers, and

prevailing economic conditions. This evaluationniserently subjective, as it requires
estimates that are susceptible to significant rewias more information becomes
available.

The Group performs ongoing credit evaluationdtustomers and generally does not
require collateral because (1) management beligvess certain collection measures
in-place to limit the potential for significant ks, and (2) because of the nature of its
customers that comprise the Group's customer Baszeivables are written off when
the Group abandons its collection efforts. An alloee for doubtful accounts is
provided with respect to those amounts that thai@tas determined to be doubtful of
collection.

Concentrations of credit risk

Financial instruments that potentially subject @®up to concentrations of credit risk
consist principally of cash and cash equivalentgmristerm deposits and trade
receivables.

Provisions

Provisions are recognized when the Group hasramupbligation (legal or derived) as
a result of a past occurrence that can be relisdggsured, that will in all probability

result in the Group being required to provide dddél benefits in order to settle this
obligation. Provisions are determined by capitaiaraof projected cash flows at a rate
prior to taxes that reflects the current markeparation for the money duration and
the specific risks for the liability.

Employee benefits
The Group has several benefit plans for its engaey

1.  Short-term employee benefits -
Short-term employee benefits include salariegatian days, recreation and
deposits to the National Insurance Institute tha&t @cognized as expenses
when rendered.

2. Benefits upon retirement -
Benefits upon retirement generally funded by dépao insurance companies
and pension funds are classified as restricted siejptans or as restricted
benefits.
All Group employees have restricted deposit plamsccordance with Section
14 of the Severance Pay Law (Israel), whereby traus pays fixed amounts
without bearing any legal responsibility to pay éddal amounts thereto even
if the fund did not accumulate enough amounts otha entire benefit amount
to the employee that relates to the services heered during the current and
prior periods. Deposits to the restricted plandassified as for benefits or for
compensation, and are recognized as an expense dggmsit to the plan
concurrent with receiving services from the empéoyand no additional
provision is required in the financial statements.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

U.S. Dollars in thousands

NOTE 2C - SIGNIFICANT ACCOUNTING POLICIES (cont.)

r.

Finance income and expenses

Finance income includes interest in regard to steg amounts, changes in the fair
value of financial assets presented at fair valu¢he statements of comprehensive
income and gains from changes in the exchange eatdsinterest income that are
recognized upon accrual using the effective intaresthod.

Finance expenses include interest on loans rateclanges in the time estimate of
provisions, changes in the fair value of financasets presented at fair value in the
statements of comprehensive loss and losses framgels in value of financial assets.

Gains and losses from exchange rate differencesregrorted net. Exchange rate
differences in regard to issuance of shares angetido equity.

Taxes

Tax expense comprises current and deferred taxeftutax and deferred tax are
recognized in profit or loss except to the extdmattthey relate to a business
combination, or items recognized directly in equityn other comprehensive income.

Current tax is the expected tax payable or rebétvan the taxable income or loss for
the year, using tax rates enacted or substantaredgted at the reporting date, and any
adjustment to tax payable in respect of previouarsieCurrent tax payable also
includes any tax liability arising from the decliwa of dividends.

Deferred tax is recognized in respect of tempodifferences between the carrying
amounts of assets and liabilities for financialaimg purposes and the amounts used
for taxation purposes.

Deferred tax is not recognized for:

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

e Temporary differences related to investments insslidries and jointly
controlled entities to the extent that it is prdeathat they will not reverse in the
foreseeable future; and

e Taxable temporary differences arising on the ihrgaognition of goodwill.

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

Deferred tax assets and liabilities are offsahére is a legally enforceable right to
offset current tax liabilities and assets, and tiedgte to taxes levied by the same Tax
Authority on the same taxable entity, or on différéax entities, but they intend to

settle current tax liabilities and assets on ahasis or their tax assets and liabilities
will be realized simultaneously.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

U.S. Dollars in thousands

NOTE 2C -

SIGNIFICANT ACCOUNTING POLICIES (cont.)

s. Taxes (cont.)

A deferred tax asset is recognized for unused @agels, tax credits and deductible
temporary differences to the extent that it is phb that future taxable profits will be

available against which they can be utilized. Defértax assets and liabilities are
reviewed at each reporting date and are reducteetextent that it is no longer probable
that the related tax benefit (taxes on income) belirealized.

t. Basicand Diluted Earnings per Share
Basic earnings per share are computed based omwdlghted average number of
common shares outstanding during each year.
Diluted earnings per share is computed based onwttighted average number of
common shares outstanding during each year, plusvei potential common shares
considered outstanding during the year.

u. Statement of cash flows
The statement of cash flows from current operatignpresented using the indirect
method, whereby interest amounts paid and recdiyethe Group are included in the
cash flows in current operations.

v. Dividend distribution
Dividend distribution to the Company's shareholdsrgecognized as a liability in the
Group's financial statements in the period in whioh dividends are approved by the
Group's shareholders.

w. Segment reporting

Segment results that are reported to the CEO decltems directly attributable to a
segment as well as those that can be allocated@asanable basis. Unallocated items
comprise mainly corporate assets, head office esgeeand tax.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

U.S. Dollars in thousands

NOTE 2C - SIGNIFICANT ACCOUNTING POLICIES (cont.)

X. New Amendments and Interpretations not yet adaed

New Standards, amendments and interpretations issdebut not effective for the

financial year beginning January 1 2013 and not edy adopted:

a) Amendments to IAS 32, "Financial Instruments: Bngéstion regarding
Offsetting Financial Assets and Financial Liab#i:

The IASB issued amendments to IAS 32 ("the amentbnenlAS 32")
regarding the offsetting of financial assets anthriicial liabilities. The
amendments to IAS 32 clarify, among others, thenimggof "currently has
a legally enforceable right of set-off* ("the rightt set-off"). Among others,
the amendments to IAS 32 prescribe that the rigsetoff must be legally
enforceable not only during the ordinary courseudiness of the parties to
the contract but also in the event of bankruptcineolvency of one of the
parties. The amendments to IAS 32 also state thatder for the right of
set-off to be currently available, it must not lemtingent on a future event,
there may not be periods during which the righhds available, or there
may not be any events that will cause the riglebqaire.

The amendments to IAS 32 are to be applied retobispedy from the
financial statements for annual periods beginningJanuary 1, 2014 or
thereafter. Earlier application is permitted.

The Company believes that the amendments to IASr82ot expected to
have a material impact on the financial statements.

b) IFRS 9, "Financial Instruments™:

1.

The IASB issued IFRS 9, "Financial Instrumentsie first part of
Phase 1 of a project to replace IAS 39, "Finandretruments:
Recognition and Measurement”. IFRS 9 ("IFRS 9"uf®s mainly on
the classification and measurement of financiaétssand it applies to
all financial assets within the scope of IAS 39.

According to IFRS 9, all financial assets (incluglihybrid contracts
with financial asset hosts) should be measurediav@lue upon initial
recognition. In subsequent periods, debt instrumestould be
measured at amortized cost only if both of theofeihg conditions are
met:

- The asset is held within a business model whagective is to hold
assets in order to collect the contractual cashdlo

- The contractual terms of the financial asset gige on specified
dates to cash flows that are solely payments oicjgral and interest
on the principal amount outstanding.

Notwithstanding the aforesaid, upon initial recaigmi, the Company
may designate a debt instrument that meets both thed
abovementioned conditions as measured at fair hhaeigh profit or
loss if this designation eliminates or significgntreduces a
measurement or recognition inconsistency ("accagnthismatch')
that would have otherwise arisen.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
U.S. Dollars in thousands

NOTE 2C - SIGNIFICANT ACCOUNTING POLICIES (cont.)
X. New Amendments and Interpretations not yet adaed (cont.)

New Standards, amendments and interpretations issdebut not effective for the
financial year beginning January 1 2013 and not edy adopted (cont.):

Subsequent measurement of all other debt instriememd financial
assets should be at fair value. When an entity ggwrits business
model for managing financial assets, it shall resifg all affected
financial assets. In all other circumstances, sstligation of financial
instruments is not permitted.

Financial assets that are equity instruments shbeldnmeasured in
subsequent periods at fair value and the changegmeed in profit or
loss or in other comprehensive income (loss), itoetance with the
election by the Company on an instrument-by-insaoim basis
(amounts recognized in other comprehensive incomena be
subsequently reclassified to profit or loss). luigyg instruments are
held for trading, they should be measured at falne through profit or
loss.

The IASB did not set a mandatory effective date IffRS 9. Early
application is permitted. Upon initial applicatiodsRS 9 should be
applied retrospectively by providing the requiredsctbsure or
restating comparative figures, except as spedcifidBRS 9.

2. Amendments regarding derecognition and finarli@ailities (Phase 2)
were published. According to those amendmentsptbeisions of IAS
39 will continue to apply to derecognition and iwahcial liabilities for
which the fair value option has not been electesifthated as measured
at fair value through profit or loss); that is, tleassification and
measurement provisions of IAS 39 will continue fuplg to financial
liabilities held for trading and financial liabiks measured at amortized
cost.

Pursuant to the amendments, the amount of the tadjus to the
liability's fair value that is attributable to chgas in credit risk should be
presented in other comprehensive income. All otli@ir value
adjustments should be presented in profit or ldspresenting the fair
value adjustment of the liability arising from clgas in credit risk in
other comprehensive income creates an accountisigabch in profit or
loss, then that adjustment should also be presémigebfit or loss rather
than in other comprehensive income.

The IASB did not set a mandatory effective date HBRS 9. Early
application is permitted provided that the Compayo adopts the
provisions of IFRS 9 regarding the classificatiomd aneasurement of
financial assets (the first part of Phase 1). Uputial application, the
amendments are to be applied retrospectively byigirg the required
disclosure or restating comparative figures, ex@ptspecified in the
amendments.

The Company believes that IFRS 9 (including all ptsases) is not
expected to have a material impact on the finarst&Ements.
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NOTE 2C - SIGNIFICANT ACCOUNTING POLICIES (cont.)
X. New Amendments and Interpretations not yet adaed

New Standards, amendments and interpretations issdebut not effective for the
financial year beginning January 1 2013 and not edy adopted:

c) Amendments to IAS 36, "Impairment of Assets":

In May 2013, the IASB issued amendments to IAS "B®pairment of
Assets" ("the amendments") regarding the disclosegeirements of fair
value less costs of disposal. The amendments iacddditional disclosure
requirements of the recoverable amount and faiuerallhe additional
disclosures include the fair value hierarchy, thduation techniques and
changes therein, the discount rates and the pahcgssumptions
underlying the valuations.

The amendments are effective for annual periodsbagy on January 1,
2014 or thereafter. Earlier application is pernditte

The appropriate disclosures will be included in @empany's financial
statements upon the first-time adoption of the aimemts.

d) IFRIC 21, "Levies™

In May 2013, the IASB issued IFRIC 21, "Levies"RIE 21") regarding
levies imposed by governments through legislatfartording to IFRIC
21, the liability to pay a levy will only be recagad when the activity that
triggers payment occurs.

IFRIC 21 is effective for annual periods beginnomgJanuary 1, 2014 or
thereafter. Earlier application is permitted.

The Company is evaluating the possible impact efatloption of IFRIC

21 but is presently unable to assess its effecgnif, on the financial
statements.

NOTE 3A- SHAREHOLDERS

Credit balances are linked to the New Israel ShéRdIS") and the Israeli Consumer Price
Index ("CPI").

NOTE 3B- OTHER ACCOUNTS RECEIVABLE
December 31

2013 2012
Advances to suppliers 321 417
Government institutions 82 137
Prepaid expenses - 11
403 565
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U.S. Dollars in thousands

NOTE 3C -

NOTE 4 -

NOTE 5 -

NOTE 6 -

Cost:

Balance as of
January 1 2013
Additions during
the year

Decrease

Balance as of
December 31 2013

Accumulated
Depreciation:
Balance as of
January 1 2013
Depreciation
during the year
Decrease

Balance as of
December 31 2013

Net book value as
of December 31
2013

TRADE RECEIVABLES
December 31

2013 2012
Group receivables 6,404 3,937
Net of allowance for doubtful
accounts (208) (176)
6,196 3,761
INVENTORIES
December 31
2013 2012
Raw materials 1,669 1,002
Work-in-progress 187 137
Finished goods 290 97
2,146 1,236

Inventory write-downs for the years ended Decengigr2013 and 2012 were $20 and

$44 thousand, respectively, and have been inclurdedst of sales.

SHORT-TERM BANK DEPOSIT

The deposit sums of $93 and $48 for the years emsmbmber 31, 2013 and 2012,
respectively, serve as a security deposit for neygay of a long-term bank loan. In
accordance with terms of the loan, the deposittdares approximately 15% of the loan

balance. The deposit bears yearly interest atafgeaf 1%.

PROPERTY, PLANT AND EQUIPMENT, NET

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

88 95 66 39 175 463
29 11 - 41 - 81
- - - - (45) (45)
117 106 66 80 130 499
61 29 21 16 51 178
21 9 10 5 25 70
- - - (19) (19)
82 38 31 21 57 229

35 68 35 59 73 270
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

U.S. Dollars in thousands

NOTE 6 -

PROPERTY, PLANT AND EQUIPMENT, NET (cont.)

Cost:

Balance as of
January 1 2012
Additions during
the year

Balance as of
December 31 2012

Accumulated
Depreciation:
Balance as of
January 1 2012
Depreciation
during the year
Balance as of
December 31 2012

Net book value as
of December 31
2012

Office
Computers Furniture
and and Laboratory Leasehold
Software Equipment Equipment Improvements Vehicles Total
74 91 66 39 175 445
14 4 - - - 18
88 95 66 39 175 463
41 22 12 13 25 113
20 7 9 3 26 65
61 29 21 16 51 178
27 66 45 23 124 285
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U.S. Dollars in thousands

NOTE 7- INTANGIBLE ASSETS
a. Composition
Cost of
Materials
(including Direct
overhead costs) Labour Total
Cost:
Balance as of January 1 2013 1,097 617 1,714
Additions during the year 405 202 607
Balance as of December 31 2013 1,502 819 2,321
Accumulated Depreciation:
Balance as of January 1 2013 127 27 154
Amortization during the year 97 67 164
Balance as of December 31 2013 224 94 318
Net book value as of December
312013 1,278 725 2,003
Cost of
Materials
(including Direct
overhead costs) Labour Total
Cost:
Balance as of January 1 2012 798 334 1,132
Additions during the year 299 283 582
Balance as of December 31 2012 1,097 617 1,714
Accumulated Depreciation:
Balance as of January 1 2012 28 7 35
Amortization during the year 99 20 119
Balance as of December 31 2012 127 27 154
Net book value as of December
312012 970 590 1,560
b. Detail of remaining life of instruments as of Beatber 31, 2013:
Remaining
Useful Life
Instrument Cost (in years)
Setl 566 7.75
Set 2 340 7.75
Set 3 534 8.50
Set4 273 8.50
Set5 132 9.50
Set 6 71 10.00
Set 7 95 10.00
Set 8 238 10.00
Set9 72 10.00
Total 2,321
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
U.S. Dollars in thousands

NOTE 7 - INTANGIBLE ASSETS (cont.)

The expenditure capitalized includes the cost afemals and direct labour that are
directly attributable to preparing the asset far ititended use. Other development
expenditure is recognized in profit or loss as ined.

Capitalized development expenditure is measured cast less accumulated
amortization and accumulated impairment losses. riimation is calculated using the
straight-line method over the estimated usefuklivEthe assets: ten years.

See alsNote C g.

NOTE 8 - TAXES ON INCOME

a. Israeli taxation

Taxable income of Starcom Israel is subject toatathe rate of 25% for the years 2013
and 2012.

On August 5, 2013, the "Knesset" (the Israeli panknt) issued the Law for Changing
National Priorities (Legislative Amendments for AeVving Budget Targets for 2013
and 2014), 2013 ("the Budget Law"), which consiateong others, of fiscal changes
whose main aim is to enhance the collection ofdakethose years. These changes
include, among others, increasing the corporateatxfrom 25% to 26.5%.

b. Detail of tax expense:
Year Ended December 31,
2013 2012
Deferred taxes (210) (116)

C. Reconciliation of effective tax rate:

2013 2012
Profit before taxes 794 1,653
Group's domestic tax rate 25% 25%

Tax according to statutory rate (198) (413)
Increase (decrease) in income
taxes derives from:

Fixed provisions and others (118) (359)
Change in the tax rate 7 8
Deferred taxes for prior years - 130
Tax exempt revenues 229 319
Total tax expense (94) (315)

NOTE 9 - SHORT-TERM AND CURRENT MATURITIES OF LONG- TERM LOANS

FROM BANKS
December 31
2013 2012
Short-term loan - 27
Current maturities of long-term loans 354 261
354 288
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

U.S. Dollars in thousands

NOTE 10 - OTHER ACCOUNTS PAYABLE
December 31

2013 2012
Employees and payroll accruals 226 156
Accrued expenses 23 6
249 162

NOTE 11A- LONG-TERM LOANS FROM BANKS

1.  Composition: December 31
2013 2012
Long-term liability 887 832
Less: current maturities (354) (261)
533 571

2. Aggregate maturities of long-term loans for gesumbsequent to
December 31, 2013 are as follows:

Amount
First year 354
Second year 251
Third year 128
Fourth year and after 154
887
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

U.S. Dollars in thousands

NOTE 11A - LONG-TERM LOANS FROM BANKS (cont.)

3. Additional information regarding long-term loans
Amount Annual
Date Received Received NIS Interest Loan Terms and Interest Payment
Loan # (U. S. dollars) Rate Maturity Dates Terms
1. December 18, 400 ($ 107) 8.8% 36 equal monthly installments ~ Monthly
2011 including principal and commencing 17
interest January 2012
2. March 1, 216 ($ 62) Prime + One inclusive repayment on Monthly
2011 0.5% February 1, 2014 commencing 1
March, 2011
3. January 19, 192 ($ 55) Prime + 36 equal monthly installments ~ Monthly
2011 0.5% including principal and commencing 1
interest March 2011
4, December 13, 2,000 ($ 554) 7% 54 equal monthly installments ~ Monthly
2010 that commenced on July 13, commencing 13
2011, including principal and January 2011
interest
5. August 8, 1,200 ($ 300) Prime + 60 equal monthly installments  Monthly
2012 0.9% including principal and commencing 9
interest September 2012
6. September 20, 950 ($ 270) Prime + 60 equal monthly installments  Monthly
2013 0.9% including principal and commencing 20
interest October 2013

NOTE 11B- PUT OPTION

1.

Starcom S.A. signed a PUT option agreement a@embber 30 2011.

In accordance with an agreement between the paitarcom S.A. received an
amount of $225 thousand from a third party (herfégna "Top Alpha") as
consideration for issuance of shares that would givTop Alpha 3.3% holdings of
Starcom S.A. while Top Alpha would have the optiantil July 2013, to put the
shares back to Starcom S.A. for the original pusehaice of $225 thousand.

In actuality, the Company did not issue the sharek therefore, these amounts were
recorded on the day received in the financial statdgs as receipts on account of
shares.

The options were recognized initially at fair valibubsequent to initial recognition,
this financial liability was measured at amortizemkt using the effective interest
method.

In July 2012, the funds were returned to TophAalpn accordance with their
decision, and the rights that they had for shamr®wancelled.
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U.S. Dollars in thousands

NOTE 11C -

LONG-TERM LOAN FROM NON-CONTROLLING INTE REST

During April 2012, Starcom Israel received a IgAnough Keren Hagshama in the
amount of $1 million for a period of four years thaill be repaid in four equal
installments of principal and interest at the efhe\ery year. The loan bears monthly
interest at the rate of 0.8%. In addition Starcenaél received $50 thousand through
Keren Hagshama as an investment in the share lcap&tarcom Israel.

The Company has an option for early repayment disaseo lengthen the loan period in
a year.

In consideration for the loan, the Company wilhsfer an amount of shares contingent
upon the duration of the loan period and whetherGompany will offer shares in an
Initial Public Offering (IPO), as detailed in thgraement.

Upon completion of registration of shares the Camgpgas an option to repurchase the
public Company shares within a six month period w@mcing from the Initial Public
Offering (IPO) date in accordance with the reai@atprice per ordinary share as
computed in accordance with the Company valuatfodl®8 million. In the event that
the public Company valuation will exceed $23 milliche realization price will be
higher, as detailed in the agreement.

As of the loan grant date, the Company transfeBt8eo of Starcom Israel share capital
to Keren Hagshama.

The Company paid $50 thousand as fees for mobdizatf a loan through Keren
Hagshama.

The loan was evaluated and divided to different poments by independent appraisers
as follows (in thousands):

Repurchase option - $89

Liability (short and long term) - $670

Capital reserve - $469.

The mobilization costs were allocated accordindneocomponents ratio.

The loan was assessed assuming a fifty-percedihlilael that the loan will be repaid
within a year and fifty percent likelihood accorglito the original terms.

Effective annual interest rate was determined a4692.

On February 27, 2013 Starcom Israel and the Compgnged with Keren Hagshama
pursuant to the Hagshama agreement that upon admigsee Company will issue
1,150,000 Ordinary Shares, that present 2% of magany shares before the IPO, to
Keren Hagshama and repay $1,150 thousand whiclongpesed of $ 1,000 loan
principal, interest in the amount of $100 thousand expenses in regard to clearing of
the loan in the amount of $50 thousand. Keren Hagshwill transfer its respective
shares in Starcom lIsrael to the Company, followimlgich no further rights or
obligations exist under the Hagshama Loan Agreesevrg as set out below.

As a result of the early repayment, the Companyrded financial expenses in the
amount of approximately $340 thousand.

The Ordinary Shares are subject to limitations @le $or a period of six months from
admission in which the Company is entitled (but mdlliged) to acquire Keren
Hagshama Ordinary Shares.

This option expired on August 26, 2013 and the Camypdid not acquire Keren
Hagshama Ordinary Shares.

36



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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NOTE 12 -

COMMITMENTS AND CHARGES

a.

Operating lease commitments:

1. Starcom Israel rents offices and sighed opeaydiases commencing March
2011 for a period of five years with an option five additional years. Rent
expenses for the years ended December 31, 20130d4i2dwere in the amounts
of $145 thousand and $133 thousand, respectively.

Total of future minimum lease payments under nameellable operating
leases for each of the following periods as of Dawer 31, 2013:

Not later than one year 159
Later than one year and not later than five years 180
339

2. Starcom Israel signed operating leases for Irefteehicles for a period of 36
months. Rent expenses for the vehicles for thesyeladed December 31, 2013
and 2012 were in the amounts of $77 thousand a8dHkRisand, respectively.
Total of future minimum lease payments under nameellable operating
leases for each of the following periods as of Dawer 31, 2013:

Not later than one year 35
Later than one year and not later than four years 31
66

Other commitments:

During December 2009 Starcom lIsrael signed a catiperagreement with Multilock
Ltd. (hereinafter: "Multilock™) for development, quuction and marketing of a
consolidated system that includes the operatingesy®f Multilock contained in the
follow-up system of the Group.

In order to produce the consolidated system, eadé ebligated to sell to his
counterpart, at a price equal to the cost of SAEh whe addition of 15%, the
component that he manufactures.

Cost of SAP is the cost of a completed productuofing direct and indirect production

costs but not including research and developmestisoor general and administrative
expenses. Thus, cost of a consolidated systene iSAP of the Company plus the SAP
of Multilock with the addition of 15%. The systemasvcompleted and is marketed
under the logo Watchlock. Sales commenced in Ma0d2. The Group capitalized the
research and development costs relevant to develaipof the system.

Price of the marketed system will be uniform andl ¢ determined in advance by
both parties. At the end of each quarter, each esypays $20 for each device sold by
the other company. Starcom and Multilock are culyamnegotiating the terms of the
mutual payments.

Provisions were recorded according to the antiegbautcome of these negotiations.

A lawsuit was filed against the subsidiary in I$reegarding breach of an agreed
compromise settled in 2012 for material amount, Gmenpany filed a counterclaim.

According to legal advisors to the Company, chamédke suit to be accepted are slim
whilst chances for counterclaim are reasonable. Gtsapany did not provide for the

abovementioned claim.
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NOTE 12 -

NOTE 13 -

COMMITMENTS AND CHARGES (cont.)

d.

Charges:
1.  Afirst class current general charge in favbadank was placed on all the
subsidiary's assets.

2.  Acharge in favor of a bank was placed on gliasi vehicles.

3. A first class charge in favor of a bank wascpthon all subsidiary bank
accounts.

SHARE CAPITAL

a. Composition — common stock of no par value, autteati— 118,500,000 shares;

issued and outstanding — 71,100,000 shares asceiieer 31 2013.

A Company share grants to its holder voting righitghts to receive dividends and
rights to net assets upon dissolution.

Issue of Shares and Mobilization of Capital

On February 19, 2013, the Company issued 18,783 88kary Shares to each of
the controlling interests pro-rata to their holding the Company.

On February 27, 2013, the Company's shares wergtadro trading on London's
Stock Exchange Alternative Investment Market ("A)Mollowing a successful
Initial Public Offering ("IPQ") raising £2.72 ($8Ymillion before expenses.

The Company issued 13.6 million new shares at i@ Zhare to new investors.

In the framework of the IPO, the Company signedeagrents with an advisor,
brokers and others, including granting of Opticsee(below).

The Company issued upon admission an addition&0]Q00 Ordinary Shares to
Keren Hagshama (see also Note 11c).

Options issued

1. During February 2013, the Company issued tdirectors 1,422,000 Options for
purchase of 1,422,000 of Company shares at theisggorice of £0.2 per share.
The Options will be vested in three equal partsnduthree intervals commencing
February 2013 and will expire at the end of terrye@otal expenses recorded in
regard to these Options in the statement of congmstie income for the reported
period amounted to $114 thousand.

2. During February 2013, the Company issued toegssibnal consultants and
brokers 1,610,500 Options at the exercise pridgd per share. The Options are
fully vested. Approximately one million Options Wwixpire in February 2018 and
approximately 600 thousand will expire in Febru@@l4. Fair value of the
Options that was recorded as an offset againsiptscom issuance is in the
amount of $195 thousand.
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NOTE 14 - COST OF SALES
Year Ended December 31,
2013 2012
Purchases 4,698 4,065
Amortization 164 86
Outsourcing - 47
Increase in inventory (910) (324)
3,952 3,874
NOTE 15- GENERAL AND ADMINISTRATIVE EXPENSES
Year Ended December 31,
2013 2012
a. Salaries and related expenses 1,025 734
Professional services (1) 556 217
Office rent and maintenance 393 320
Depreciation 70 98
Doubtful accounts 32 144
Other 272 273
2,348 1,786
(1) Including share based payment in the amount of &htU$0 thousand for the
year ended December 31, 2013 and 2012, respectively
Year Ended December 31,
2013 2012
b. Cost of defined contribution plans 147 132
¢ Average Number of Staff Members by Category:
Year Ended December 31,
2013 2012
Sales and marketing 5 2
Research and development 3 4
General and administrative 11 12
19 18
NOTE 16A - FINANCE INCOME
Year Ended December 31,
2013 2012
Interest frombank 2 2
NOTE 16B - FINANCE COSTS

Exchange rate differences
Interest to non-controlling interest
Expiration of repurchase option
Interest to banks and others
Bank charges

Interest to suppliers

Interest to shareholder

Net finance costs

39

Year Ended December 31,

2013 2012
439 45
338 168
89 -
56 87
53 44
39 39
- 2
_____ (L,014) (389
(1,012) (383)




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

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

NOTE 17 -

NOTE 18 -

NOTE 19 -

EARNINGS PER SHARE

Weighted average number of shares used in compbasg and diluted earnings per
share:
Year Ended December 31,
2013 2012
Number of shares 71,100,000 999

RELATED PARTIES

a. The related parties that own the controlling sharese Group are:

Mr. Avraham Hartman (26.4%), Mr. Uri Hartman (26.4%I1r. Doron Kedem
(26.4%).

b. Balances: * December 31
2013 2012
(159) (156)

* See also Note 3A.

c. Transactions: Year Ended December 31,
2013 2012
Key management compensation:
Short-term employee benefits 95 179
Post-employment benefits 76 23
Total salaries and related expenses
for shareholders 171 202

d. The Company entitled the related parties mentiom@dNote 18a monthly
management fees. The shareholders waived their fldghmanagement fees for the
period of October to December, 2013 in light of ket situation.

e. Directors and the shareholders of the Group ark eatitled to benefits, in addition
to salaries, that include a vehicle, meals, callpphones and a professional
enrichment fund. Concurrently, the Group depositstfiem amounts in a restricted
benefit plan for implementation upon completiorttadir employment.

FINANCIAL INSTRUMENTS AND MANAGEMENT OF FINANCIAL R ISKS

a. Financial Risk Factors:
The Groug's operations expose it to a variety of financisks, including: marke
currency, credit and liquidity risks. The compretiga Group plan for risk
management focuses on the fact that it is not plessod predict financial market
behavior and an effort to minimize possible negati{fects on Company financial
performance

In this Not¢, information is stated in regard Grouf exposure to each of the ris
abovementioned and the handling of these riskk R@nagement and capital are
handed bythe Grou; management that identifies and evaluates finanisies

1) Exchange rate risk

Groug operations are exposed to exchange rate riskan@risiainly from
exposure of loans frolbanks, supplies and others that are linked to NIS.
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NOTE 19 -

2)

3)

FINANCIAL INSTRUMENTS AND MANAGEMENT OF FINANCIAL R

ISKS (cont.)

Credit risk

Credit risks are handled at tiGroug level. These risks ariseom cash an
cash equivalents, bank deposits and unpaid redeibabances. Cash and cash
equivalent balances of the Group are deposited rinlsmaeli banking
corporation. Group management is of the opiniont thare is insignificant
credit risk regardin these amount

Liquidity risks

Cautious management of liquidity risks requirest th@ere be sufficier
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 byGrouy.

b. Linkage terms of financial instruments:

Group exposure to Index and foreign currency riblesed n par value, except f
derivative financial instruments is as follows:

December 31, 2013

Financial Assets:

Cash and Cash Equivalents
Short-term Deposit

Trade Receivables

Other Accounts Receivable

Financial Liabilities:
Short-term Bank Credit
Trade Payables

Other Accounts Payable
Shareholders

Long-term Loans From Banks

NIS U.S. Dollar Euro Total
Variable
Unlinked Interest Unlinked

(2) - 50 1 49

136 - - - 136
56 - 5,817 323 6,196

- - 262 - 262

(111) - - - (112)
(2,699) - (404) (1) (3,114)

(190) - - - (190)
(151) - (8) - (159)

(299) (588) - - (887)

(3,260) (588) 5,717 313 2,182
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(cont.)

Financial Assets:

Cash and Cash Equivalents
Short-term Deposit

Trade Receivables

Other Receivables
Repurchase Option
Long-term Bank Deposit

Financial Liabilities:
Short-term Bank Credit
Short-term Loans from Banks
Trade Payables

Loan from Non-controlling
Interest

Other Payables

Shareholders

Long-term Loans From Banks

NOTE 19- FINANCIAL INSTRUMENTS AND MANAGEMENT OF FINANCIAL R ISKS
December 31, 2012
NIS U.S. Dollar Euro Total
Variable
Unlinked Interest Unlinked

2 - 100 16 118
58 - - - 58
69 - 3,296 396 3,761

554 - - - 554

- - 89 - 89

47 - - - 47

(80) - - - (80)

(199) (89) - - (288)
(2,699) - (241) - (2,940)

- - (809) - (809)

(76) - - - (76)

- - (156) - (156)

(240) (331) - - (571)
(2,564) (420) 2,279 412 (293)

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:
201z 192 (192
2012 15¢ (158

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:
201¢ 16 (16)
2012 21 (21)

Analysis of Sensitivity to Changes in the Prime (M&able) Interest :

5% Increase in 5% Decrease ir
Prime (Variable) Prime
Interest (Variable)
Interest
For the Year Ende¢
December 3:

201z (29) 29
201z (4) 4
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NOTE 19- FINANCIAL INSTRUMENTS AND MANAGEMENT OF FINANCIAL R ISKS
(cont.)

c. Fairvalue
The table below is a comparisortween the carrying amount and fair value of
Company's financial instruments that are preseimédhde financial statements not
at fair value (other than those whose amortized isos reasonable approximation
of fair values):

Carrying amount Fair value
December 31 December 31
201: 2017 201 2017
Financial liabilities:
Interes-bearing loar 887 83z 852 827
Financial assets
Repurchase opti - 8¢9 - 8¢9

NOTE 20- CUSTOMERS AND GEOGRAPHIC INFORMATION

a. Major customers’ data as a percentage of totat dalanaffiliated custome

Year Ended December 31,

2013 2012 2011
Customer A 14% 15% 0.6%
Customer B 11% 12% 16.2%
Customer C 11% 0% 0%

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

Year Ended December 31,

2013 2012 2011
Latin America 15% 46% 49%
Europe 37% 18% 20%
Africa 30% 10% 12%
Asia 10% 20% 13%
Middle East 8% 6% 6%
Total 100% 100% 100%

c. As of December g, 2013: $1,549 thousand of the consolidated depreciated a
are located in Israel and $724 thousand in Jersey.

As of December 31, 2012: $1,409 thousand of tmsalaated depreciated assets
are located in Israel and $436 thousand in Jersey.
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NOTE 21 -

SEGMENTATION REPORTING

The Groughasfour main reportable segments, as detailed bt

Repoted operating segments include: sets, accessobyane othe

For each of the strategic divisions, the Group'sOCreviews internal manageme
reports on at least a quarterly be

There are no int-segment salednformation regarding the ress of each reportab
segment is included below. Performance is measbasgéd on segment profit before
financial expenses and tax is included in the i@kemanagement reports that are
reviewed by the Group's CEO. Segment profit is usedneasure performance as
management believes that such information is thst mabevant in evaluating the results
of certain segmen

Segment information regarding the reported segn

Sets Web Accessory Other Total

Year Ended 31.12.2013:

Segment revenues 7,217 1,478 311 190 9,016

Cost of sales (3,407) (184) (170) (191) (3)95

Gross profit (loss) 3,810 1,294 (39) (2) 5,064

Research and Development expenses (106) (46) - - (152)

Selling and marketing expenses (758) - - - (758)

Operating profit (loss) before general

and administrative expenses 2,946 1,248 (39) (1) 4,154

Unattributed general and

administrative expenses (2,348)
1,806

Year Ended 31.12.2012:

Segment revenues 5,961 1,647 185 300 8,093

Cost of sales (3,521) 47 (77) (229) (3,874)

Gross profit 2,440 1,600 108 71 4,219

Research and Development expenses (78) (20) - - (98)

Selling and marketing expenses (299) - - - (299)

Operating profit before general and

administrative expenses 2,063 1,580 108 71 3,822

Unattributed general and

administrative expenses (1,786)
2,036

NOTE 22-  SIGNIFICANT EVENTS AFTER THE REPORTED YEAR

On February <4 2014 the Companvissued ne' share on London's Alternative Investme
Market ("AIM") following a placing and raised £2 3®7) million prior to expenses,
reflecting a company value £12.6 ($20.57) millior

The Company offered 13.3 million shares at £0.I5spare.
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