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USE OF CERTAIN TERMS

LR T3 LR INT3

As used herein, and unless the context suggests otherwise, the terms “we”, “us”, “our” or “Ituran” refer to Ituran Location and
Control Ltd. and its consolidated subsidiaries.

We have prepared our consolidated financial statements in US Dollars. Our consolidated financial statements were
prepared in accordance with accounting principles generally accepted in the United States (“U.S. GAAP”). All
references herein to “dollars” or “$“or “USD” are to United States dollars, and all references to “NIS” are to New Israeli
Shekels.

FORWARD LOOKING STATEMENTS

This Annual Report on Form 20-F contains forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. The use of
the words “projects,” “believes,” “expects,” “may,” “plans” or “intends,” or words of similar import, identifies a statement as
“forward-looking.” The forward-looking statements included herein are based on current expectations that involve a
number of risks and uncertainties. These forward-looking statements are based on the assumption that we will not lose
a significant customer or customers or experience increased fluctuations of demand or rescheduling of purchase
orders, that our markets will continue to grow, that our products will remain accepted within their respective markets
and will not be replaced by new technology, that competitive conditions within our markets will not change materially
or adversely, that we will retain key technical and management personnel, that our forecasts will accurately anticipate
market demand, and that there will be no material adverse change in our operations or business. Assumptions relating
to the foregoing involve judgments with respect to, among other things, future economic, competitive and market
conditions, and future business decisions, all of which are difficult or impossible to predict accurately and many of
which are beyond our control. In addition, our business and operations are subject to substantial risks which increase
the uncertainty inherent in the forward-looking statements. In light of the significant uncertainties inherent in the
forward-looking information included herein, the inclusion of such information should not be regarded as a
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representation by us or any other person that our objectives or plans will be achieved. Factors that could cause actual
results to differ from our expectations or projections include the risks and uncertainties described in this annual report
in Item 3: Risk Factors.

iii
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PART 1

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS
Not applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

Not applicable.

ITEM 3. KEY INFORMATION

A. SELECTED FINANCIAL DATA

We have provided selected financial data under generally accepted accounting principles in the U.S. (U.S. GAAP).
You should read the selected consolidated financial data presented in this Item together with Item 5 — Operating and
Financial Review and Prospects and with our consolidated financial statements included elsewhere in this annual
report.

Our selected consolidated statements of income data for the years ended December 31, 2009, 2010 and 2011 and
our selected consolidated balance sheet data as of December 31, 2010 and 2011 have been derived from our
consolidated financial statements, included elsewhere in this report. The selected consolidated statements of income
data for each of the years ended December 31, 2007 and 2008 and the selected consolidated balance sheet data as of
December 31, 2007, 2008 and 2009 are derived from other audited financial statements not included in this report.

11
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Selected Financial Data Under U.S. GAAP:

Consolidated Statements of Income

Revenues:
Location based services
Wireless communications products

Total Revenues
Cost of Revenues:
Location based services
Wireless communication products

Total cost of revenues
Gross profit

Research and development expenses
Selling and marketing expenses
General and administrative expenses
Other expenses (income), net

Operating Income
Other expenses
Financing income (expenses), net

Income before income tax

Income tax

Share in income (losses) of affiliated
companies, net

Net income for the year
Less: net income attributable to
non-controlling interest

Net income attributable to Company
stockholders

Earning per share
Basic
Diluted
Weighted average number of shares
outstanding
Basic
Diluted

Year Ended December 31,
2011 2010 2009 2008
In USD

In thousands, except per share amounts

120,410 108,101 91,574
39,757 39,724 29,807
160,167 147,825 121,381
49,157 40,820 33,377
31,578 34,354 27,445
80,735 75,174 60,822
79,432 72,651 60,559
631 481 372
8,543 8,675 7,684
34,984 31,671 27,213
8,691 1,156 908
26,583 30,668 24,382
(819 )y (14,745 ) -
2,100 139 1,604
27,864 16,062 25,986
(5,655 ) (6,286 ) (7,139
(23 ) (3 ) 13
22.186 9,773 18,860
(908 )y (1,071 ) (668
21,278 8,702 18,192
$1.01 $0.42 $0.87
$1.01 $0.42 $0.87
20,968 20,968 20,968
20,968 20,968 20,977

86,051
46,565

132,616

31,386
37,611

68,997
63,619
408
9,628
27,505
418
25,660
(1,617
(166

23,877
(7,896

(25
15,956

(1,074

14,882

$0.69
$0.69

21,431
21,440

2007

64,634
60,204

124,838

23,630
44,009

67,639
57,199
2,991
8,218
22,629
(49,138
72,499
1,227

73,726
(20,953

(516
52,257

(783
51,474

$2.21
$2.20

23,315
23,422

12
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Consolidated Balance Sheets Data

Year Ended December 31,
2011 2010 2009 2008 2007
In USD

In thousands, except per share amounts

Cash & Cash Equivalent; deposit in escrow
(short and long term) and investment in trading

marketable securities 40,226 61,279 78,093 55,668 38,227
Working Capital 48,474 48,594  * 72,825 60,073 110,432
Total Assets 157,457 188,344 185,868 157,899 216,559
Total Liabilities 52,105 73,181 52,025 45,220 64,108
Retained Earnings 43,185 43,689 66,607 51,981 66,239
Stockholders Equity 101,194 110,771 130,126 109,555 149,591

*Reclassified from short term liabilities to long term liabilities.

Other Data:
Year Ended December 31,
2011 2010 2009 2008 2007
(unaudited)
Subscribers of our location-based
services(1) 623,000 604,000 562,000 511,000 444,000
Average monthly churn rate 32 % 2.8 % 2.1 % 2.0 % 2.1 %

(1) number of subscribers is approximate.

14
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B.  CAPITALIZATION AND INDEBTEDNESS
Not applicable.

C.  REASONS FOR THE OFFER AND USE OF PROCEEDS
Not applicable.

D.  RISK FACTORS

Our business, operating results and financial condition could be seriously harmed due to any of the following
risks, among others. If we do not successfully address the risks to which we are subject, we could experience a
material adverse effect on our business, results of operations and financial condition and our share price may decline,
which may result in a loss of all or part of your investment . We cannot assure you that we will successfully address
any of these risks. You should carefully consider the following factors as well as the other information contained and
incorporated by reference in this annual report before taking any investment decision with respect to our securities.
See “Forward Looking Statements” on page iii above.

RISKS RELATED TO OUR BUSINESS

Failure to maintain our existing relationships or establish new relationships with insurance companies could
adversely affect our revenues and growth potential.

Revenues from our stolen vehicle recovery services, which we refer to as SVR services, and automatic vehicle
location products, which we refer to as AVL products, are primarily dependent on our relationships with insurance
companies. In Israel, insurance companies drive demand for our SVR services and AVL products by encouraging and,
in some cases, requiring customers to subscribe to vehicle location services and purchase vehicle location products
such as ours. In Brazil and Argentina, insurance companies enter into written agreements to subscribe to our services
and purchase or lease our products directly. Our inability to maintain our existing relationships or establish new
relationships with insurance companies could adversely affect our revenues and growth potential.

Changes in practices of insurance companies in the markets in which we provide our SVR services and sell our
AVL products could adversely affect our revenues and growth potential.

We depend on the practices of insurance companies in the markets in which we provide our SVR services and
sell our AVL products. In Israel, insurance companies either mandate the use of SVR services and AVL products, or
their equivalent, as a prerequisite for providing insurance coverage to owners of certain medium- and high-end
vehicles, or provide insurance premium discounts to encourage vehicle owners to subscribe to services and purchase
products such as ours. In Brazil and Argentina, insurance companies mainly lease our AVL products directly and
subsequently require their customers to subscribe to our SVR services.

Therefore, we rely on insurance companies’ continued practice of:

n accepting vehicle location and recovery technology as a preferred security product;
n requiring or providing a premium discount for using location and recovery services and products;
n mandating or encouraging use of our SVR services and AVL products, or similar services and products, for
vehicles with the same or similar threshold values and for the same or similar required duration of use; and
n with respect to insurance companies in Brazil and Argentina, deciding to lease SVR services and AVL products
from us directly.

15
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If any of these policies or practices change, revenues from sales of our SVR services and AVL products could decline,
which could adversely affect our revenues and growth potential.

16
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A reduction in vehicle theft rates may adversely impact demand for our SVR services and AVL products.

Demand for our SVR services and AVL products depends primarily on prevailing or expected vehicle theft rates.
Vehicle theft rates may decline as a result of various reasons, such as the availability of improved security systems,
implementation of improved or more effective law enforcement measures, or improved economic or political
conditions in markets that have high theft rates. If vehicle theft rates in any or all of our existing markets decline, or if
insurance companies or our other customers believe that vehicle theft rates have declined or are expected to decline,
demand for our SVR services and AVL products may decline.

A decline in sales of new medium- and high-end cars and commercial vehicles in the markets in which we
operate could result in reduced demand for our SVR services and AVL products.

Our SVR services and AVL products are primarily used to protect medium- and high-end cars and commercial
vehicles and are often installed before or immediately after their initial sale. Consequently, a reduction in sales of new
medium- and high-end vehicles could reduce our addressable market for SVR services and AVL products. New
vehicle sales may decline for various reasons, including an increase in new vehicle tariffs, taxes or gas prices. A
decline in vehicle production levels or labor disputes affecting the automobile industry in the markets where we
operate may also impact the volume of new vehicle sales. A decline in sales of new medium- and high-end vehicles in
the markets in which we provide our SVR services or sell our AVL products could result in reduced demand for such
services and products.

There is significant competition in the markets in which we offer our services and products and our results of
operations could be adversely affected if we fail to compete successfully.

The markets for our services and products are highly competitive. We compete primarily on the basis of the
technological innovation, quality and price of our services and products. Our most competitive market is the
location-based services market and the related AVL products market, due to the existence of a wide variety of
competing services and products and alternative technologies that offer various levels of protection and tracking
capabilities, including global positioning systems, or GPS (although we also provide services based on GPS/GPRS
technology), satellite- or network-based cellular systems and direction-finding homing technologies. Some of these
competing services and products, such as certain GPS-based products, are installed in new cars by vehicle
manufacturers prior to their initial sale, which effectively precludes us from competing for such subscribers.
Furthermore, providers of competing services or products may extend their offerings to the locations in which we
operate or new competitors may enter the location-based services market. Our AVL products also compete with less
sophisticated theft protection devices such as standard car alarms, immobilizers, steering wheel locks and homing
devices, some of which may be significantly cheaper. Some of these competing products have greater brand
recognition than our AVL products, including LoJack Corporation in the United States.

The development of new or improved competitive products, systems or technologies that compete with our
wireless communications products may render our products less competitive or obsolete, which could cause a decline
in our revenues and profitability.

We are engaged in businesses characterized by rapid technological change and frequent new product
developments and enhancements. The number of companies developing and marketing new wireless communications
products has expanded considerably in recent years. The development of new or improved products, systems or
technologies that compete with our wireless communications products may render our products less competitive and
we may not be able to enhance our technology in a timely manner. In addition to the competition resulting from new
products, systems or technologies, our future product enhancements may not adequately meet the requirements of the
marketplace and may not achieve the broad market acceptance necessary to generate significant revenues. Any of the
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foregoing could cause a decline in our revenues and profitability.
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The inability of local law enforcement agencies to timely and effectively recover the stolen vehicles we locate
could negatively impact customers’ perception of the usefulness of our SVR services and AVL products, adversely
affecting our revenues.

Our AVL products identify the location of vehicles in which our products are installed. Following a notification
of an unauthorized entry, or if we receive notification of the vehicle’s theft from a subscriber, we notify the relevant
law enforcement agency of the location of the subscriber’s vehicle and generally rely on local law enforcement or
governmental agencies to recover the stolen vehicle. We cannot control nor predict the response time of the relevant
local law enforcement or other governmental agencies responsible for recovering stolen vehicles, nor that the stolen
vehicles, once located, will be recovered at all. In the past, some stolen vehicles in which our AVL products were
installed were not recovered and the average stolen vehicle recovery time in the markets in which we operate was 20
minutes from the time an unauthorized entry is confirmed or reported to the time the vehicle is recovered. To the
extent that the relevant agencies do not effectively and timely respond to our calls and recover stolen vehicles, our
recovery rates would likely diminish, which may, in turn, negatively impact customers’ perception of the usefulness of
our SVR services and AVL products, adversely affecting our revenues.

The ability to detect, deactivate, disable or otherwise inhibit the effectiveness of our AVL products could
adversely affect demand for such products and our revenues.

The effectiveness of our AVL products is dependent, in part, on the inability of unauthorized persons to
deactivate or otherwise alter the functioning of our AVL products or the vehicle anti-theft devices that work in
conjunction with our AVL products. As sales of our AVL products increase, criminals in the markets in which we
operate may become increasingly aware of our AVL products and may develop methods or technologies to detect,
deactivate or disable our tracking devices or the vehicle anti-theft devices that work in conjunction with our AVL
products. We believe that, as is the case with any product intended to prevent vehicle theft, over time, there may be an
increased ability of unauthorized persons to detect, deactivate, disable or otherwise inhibit the effectiveness of our
AVL products, although it is difficult to verify this fact. An increase in the ability of unauthorized persons to detect,
deactivate, disable or otherwise inhibit the effectiveness of our AVL products could adversely affect demand for our
products and our revenues.

We rely on some intellectual property that we license from a third party, the loss of which could preclude us from
providing our SVR services or market and sell some of our AVL products, which would adversely affect our
revenues.

We license from third parties some of the technology that we need in order to provide our SVR services and
market and sell some of our AVL products. In the event that such licenses were to be terminated, or if such licenses
were rendered unenforceable or invalid, we would not be able to license similar technology from other parties, which
would require us, at a minimum, to obtain rights to a different technology and reconfigure our AVL products
accordingly. In addition, some of the licenses we obtained from third parties are non-exclusive, which may enable
other entities to obtain identical licenses from such third parties to operate in the places in which we conduct our
business resulting in increased competition and could adversely affect our revenues.

19
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We depend on proprietary technology and our failure to protect and enforce our intellectual property rights or our
need to defend against infringement claims could result in a significant increase in costs and decline in revenues.

Our business is dependent on the uninterrupted use of proprietary technology, both owned and licensed, from
third parties. If we fail to protect, enforce and maintain our intellectual property rights, we may not be able to compete
and our business and operating results could be negatively impacted. We seek to protect our intellectual property
rights through a combination of patents, trademarks, copyrights, trade secret laws, know-how, confidentiality
procedures and licensing arrangements. Even with the intellectual property protection currently in place, we may not
be able to protect our technology from misappropriation or infringement and we may lose, or the relevant owners may
restrict or lose, our current rights of use of the technology that we license from such owners. Any of our existing
intellectual property rights may be invalidated, circumvented, challenged or rendered unenforceable. In addition, the
laws of some countries in which we operate or plan to operate, may not protect intellectual property rights to the same
extent as the laws of Israel or the United States, increasing the possibility of piracy of our technology and products. It
may be necessary for us to litigate in order to enforce our intellectual property rights or to determine the validity and
scope of the proprietary rights of others, which litigation can be time consuming, distracting to management,
expensive and difficult to predict.

It is possible that we have or will inadvertently violate the intellectual property rights of other parties and those
other parties may choose to assert infringement claims against us. If a court were to determine that our technology
infringes on third parties’ intellectual property, in addition to exposure to substantial damages, we could be required to
expend considerable resources to modify our products, to develop non-infringing technology or to obtain licenses to
permit our continued use of the technology that is the subject matter of the litigation.

Our failure to protect and enforce our intellectual property rights, or our need to defend against claims of
infringement of intellectual property rights of others or the loss of any such claims, could result in a significant
increase in costs and decline in revenues.

Our ability to sell our services and products depends upon the prior receipt and maintenance of various
governmental licenses and approvals and our failure to obtain or maintain such licenses and approvals, or third-party
use of the same licenses and frequencies, could result in a disruption or curtailment of our operations, a significant
increase in costs and a decline in revenues.

We are required to obtain specific licenses and approvals from various governmental authorities in order to
conduct our operations. For example, our AVL products use radio frequencies that are licensed and renewed
periodically from the Ministry of Communications in Israel and similar agencies worldwide. As we continue to
expand into additional markets, we will be required to obtain new permits and approvals from relevant governmental
authorities. Furthermore, once our AVL infrastructure is deployed and our AVL end-units are sold to subscribers, a
change in radio frequencies would require us to recalibrate all of our antennas and replace or modify all end-units held
by subscribers, which would be costly and may result in delays in the provision of our SVR services. In addition,
some of the governmental licenses for radio frequencies that we currently use may be preempted by third parties. In
Israel, our license is designated as a “joint” license, allowing the government to grant third parties a license to use the
same frequencies, and in Brazil our license is designated as a “secondary”’, non-exclusive license, which allows the
government to grant a third party a primary license to use such frequencies, which third-party use could adversely
affect, disrupt or curtail our operations. Our inability to maintain necessary governmental licenses and frequency
approvals, or third-party use of or interference with the same licenses or frequencies, could result in a significant
increase in costs and decline in revenues.

Our SVR services business model is based on the existence of certain conditions, the loss or lack of which in
existing or potential markets could adversely affect our revenues generated in existing markets or our growth
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potential.

Our SVR services business model and, consequently, our ability to provide our SVR services and sell our AVL
products, relies on our ability to successfully identify markets in which:

n the rate of car theft or consumer concern over vehicle safety is high;

nsatisfactory radio frequencies are available to us that allow us to operate our business in an uninterrupted manner;
and

ninsurance companies or owners of cars believe that the value of cars justifies incurring the expense associated with
the deployment of SVR services.

21
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The absence of such conditions, our inability to locate markets in which such conditions exist or the loss of any one of
the above conditions in markets we currently serve could adversely affect our revenues generated in existing markets
or our growth potential.

Some of our agreements restrict our ability to expand into new markets for our SVR services, which could
adversely affect our growth potential.

In 2008, we entered into an agreement with Telematics, pursuant to which Ituran and Telematics designated parts
of the world as their exclusive territories for selling their AVL products and SVR services using any RF location
technology compatible to the RF vehicle location systems. This agreement restricts our ability to expand our business
and operations and sell our products and services in certain markets, which could adversely affect our growth
potential.

The loss of key personnel could adversely affect our business and prospects for growth.

Our success depends upon the efforts and abilities of key management personnel, including our President, our
Co-Chief Executive Officers. Loss of the services of one or more of such key personnel could adversely affect our
ability to execute our business plan. In addition, we believe that our future success depends in part upon our ability to
attract, retain and motivate qualified personnel necessary for the development of our business. If one or more
members of our management team or other key technical personnel become unable or unwilling to continue in their
present positions, and if additional key personnel cannot be hired and retained as needed, our business and prospects
for growth could be adversely affected.

We rely on third parties to manufacture our wireless communications products, which could affect our ability to
provide such products in a timely and cost-effective manner, adversely impacting our revenues and profit margins.

We outsource the manufacturing of most of our wireless communications products to third parties. Furthermore,
we use one manufacturer for production of a significant portion of our wireless communications products and we do
not maintain significant levels of inventories to support us in the event of an unexpected interruption in its
manufacturing process. If our principal manufacturer or any of our other manufacturers is unable to or fails to
manufacture our products in a timely manner, we may not be able to secure alternative manufacturing facilities
without experiencing an interruption in the supply of our products or an increase in production costs. Any such
interruption or increase in production costs could affect our ability to provide our wireless communications products
in a timely and cost-effective manner, adversely impacting our revenues and profit margins.

We rely on Telematics Wireless Ltd. (previously owned by us) to supply us with various products and services as
single supplier of such products and services. Termination of our agreement with Telematics in respect of such
products and services could adversely affect our revenues and operations.

Following the sale of our subsidiary, Telematics Wireless Ltd. in 2007 to a third party and the execution of a 10-year
supply agreement with Telematics as a result of such sale, we rely on Telematics as single supplier of products and
services. Termination of our relations with Telematics would adversely affect our operations and revenues.

22



Edgar Filing: Ituran Location & Control Ltd. - Form 20-F

We depend on the use of specialized quality assurance testing equipment for the production of our wireless
communications products, the loss or unavailability of which could adversely affect our results of operations.

We and our third-party manufacturers use specialized quality assurance testing equipment in the production of
our products. The replacement of any such equipment as a result of its failure or loss could result in a disruption of our
production process or an increase in costs, which could adversely affect our results of operations.

The adoption of industry standards that do not incorporate the technology we use may decrease or eliminate the
demand for our services or products and could harm our results of operations.

There are no established industry standards in all of the businesses in which we sell our wireless communications
products. For example, vehicle location devices may operate by employing various technologies, including network
triangulation, GPS, satellite-based or network-based cellular or direction-finding homing systems. The development of
industry standards that do not incorporate the technology we use may decrease or eliminate the demand for our
services or products and we may not be able to develop new services and products that are in compliance with such
new industry standards on a cost-effective basis. If industry standards develop and such standards do not incorporate
our wireless communications products and we are unable to effectively adapt to such new standards, such
development could harm our results of operations.

Expansion of our operations to new markets involves risks and our failure to manage such risks may delay or
preclude our ability to generate anticipated revenues and may impede our overall growth strategy.

We anticipate future growth to be attributable to our business activities in new markets, particularly in developing
countries, where we may encounter additional risks and challenges, such as longer payment cycles, potentially adverse
tax consequences, potential difficulties in collecting receivables and potential difficulties in enforcing agreements or
other rights in foreign legal systems. The challenges and risks of entering a new market may delay or preclude our
ability to generate anticipated revenues and may impede our overall growth strategy.

Part of our services rely on GPS/GPRS-based technology owned and controlled by others, the loss, impairment or
increased expense of which could negatively impact our immediate and future revenues from, or growth of, our
services and adversely affect our results of operations.

Part of our business relies on signals from GPS/GPRS satellites built and maintained by third parties. If
GPS/GPRS satellites become unavailable to us, or if the costs associated with using GPS/GPRS technology increase
such that it is no longer feasible or cost-effective for us to use such technology, we will not be able to adequately
provide our fleet management services. In addition, if one or more GPS/GPRS satellites malfunction, there could be a
substantial delay before such satellites are repaired or replaced, if at all. The occurrence of any of the foregoing events
could negatively impact our immediate and future revenues from, or growth of, our fleet management services and
adversely affect our results of operations.

Due to the already high penetration of SVR services and AVL products in Israel and moderate overall growth of
the addressable market in Israel, our prospects for growth in such market may be limited.

Our AVL products are primarily installed in medium- and high-end cars and commercial vehicles. Therefore, our
ability to increase demand for our SVR services and revenues from sales of our AVL products is limited by the
number of potential vehicles in which our products can be installed in each relevant market. We estimate that our
AVL products are installed in a significant portion of the medium- and high-end cars and commercial vehicles in
Israel. We anticipate that revenues from sales of our SVR services and AVL products in Israel will not increase
significantly due to the already high penetration of SVR services and AVL products in Israel and moderate overall

23



Edgar Filing: Ituran Location & Control Ltd. - Form 20-F

growth of the addressable market in Israel, which could adversely affect our prospects for growth in such markets.
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Some of our employees in our subsidiaries in Brazil and Argentina are members of labor unions and a dispute
between us and any such labor union could result in a labor strike that could delay or preclude altogether our ability to
generate revenues in the markets where such employees are located.

Some of our employees in our subsidiaries in Brazil and Argentina are members of labor unions. If a labor
dispute were to develop between us and our unionized employees, such employees could go on strike and we could
suffer work stoppage for a significant period of time. A labor dispute can be difficult to resolve and may require us to
seek arbitration for resolution, which arbitration can be time consuming, distracting to management, expensive and
difficult to predict. The occurrence of a labor dispute with our unionized employees could delay or preclude altogether
our ability to generate revenues in the markets where such employees are located.

We are subject to litigation that could result in significant costs to us.

On July 13, 2010 the State Revenue Services of Sdo Paulo issued a tax deficiency notice against our subsidiary in
Brazil, Ituran Sistemas de Monitoramento Ltda., claiming that the vehicle tracking and monitoring services provided
by our subsidiary should be classified as telecommunication services and therefore subject to the imposition of State
Value Added Tax — ICMS, resulting in an imposition of 25% state value added tax on all revenues of our subsidiary
during the period between August 2005 and December 2007. The tax deficiency notice is in the amount of
R$36,499,984 (approximately US$22.1 million) plus interest in the amount of R$30,282,420 (approximately US$18.2
million) and penalties in the amount of R$66,143,446 (approximately US$40 million). On March 2, 2012 the
Administrative Court of the State of Sao Paulo dismissed the State Revenue Services of Sao Paulo's claims and
resolved in our favor. On the date of this report we were made aware that a few days ago, the State Revenue Services
of Sao Paulo filed an administrative appeal at the Administrative Court. As of the date of this report the Company has
not received the appeal yet and is unaware of its content. We believe, based on the legal opinion of the subsidiary’s
Brazilian legal counsel that such an appeal must be well grounded otherwise the chances that the prior Administrative
Court's decision will be reversed is remote. In case the State of Sdo Paulo is successful at the Administrative appeal,
we are entitled to challenge the Administrative Court's decision in a court of law. We received a legal opinion from a
prominent law firm in Brazil that the merits of the case are overwhelmingly favorable to us, determining among other
things that the imposition on the subsidiary of the State Value Added Tax by the State Revenue Services of Sdo Paulo
is illegal. We believe, based on the legal opinion of the subsidiary's Brazilian legal counsel and considering the results
of the Administrative Court's decision in favor of the subsidiary, and that the chances of success are highly probable.

While we cannot predict the outcome of this litigation at this time, if we are not successful in defending ourselves, this
could result in significant costs to us, adversely affecting our results of operations.

For additional information concerning the above claim and additional litigation proceedings, please refer to Item 8.A —
“Consolidated Statements and other Financial Information” under the caption “Legal Proceedings” below.

We have not obtained nor applied for several of the permits required for the operation of some of our base sites.
To the extent enforcement is sought, the breadth, quality and capacity of our network coverage could be materially
affected.

The provision of our SVR services depends upon adequate network coverage for accurate tracking information.
In Israel, we have installed 103 base sites that provide complete communications coverage in Israel. Similarly, we
have established complete communications coverage in Sao Paulo and Rio, Brazil, Buenos Aires, Argentina. The
installation and operation of most of our base sites require building permits from local or regional zoning authorities
as well as a number of additional permits from governmental and regulatory authorities.
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Currently most of our base sites in Israel and Brazil operate without local building permits or the equivalent.
Although relevant authorities in Israel and Brazil have not historically enforced penalties for non-compliance with
certain permit regulations, following ongoing press coverage and actions by various public interest groups, relevant
Israeli and Brazilian authorities have recently begun seeking enforcement of permit regulations, especially with
respect to antennas constructed for cellular phone operators. Some possible enforcement measures include the closure
or demolition of existing base sites. Should these enforcement measures be imposed upon us in Israel and Brazil, the
extent, quality and capacity of our network coverage and, as a result, our ability to provide SVR services, may be
adversely affected.

10
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Currency fluctuations may result in valuation adjustments in our assets and liabilities and could cause our results
of operations to decline.

The valuation of our assets and liabilities and our revenues received and the related expenses incurred are not
always denominated in the same currency. This lack of correlation between revenues and expenses exposes us to risks
resulting from currency fluctuations. These currency fluctuations could have an adverse effect on our results of
operations. In addition, fluctuations in currencies may result in valuation adjustments in our assets and liabilities
which could cause our results of operations to decline.

RISKS RELATED TO OUR OPERATIONS IN ISRAEL

We are headquartered in Israel and therefore our results of operations may be adversely affected by political,
economic and military instability in Israel.

Our headquarters and sole research and development facilities are located in Israel and our key employees,
officers and directors are residents of Israel. Accordingly, security, political and economic conditions in Israel directly
affect our business. Over the past several decades, a number of armed conflicts have taken place between Israel and its
Arab neighbors. Since 2000, hostilities have increased in intensity and regional political uncertainty has also
increased. The establishment in 2006 of a government in the Palestinian Authority by representatives of the Hamas
militant group, and the virtual “take-over” of the Gaza Strip by Hamas in June 2007 has created unrest and uncertainty
in the region. Continued or increased hostilities, future armed conflicts, political developments in other states in the
region or continued or increased terrorism could make it more difficult for us to conduct our operations in Israel,
which could increase our costs and adversely affect our financial results.

Israel has experienced in recent years, unionized general strikes in 