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The Registrant filed its Annual Report on Form 2fbFthe fiscal year ended December 31, 2007 wi¢hSecurities
and Exchange Commission on June 30, 2008. In additie Registrant filed its Amendment No. 1 onnr@0-F/A for
the fiscal year ended December 31, 2007 with tloen®ees and Exchange Commission on July 7, 2008

This Amendment No. 2 to the Form 20-F (the “Amendtfes filed to include revised reports of indeplent
registered public accounting firm of Terco Granbiiriton, clarifying that:

a) the financial statements of Teleran Holdings hasenbaudited in accordance with the standards dPtidic
Company Accounting Oversight Board (United States);
b) that it opines on the years 2006 and 2007 only.

In addition, the report of independent registereldlis accounting firm of Fahn Kanne & Co., as ditt to our audited
consolidated annual financial statements is replagéh a revised report, where the phrase “audisitegndards of the
Public Company Accounting Oversight Board (Unitedt&s)” was replaced with the phrase “standardeeoPublic
Company Accounting Oversight Board (United States)”

In addition, the reports of independent registgreblic accounting firm of Terco, member of Granofifton, and the
reports of independent registered public accourftingof Mazars, as attached to our audited codstdid annual
financial statements and as appearing in Item &%eplaced with revised reports, where the nantkeofirms were
included directly below the auditor’s signatures.

Therefore, this Amendment No. 2 consists of a cpage, this explanatory note, a revised Item 15/&md 18, a
certification page and a signature page.

This Amendment speaks as of the date of the ifiliagy of the Form 20-F. Other than as describbdwe, this
Amendment does not, and does not purport to, amgmatite or restate any other information or digglesncluded in
the Form 20-F and 20-F/A (amendment no. 1) and dogsand does not purport to, reflect any evdmds have
occurred after the date of the initial filing oktkForm 20-F. As a result, our annual report on F20rk for the fiscal
year ended December 31, 2007, as amended by amenhdme. and this Amendment, continues to speak g
initial filing date of the Form 20-F.



ITEM 15. CONTROLS AND PROCEDURES

(A) Disclosure Controls and Procedures

Our chief executive officer and chief fiéal officer, after evaluating the effectivenessaf disclosure controls
and procedures (as defined in Rule 13a-15(e) odwurities Exchange Act of 1934, as amended) Beoémber 31,
2007, have concluded that, as of such date, oalodisre controls and procedures were effectivansue that
information required to be disclosed by us in répdrat we file or submit under the Exchange Aetdsumulated and
communicated to our management, including our adwetutive officer and chief financial officer, alow timely
decisions regarding required disclosure and isrokmh processed, summarized and reported withipehieds
specified by the SEC’s rules and forms.

(B) Management’s Annual Report on Internal Con@ekr Financial Reporting

Our management is responsible $tatdishing and maintaining adequate internal cbwiver our financial
reporting. Internal control over financial repogiis designed to provide reasonable assurancer tmanagement and
the board of directors regarding the reliabilityfiofncial reporting and the preparation and fagsgntation of
published financial statements. Because of itsrgmitdimitations, internal control over financigporting may not
prevent or detect misstatements. Therefore, evesethystems determined to be effective can praitiereasonable
assurances with respect to financial statementpagipn and presentation. Also, projections of engluation of
effectiveness to future periods are subject taigiethat controls may become inadequate becauskasiges in
conditions, or that the degree of compliance witpolicies or procedures may decline.

Our management assessed the effectiveness obthpahy’s internal control over financial reportiag) of
December 31, 2007. In making this assessmentgit thee criteria established limternal Control—Integrated
Framework issued by the Committee of Sponsoringu@zgtions of the Treadway Commission (CQ3ased on
such assessment, management has concluded tbédDasember 31, 2007, the Company’s internal cdiover
financial reporting is not effective due to sevaralterial weaknesses.

A material weakness is a deficiency, or a combamatif deficiencies, in internal control over fingdaeporting, such
that there is a reasonable possibility that a raterisstatement of the company’s annual finansiatements will not
be prevented or detected on a timely basis. Manageperformed an assessment of the effectivenase of
Company’s internal control over financial reportig of December 31, 2007, utilizing the criteriaatébed above. The
objective of this assessment was to determine ehd¢lie Company’s internal control over financiglaging was
effective as of December 31, 2007. Our assessmentified the following control deficiencies as@écember 31,
2007, that constituted material weaknesses ant @xigin the Company's subsidiary, Teleran Holdih¢da. and its
subsidiary Ituran Sistemas Monitoramento Ltd#u¢an Brazil *):

Ineffective controls related to reconciliation of@unts receivables. This control deficiency hasited in
audit adjustments to the consolidated annual filmdstatements for the year ended December 31,.2007

Ineffective controls to ensure timely and accurat®rding of transfers of inventory to fixed assatswell
as products delivered to or returned from custon&ush deficiency, also affect the controls oveysital
inventories and provision for obsolescence whi&hrant effectives. This control deficiency resulied
audit adjustments to the consolidated annual filgdustatements for the year ended December 31,.2007

Ineffective controls related to the process ofrimi review of the financial statements of our &dibsy,
Ituran Brazil and segregation of duties. Theretdrisffective review procedures of the financiglags in
Ituran Brazil, although such review is conductecaaronsolidated basi¥his control deficiency resulted
audit adjustments to the consolidated annual filgdustatements for the year ended December 31,.2007
This lack of segregation of duties is a deficieicthe design of our internal control over finaricia
reporting that may allow for improprieties or esan the application of accounting practices to go
undetected. Although this ineffective control eist Ituran Brazil, on a consolidated basis we dioview

it as a material weakness as a review is conductitdran.



Our management did not assess the effectiveneag ddrmer subsidiary Telematics Wireless Ltd. insé control
over financial reporting, which was sold on Decentie 2007, as further described Item 4.A. — Histmd
Development of the Company, under the captionr‘History' above.

Changein Internal Control over Financial Reporting

There have not been any changes in our internatalaver financial reporting during the year enddetember
31, 2007 that have materially affected, or areaeably likely to materially affect, our internalrmtool over financial
reporting.

Remediation Stepsto Address Material Weaknesses

The Company’s executive, regional and financial agement are committed to achieving and maintaiaing
strong control environment and an overall tone wvithe organization. In addition, management resyaommitted to
the process of developing and implementing impra@gorate governance and compliance initiatives. €drrent
management team has been actively working on rextiediefforts to address the material weaknessasel as other
identified areas of risk as follows:

¢ We have recruited additional personnel in the ating department in Ituran Brazil in order to addréhe
lack of segregation of duties in our prior strueturhis new position will play a critical role img&uring the
integrity of financial information reported.
e The Company is taking, or plan to take in the rigture, the following additional actions:
o Conducting reviews of accounting processes to pm@te technology improvements to strengthen
the design and operation of controls;
o Improving quality control reviews within the accaing function to ensure account analyses and
reconciliations are completed accurately, timehd aith proper management review;
o Formalizing and expanding the documentation ofGbhenpany’s procedures for review and
oversight of financial reporting.

We believe the measures described above, oncengdsamd operating effectively, will remediate thatenial
weaknesses we have identified and strengthen tamad control over financial reporting. We are coitted to
continuing to improve our internal control processaad will diligently and vigorously review our &incial reporting
controls and procedures. As we continue to evalaiatiework to improve our internal control over ficéal reporting,
we may determine to take additional remediationsusss or determine to modify, or in appropriatewinstances not
to complete, certain of the remediation measurssrieed above.

Management's assessment of the effectivenessrafftiinternal control over financial reportingats
December 31, 2007 has been audited by Fahn Kar®e. &an independent registered public accountimg ifa Israel
and a member of Grant Thornton International (“FElanne”), as stated in their report included below.

(C) Attestation Report of the Registered Public AcciogriEirm.

Fahn Kanne

GrantThornton

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
TO THE SHAREHOLDERS OF
ITURAN LOCATION AND CONTROL LTD. AND ITS SUBSIDIARI ES

We have audited Ituran Location and Control Ltbe(tCompany”) and its subsidiaries internal contreér financial
reporting as of December 31, 2007, based on aiestablished in Internal Control—Integrated Fraomwissued by
the Committee of Sponsoring Organizations of theaflivay Commission (COSO). The Company’s manageisent
responsible for maintaining effective internal eohbver financial reporting and for its assessnwdrihe effectiveness
of internal control over financial reporting, inded in the accompanying management’s report omiateontrol over
Financial Reporting. Our responsibility is to exggean opinion on the Company’s internal controlrdfiteancial
reporting based on our audit. We did not auditriraé control over financial reporting of Teleran IHiog Ltda.



(Teleran) and Ituran Argentina S.A. (Ituran Argea)i, subsidiaries of the Company, whose finan¢&kments reflect
total assets and revenues constituting 18% and 38%pectively, of the related consolidated finansi@tement
amounts as of and for the year ended December(&T,. Zeleran and Ituran Argentina internal contedr financial

reporting were audited by other auditors whose ntelpas been furnished to us, and our opinion, arsas$ it relates to
Teleran and lturan Argentina internal control ofieancial reporting in relation to the Company takes a whole, is
based solely on the report of the other auditors.

We conducted our audit in accordance with the stedslof the Public Company Accounting Oversight iBg@nited
States). Those standards require that we plan endrp the audit to obtain reasonable assurancetalvbether
effective internal control over financial reportim@s maintained in all material respects. Our aundiuded obtaining
an understanding of internal control over financeggorting, assessing the risk that a material wesk exists, testing
and evaluating the design and operating effectis®rmd internal control based on the assessed aigk,performing
such other procedures as we considered necesséng icircumstances. We believe that our audit &edréport of
other auditors provide a reasonable basis for piman.

A company’s internal control over financial repogiis a process designed to provide reasonableaassuregarding
the reliability of financial reporting and the pegption of financial statements for external pugsois accordance with
generally accepted accounting principles. A comfsamgernal control over financial reporting inckeslthose policies
and procedures that (1) pertain to the maintenahcecords that, in reasonable detail, accuratety fairly reflect the
transactions and dispositions of the assets ofctvapany; (2) provide reasonable assurance thasacions are
recorded as necessary to permit preparation ohdiahstatements in accordance with generally gecepccounting
principles, and that receipts and expenditureti®ftbompany are being made only in accordance withoaizations of
management and directors of the company; and (8)ige reasonable assurance regarding preventiotimaly
detection of unauthorized acquisition, use, or aigion of the company’s assets that could haveatenal effect on
the financial statements.

Because of its inherent limitations, internal cohwver financial reporting may not prevent or @étmisstatements.
Also, projections of any evaluation of effectivesi¢s future periods are subject to the risk thattrmés may become
inadequate because of changes in conditions, orthlkadegree of compliance with the policies orcpdures may
deteriorate.

A material weakness is a deficiency, or combinatibnontrol deficiencies, in internal control oviarancial reporting,
such that there is a reasonable possibility thatagerial misstatement of the company’s annual tariim financial
statements will not be prevented or detected amalyt basis. The following material weaknesses Haeen identified
and included in management’s assessment:

Ineffective controls related to reconciliation ot@unts Receivables. This control deficiency haslted in audit
adjustments to the consolidated annual financééstents for the year ended December 31, 2007.

Ineffective controls to ensure timely and accurat®rding of transfers of inventory to fixed assatswell as products
delivered to or returned from customers. Such @mfiy, also affect the controls over physical irteeies and
provision for obsolescence which are not effectiVlis control deficiency resulted in audit adjusttseto the
consolidated annual financial statements for tter y@ded December 31, 2007.

Ineffective controls related to the process of rimi review of the financial statements of the Campgs subsidiary,
Teleran and segregation of duties. There exisfeng¥e review procedures of the financial repantsTeleran. This
control deficiency resulted in audit adjustmentstiie consolidated annual financial statements lier year ended
December 31, 2007. This lack of segregation ofeduis a deficiency in the design of the Compamtarnal control
over financial reporting that may allow for impragifes or errors in the application of accountimggbices to remain
undetected. As described in Management’s reporht@nnal control over financial reporting, althoutytis ineffective
control exists in Teleran, on a consolidated bakis, management of the Company does not view # asaterial
weakness as a review is conducted at the Compaaly le



In our opinion, based on our audit and the repbitber auditors, because of the effect of the nateveaknesses
described above on the achievement of the objectf¢he control criteria, the Company has not tadied effective
internal control over financial reporting as of @ether 31, 2007, based on criteria establishedtarral Control—
Integrated Framework issued by COSO.

We have also audited, in accordance with the stdsdaf the Public Company Accounting Oversight Blo@dnited
States), the consolidated financial statementdhefGompany and its subsidiaries for the year emderember 31,
2007. The material weaknesses identified above waneidered in determining the nature, timing, areknt of audit
tests applied in our audit of the 2007 financiatestnents, and this report does not affect our tefaded June 30, 2008,
which expressed an unqualified opinion on thosarfoial statements.

As described in Management's Report on internaltrobrover financial reporting, management has eketl the
former subsidiary Telematics Wireless Ltd. internahtrol over financial reporting, from its assessinof internal
control over financial reporting as of December 3207 because it was sold on December 31, 2007sassded in
Note 1.A.1.d to the Company’s consolidated finalnsiatements for the year ended December 31, 200& have also
excluded Telematics Wireless Ltd. from our auditndérnal control over financial reporting. TelematWireless Ltd.'s
total revenues represent approximately 16% of ¢feted consolidated financial statement amountshi®ryear ended
December 31, 2007.

Fahn Kanne & Co.
Certified Public Accountants (lsr.)

Tel-Aviv, Israel
June 30, 2008

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINKIRM

Board of Directors and Shareholders
lturan Argentina S.A.
Introductory Paragraph:

We have audited management’s assessment, inclndked accompanying (Management's Report on Internal
Control), that Ituran Argentina S.A. maintainedeetive internal control over financial reportinga<December 31,
2007, based on criteria established in “Internatt@m - Integrated Framework” issued by the Comeeitbf Sponsoring
Organizations of the Treadway Commission (“COSQ%e Ituran Argentina S.A. management is responsirle
maintaining effective internal control over finaalcieporting and for its assessment of the effeciss of internal
control over financial reporting. Our responsililis to express an opinion on management's assasam an opinion
on the effectiveness of the Company’s internal mdmver financial reporting based on our audit.

Scope Paragraph:

We conducted our audit in accordance with the stadglof the Public Company Accounting Oversightrifloa
(United States). Those standards require that ae ghd perform the audit to obtain reasonable assarabout
whether effective internal control over financiaporting was maintained in all material respects. &udit included
obtaining an understanding of internal control dugancial reporting, evaluating management’s assest, testing
and evaluating the design and operating effectisené¢internal control, and performing such othreicpdures as we
considered necessary in the circumstances. Wevbdlat our audit provides a reasonable basisuoppinion.

Definition Paragraph:

A company'’s internal control over financial repodiis a process designed to provide reasonableaass
regarding the reliability of financial reportingcéthe preparation of financial statements for dkpurposes in
accordance with U.S. generally accepted accouptimgiples. A company’s internal control over firdal reporting
includes those policies and procedures that (Iajmeto the maintenance of records that, in reasiengetail,



accurately and fairly reflect the transactions disghositions of the assets of the company; (2) idmreasonable
assurance that transactions are recorded assaegés permit preparation of financial statemeémtccordance with
U.S. generally accepted accounting principles,thatreceipts and expenditures of the company eirggbmade only
in accordance with authorizations of managementdinedtors of the company; and (3) provide reaskagsurance
regarding prevention or timely detection of unauitexd acquisition, use, or disposition of the comps assets that
could have a material effect on the financial stegsts.

Inherent Limitations Paragraph:

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or adete
misstatements. Also, projections of any evaluatibeffectiveness to future periods are subjechéorisk that controls
may become inadequate because of changes in aorglitr that the degree of compliance with thecpesior
procedures may deteriorate.

Opinion Paragraph:

In our opinion, management’s assessment that ltirgantina S.A. maintained effective internal cohbver
financial reporting as of December 31, 2007, idyatated, in all material respects, based orGéatestablished in
“Internal Control -Integrated Framework. issuedltyy Committee of Sponsoring Organizations of thea@ivay
Commission (“COSQ"). Also, in our opinion, Ituramgentina S.A. maintained, in all material respeetfgctive
internal control over financial reporting as of Batber 31, 2007, based on criteria establishednierhal Control -
Integrated Framework” issued by the Committee afrSpring Organizations of the Treadway CommissiG@OSO”).

Explanatory Paragraph:

We have also audited, in accordance with the stasd# the Public Company Accounting Oversight Boar
(United States), the balance sheets of Ituranestiga S.A. as of December 31, 2007 and 2006, lendelated
statements of income stockholders” equity, and tagls for each of the years in the two-year pegoded December
31, 2007, and our report dated February 8, 200&essed an unqualified opinion on those finand¢&ksnents.

Signed by:
Gustavo R. Chesta (Partner)

Mazars - Argentina
February 8, 2008



Terco

Q Grant Thornton

Auditores Independentes

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the shareholders of Teleran Holding Ltda. — Biez entity

We have audited Teleran Holding Ltda. Company’erimal control over financial reporting as of Dete&m31, 2007,
based on criteria established limernal Control—Integrated Frameworissued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSOlerge Holding Ltda. Company’s management is respénfor
maintaining effective internal control over finaacreporting and for its assessment of the effeckss of internal
control over financial reporting, included in themagement’s repodn internal control over Financial Reportin@ur
responsibility is to express an opinion on W Conyminternal control over financial reporting bassdour audit.

We conducted our audits in accordance with the iBrazgenerally accepted auditing standards, whiehsubstantially
equivalent to those established by the Public Campgeccounting Oversight Board (United States of Aiceg). Those

standards require that we plan and perform thetdadbbtain reasonable assurance about whethectigéeinternal

control over financial reporting was maintainedalnmaterial respects. Our audit included obtairémgunderstanding
of internal control over financial reporting, assieg the risk that a material weakness existsingsind evaluating the
design and operating effectiveness of internalrobiiased on the assessed risk, and performing ahen procedures
as we considered necessary in the circumstancebeldee that our audit provides a reasonable Basisur opinion.

A company’s internal control over financial repogiis a process designed to provide reasonableaassuregarding
the reliability of financial reporting and the pegption of financial statements for external pugois accordance with
generally accepted accounting principles. A com{gimgernal control over financial reporting inckeslthose policies
and procedures that (1) pertain to the maintenahcecords that, in reasonable detail, accuratety fairly reflect the
transactions and dispositions of the assets ofctmapany; (2) provide reasonable assurance thasaciions are
recorded as necessary to permit preparation ohdiahstatements in accordance with generally gecepccounting
principles, and that receipts and expenditureb®@ftbompany are being made only in accordance withoaizations of
management and directors of the company; and (8)ige reasonable assurance regarding preventiotimaly
detection of unauthorized acquisition, use, or @$#ion of the company’s assets that could haveatenal effect on
the financial statements.

Because of its inherent limitations, internal cohwver financial reporting may not prevent or @étmisstatements.
Also, projections of any evaluation of effectivesi¢s future periods are subject to the risk thattrmés may become
inadequate because of changes in conditions, orthlkadegree of compliance with the policies orcedures may
deteriorate.

A material weakness is a deficiency, or combinatidncontrol deficiencies, that results in more tharremote
likelihood that a material misstatement of the arar interim financial statements will not be peated or detected.
The following material weaknesses have been idedtdnd included in management's assessment:

Ineffective controls related to reconciliation betAccounts Receivables. This control deficiency iresulted
in audit adjustments to the annual financial statetsifor the year ended December 31, 2007.

Ineffective controls to ensure timely and accuratording of transfers of inventory to fixed assatswell as
goods are delivered to or returned from custom8ush deficiency, also effect the controls over jtajs



inventories and provision for obsolescence whiahraot effectives. This control deficiency resultadcaudit
adjustments to the annual financial statementthfoyear ended December 31, 2007.

Ineffective controls related to review of financithtements. The financial statements are pregarddcal
management and no review is performed. This comufeficiency resulted in audit adjustments to theumh
financial statements for the year ended Decembg2(®17.

These material weaknesses were considered in detegnthe nature, timing, and extent of audit tegpplied in our
audit of the balance sheet as of December 31, 20 the related statements of income, changekarelolders’
equity and cash flow as of and for the year endedelnber 31, 2007 of the Company, and this repas dot affect
our report on such financial statements.

In our opinion, because of the effect of the materieaknesses described above on the achievem#@ objectives of
the control criteria, the Company has not maingietective internal control over financial repagias of December
31, 2007, based on the criteria established inrfateControl—Integrated Framework issued by the @Guttee of
Sponsoring Organizations of the Treadway CommisgxdSO).

Séao Paulo, Brazil José André Viola Ferreira
June 27,2008



ITEM 18. FINANCIAL STATEMENTS

The following consolidated financial statements eeldted registered public accounting firms’ repante filed as part
of this annual report.
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Fahn Kanne & Co,|
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 23 Menachem Begin Road
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TO THE SHAREHOLDERS OF P.0.B. 36172, 61361
ITURAN LOCATION AND CONTROL LTD. AND ITS SUBSIDIARI ES T 4972 3 7106666

F +972 3 7106660]
www.gtfk.co.il

We have audited the accompanying consolidated balaheets ofituran Location and Control Ltd. (the
"Company") and its subsidiaries as of December 31, 2007 and 2006, and the relziedolidated statements of
income, statements of changes in shareholderstyegod statements of cash flows for each of theethyears in the
period ended December 31, 2007. These consolidatadcial statements are the responsibility of Bwmard of
Directors and management of the Company. Our respiity is to express an opinion on these comstéd financial
statements based on our audits.

We did not audit the 2007 and 2006 financial statets of two subsidiaries, whose assets includélderconsolidation
constituted approximately 18% and 20% of total ofidated assets as of December 31, 2007 and 268pectively,
and whose revenues included in the consolidatiomstdoted approximately 33% and 32% of total coidsdéd
revenues for the years ended December 31, 2002G0®) respectively. The financial statements ef¢hsubsidiaries
were audited by other independent auditors, whegerts have been furnished to us. Our opiniommfarsas it relates
to the amounts included in respect of these conggars based solely on the reports of the othepaddent auditors.

We conducted our audits in accordance with audisitagndards of the Public Company Accounting Ovéatsipard
(United States). Those standards require that lae @nd perform the audits to obtain reasonablarasse about
whether the financial statements are free of matenisstatement. An audit also includes examinamga test basis,
evidence supporting the amounts and disclosurdiseirfinancial statements, assessing the accouptingiples used
and significant estimates made by the Board of dims and management of the Company, as well dsatiray the
overall financial statement presentation. We elithat our audits and the reports of the otheepeddent auditors
provide a reasonable basis for our opinion.

In our opinion, based on our audits and the repérthe other independent auditors, the consoliddieancial

statements referred to above present fairly, immaterial respects, the consolidated financialtprsiof the Company
and its subsidiaries as of December 31, 2007 ar@b,2@nd the consolidated results of operationshgds in

shareholders’ equity and cash flows for each ofttinee years in the period ended December 31, 20@Hnformity

with accaunting principles generally accepted m thited States.

We have|also audited, in accordance with the stdsdaf the Public Company Accounting Oversight Blo@dnited

States), the effectiveness of the Company's interoatrol over financial reporting based on cridgedstablished in
Internal Control — Integrated Framework issued by Committee of Sponsoring Organizations of theadwey

Commissjion (the COSO criteria) and our report ddtete 30, 2008 expressed an adverse opinion thereon

Certified Public A
Fahn Kanne & Co. is the Israeli member firm of Grant Thornton International Ltd|
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ITURAN LOCATION AND CONTROL LTD.

CONSOLIDATED BALANCE SHEETS

AND ITS SUBSIDIARI

US dollars
December 31,
(in thousands) 2007 2006
Current assets
Cash and cash equivalents 28,669 43,812
Investments in marketable securities 9,558 16,034
Accounts receivable (net of allowance for doub#ttounts) 27,578 29,709
Other current assets (Note 2) 83,783 4,915
Contracts in process, net (Note 3) - 1,465
Inventories (Note 4) 13,258 10,901
162,846 106,836
Long-term investments and debit balances
Investments in affiliated companies (Note 5A) 191 881
Investments in other companies (Note 5B) 1,678 -
Accounts receivable 49 123
Loan to former employee 560 -
Deposit - 1,457
Deferred income taxes (Note 17) 5,850 5,112
Funds in respect of employee rights upon retirement 2,513 4,001
10,841 11,574
Property and equipment, net(Note 6) 24,440 19,109
Intangible assets, ne{Note 7) 8,801 2,784
Goodwill (Note 8) 9,631 4,536
Total assets 216,559 144,839

The accompanying notes are an integral part of theonsolidated financial statements.
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CONSOLIDATED BALANCE SHEETS

US dollars
December 31,
(in thousands, except share data) 2007 2006
Current liabilities
Credit from banking institutions (Note 9) 318 474
Accounts payable 12,703 14,956
Deferred revenues 5,801 4,399
Other current liabilities (Note 10) 33,592 13,573
52,414 33,402
Long-term liabilities
Liability for employee rights upon retirement 4,085 5,278
Deferred income taxes (Note 17) 1,715 816
5,800 6,094
Contingent liabilities, liens and guaranteeg¢Note 12)
Minority interests 2,860 2,578
Capital Notes(Note 13) 5,894 5,894

Shareholders’ equity(Note 14)

Share capital — ordinary shares of NIS ®:3%ar value: 1,983 1,971
Authorized — December 31, 2006 and 2007 — 60,000s06ares
Issued and outstanding — December 31, 2006 — 2332khares, December 31,
2007 — 23,475,431 shares

Additional paid-in capital 73,554 73,554
Accumulated other comprehensive income (loss) 13,715 3,003
Cost of Company shares held by the Company anduibsidiary — December 31,
2006 and 2007 — 80,839 shares and 491,390 shaspgctively (5,900) (1,261)
Retained earning 66,239 19,604
Total shareholders’ equity 149,591 96,871
Total liabilities and shareholders’ equity 216,559 144,839

The accompanying notes are an integral part of theonsolidated financial statements.
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CONSOLIDATED STATEMENTS OF INCOME

US dollars
Year ended December 31,
(in thousands except per share data) 2007 2006 2005
Revenues:
Location-based services 64,634 54,048 44,128
Wireless communications products 60,204 50,004 43,806
Others - - 2,192
124,838 104,052 90,126
Cost of revenues:
Location-based services 23,630 18,419 14,987
Wireless communications products 44,009 35,434 30,956
Other - - 1,643
67,639 53,853 47,586
Gross profit 57,199 50,199 42,540
Research and development expenses 2,991 2,682 2,799
Selling and marketing expenses 8,218 5,123 4,876
General and administrative expenses 22,629 17,659 14,959
Other expenses (income), net (Note 15) (49,138) 3 16) (
Operating income 72,499 24,732 19,922
Financing income , net (Note 16) 1,227 1,886 906
Income before taxes on income 73,726 26,618 20,828
Taxes on income (Note 17) (20,953) (6,581) (5,295)
52,773 20,037 15,533
Share in losses of affiliated companies, net (516) (213) (355)
Minority interests in income of subsidiaries (783) (565) (803)
Net income 51,474 19,259 14,375
Earnings per share(Note 18):
Basic 2.21 0.83 0.73
Diluted 2.20 0.82 0.71
Weighted average number of shares outstanding (irhbusands):
Basic 23,315 23,194 19,736
Diluted 23,422 23,457 20,254

The accompanying notes are an integral part of theonsolidated financial Statements.
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ITURAN LOCATION AND CONTROL LTD. AND ITS SUBSIDIARI ES
STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

(in thousands)

Ordinary shares Accumulated Retained Cost of Compay
Share Additional other earnings shares held by the
Number of capital paid in comprehensive (accumulated Company and its
shares amount capital income (loss) deficit) subsidiaries Total
US dollars
Balance as of January 1, 2005 18,595 1,626 23,876 (2,487) (7,630) (384) 15,001
Changes during 2005:
Net income - - - - 14,375 - 14,375
Losses on the translation of non-Israeli currendgarfcial
statements of subsidiaries and on translation ef ftinctional
currency to the reporting currency - - - (922) - - (922)
Total comprehensive income 13,453
Modification of terms of fully vested employee dtaaptions - - 243 - - - 243
Issuance of share capital, net 4,464 325 49,064 - - - 49,389
Exercise of warrants 33 2 371 - - - 373
Dividend paid . . . . (2,697) . (2,697)
Balance as of December 31, 2005 23,092 1,953 73,554 (3,409) 4,048 (384) 75,762
Balance as of January 1, 2006 23,092 1,953 73,554 (3,409) 4,048 (384) 75,762
Changes during 2006:
Net income - - - - 19,259 - 19,259
Gain on translation of non-Israeli currency finah@tatements of
subsidiaries and on translation of the functionairency to the
reporting currency - - - 6,412 - - 6,412
Total comprehensive income 25,671
Exercise of options 230 18 - - - - 18
Purchase of Company shares by the Company - - - - - (877) (877)

The accompanying notes are an integral part of theonsolidated financial statements.
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Dividend paid - - - - (3,703) - (3,703)
Balance as of December 31, 2006 23,322 1,971 73,554 3,003 19,604 (1,261) 96,871




ITURAN LOCATION AND CONTROL LTD. AND ITS SUBSIDIARI ES
STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY (cont .)

(in thousands)

Ordinary shares Accumulated Retained Cost of Compay
Share Additional other earnings shares held by the
Number of capital paid in comprehensive (accumulated Company and its
shares amount capital income (loss) deficit) subsidiaries Total
US dollars
Balance as of January 1, 2007 23,322 1,971 73,554 3,003 19,604 (1,261) 96,871
Changes during 2007:
Net income - - - - 51,474 - 51,474
Gains on translation of non-Israeli currency finahstatements of
subsidiaries and on translation of the functionairency to the
reporting currency - - - 10,712 - - 10,712
Total comprehensive income 62,186
Exercise of options 154 12 - - - - 12
Purchase of Company shares by the Company - - - - - (4,873) (4,873)
Cost of Company shares held by subsidiary thatokas sold (see
Note 1.A.1.d.) i, - - - - 234 234
Dividend paid - - - - (4,839) - (4,839)
Balance as of December 31, 2007 23,476 1,983 73,554 13,715 66,239 (5,900) 149,591

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

US dollars
Year ended December 31,
(in thousands) 2007 2006 2005
Cash flows from operating activities
Net income for the year 51,474 19,259 14,375
Adjustments to reconcile net income to net cash fro operating
activities:
Depreciation and amortization 8,080 4,205 3,341
Exchange differences on principal of deposit amah$ net (78) (50) 104
Gains in respect of marketable securities (437) 0)20 -
Gain from sale of subsidiary , net (Appendix A) BR3) - -
Increase (decrease) in liability for employee riglypon retirement 1,293 (187) 521
Share in losses of affiliated companies, net 516 321 355
Deferred income taxes 991 644 301
Stock-based compensation - - 243
Capital gains on sale of property and equipmertt, ne (5) (35) (16)
Minority interests in income of subsidiaries, net 837 565 803
Increase in accounts receivable (8,556) (3,668) (4,912)
Decrease (increase) in other current assets 724 63001, (1,028)
Increase in inventories and contracts in process, n (3,645) (4,435) (269)
Increase in accounts payable 1,799 2,686 460
Increase (decrease) in deferred revenues (32) Q) 321
Increase (decrease) in other current liabilities ,713) 888 3,159
Net cash provided by operating activities 12,761 258 17,758
Cash flows from investment activities
Increase in funds in respect of employee rights nupetirement,
net of withdrawals (678) (412) (288)
Capital expenditures (9,641) (12,106) (3,540)
Acquisition of subsidiary (appendix A) (8,549) @3 -
Proceeds from sale of property and equipment 195 53 133
Purchase of intangible assets and minority interest (64) (58) (746)
Investment in affiliated company (1,447) - -
Investments in marketable securities (5,488) (55,863) -
Sale of marketable securities 13,982 40,848 -
Loan granted to affiliated company - (138) (452)
Acquisition of additional interest in a subsidiary - (22) -
Loan granted to former employee (560) - -
Subsidiary no longer consolidated (Appendix B ) 988) - -
Net cash used in investment activities (19,188) ,9209) (4,893)
Cash flows from financing activities
Short-term credit from banking institutions, net 016 (237) 181
Repayment of long-term loans (3,500) (3,191) (6,290)
Dividend paid (4,839) (3,703) (2,697)
Proceeds from exercise of options by employees 12 8 1 15

The accompanying notes are an integral bart of theonsolidated financial statements.



ITURAN LOCATION AND CONTROL LTD. AND ITS SUBSIDIARI

Proceeds from exercise of warrants

Issuance of share capital, net

Dividend paid to minority interest of a subsidiary
Purchase of Company’s shares

Net cash provided by (used in) financing activities

Effect of exchange rate changes on cash and casbatnts

Net increase (decrease) in cash and cash equisalent
Balance of cash and cash equivalents at beginfipgar

Balance of cash and cash equivalents at end of year
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(4,873)
(13,040)

(15,143)
43,812

28,669
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CONSOLIDATED STATEMENTS OF CASH FLOWS (cont.)

Appendix A — Acquisitions of subsidiaries

US dollars

Year ended December 31,

(in thousands) 2007 2006
Working capital (excluding cash and cash equivalemet 1,280 2,015
Deferred income taxes (1,583) 54
Funds in respect of employee rights upon retirement 408 366
Property and equipment , net 397 231
Intangible assets, net 6,719 -
Goodwill 5,220 1,631
Liability for employee rights upon retirement (729) (559)
Long term loan (3,163) -
Minority interest - (1,495)

8,549 2,243
Appendix B— Company no longer consolidated

US dollars

Year ended December 31,

(in thousands) 2007 2006
Working capital (excluding cash and cash equivalend inventory), net 50,031 -
Inventory (including contracts in process ) (4,408) -
Funds in respect of employee rights upon retirement (2,968) -
Deposit (1,680) -
Investment in affiliated company (144) -
Deferred income taxes (347) -
Property and equipment , net (1,254) -
Goodwill (479) -
Liability for employee rights upon retirement 3,803 -

The accompanying notes are an integrd? part of theonsolidated financial statements.
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Minority interest 757 -
Gain from sale of subsidiary (*) (36,373) -

6,938 -
* Net of income taxes in an amount of US$ 13, #83usand.

Supplementary information on investing activities mt involving cash flows

At December 31, 2005, accounts payable and otleelitdsalances included an amount of US$ 299,000
in respect of issuance expenses.

At December 31, 2005, 2006 and 2007, trade payaindsded US$ 196,000, US$ 84,000 and
US$ 119,000, respectively, in respect of the adgprisof property and equipment.

Supplementary disclosure of cash flow information

US dollars
Year ended December 31,
(in thousands) 2007 2006 2005
Interest paid 100 205 324
Income taxes paid 9,625 4,864 2,049
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES

A. General

1. Operations

a.

lturan Location and Control Ltd. (the “Companypmmenced
operations in 1994. The Company and its subseligthe “Group”)

are engaged in the provision of location-basedisesvand machine-
to-machine wireless communications products for usestolen

vehicle recovery, fleet management and other agjibics.

In November 2006, the Company completed theiaitipun of 51%
of the issued share capital of ERM Electronic Systelimited
(“ERM™) for $2.8 Million. As a result of the purcka price
allocation, the Company recognized goodwill in thAmount of
US$ 1.6 milion. ERM is an lIsraeli company thatveleps,
manufactures, and markets innovative vehicle sgguracking, and
management GSM-based communications solutions foe t
international market.

On June 25, 2007, the Company completed theisitiqa of 100%
of the outstanding share capital of Mapa Mappind &ublishing
Ltd. and Mapa Internet Ltd. ("Mapa"). Mapa proddgeographic
information (GIS) in Israel and is the owner of gephic
information database for navigation in Israel.

The purchase price for the acquisition includesrayppUS$9.9
million that were paid to the shareholders of MARd an
additional sum of approx. US$3.1 million that waansferred to
Mapa, which was used to repay Mapa’s loans tchiseholders.

The acquisition was accounted for according topimehase method
of accounting, in accordance with FAS No. 141, Bess
Combinations and accordingly, the respective pusehgrice was
allocated to the assets acquired and liabilitiesimed based upon
their estimated fair values at the date of acdaisi(see Appendix A
to the cash flow statement)

The results of operations of MAPA were includedha consolidated
financial statements of the company commencing TuR007.

The purchase price allocations included the folf@iintangible
assets acquired:

uss
GIS data base (1) 4,025
Customer base (2) 1,184
Brand name 3) 1,222
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Goodwill (4) 5,767
Other 973

(1) The GIS database represents geographic infarmator
navigation in Israel and is amortized using theaight-line
method over its useful life, which is 10 years.

(2) The customer base is amortized over its uddgéylwhich is 5
years.

(3) The brand name is amortized using the strdight-method
over its useful life, which is 15 years.

(4) Goodwill represents the excess of the purclpame over the
fair value of the net assets acquired. Goodwilll wibt be
amortized and will be tested for impairment at feasnually.
Goodwill includes but is not limited to the synestig value that

could be realized by the Company from the acqoisiti
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (cont.)

A. General (cont.)

1. Operations (cont.)

C.

(cont.)

Below are certain unaudited pro forma combinedestent of

operations data for the years ended December 3, 20d 2006, as
if the acquisition of MAPA had occurred on Januayy2007 and
2006, respectively, after giving effect to the ghase accounting
adjustments, including amortization of certain idfgable intangible

assets. This pro forma financial information is nwtcessarily
indicative of the combined results that would hheen attained had
the acquisition taken place at the beginning of 2@Mhd 2006,
respectively, nor is it necessarily indicative ofure results.

US dollars
Year ended December 31,
(in thousands, except earnings per share) 2007 | 2006
(Unaudited)
Revenues 128,808 112,006
Net income 52,211 21,394
Earnings per share:
Basic 2.24 0.92
Diluted 2.23 0.91

On December 31, 2007, the Company completeds#be of the
subsidiary, Telematics Wireless Ltd. (Telematids),a third party.

Pursuant to the sale transaction, the Company #sldentire

shareholdings of Telematics to the purchaser, foramount of
US$ 80 million (based on a specified enterpriseiealf Telematics,
following the purchase of a certain portion of Teégics' shares by
Telematics for the aggregate sum of US$ 5 million).

The purchase price was subject to adjustmentdb@s@erformance
parameters of Telematics in the year 2007. Thesadent resulted
in a reduction of the enterprise value and theeefeduction of the
capital gain in an amount of US$ 3.5 million. Howe based on
performance parameters of Telematics in the ye@8 2ibie reduction
of the consideration might decrease up to US$ 3ltom

The Company is required to deposit an amount of WS$nillion in
an escrow account in order to ensure certain reptasons and
warranties towards the buyer. Such amount wilrddeased to the
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Company upon the second anniversary of the closiat, less
pledging claims, if any, subject to the agreementhe escrow
amount was deposited by the Company during Jan2@®g, after
receipt of the entire consideration from the buyer.

As a result of the transaction, the Company reswra capital gain
(net of direct expenses) in an amount of US$ 5Qianil The
Company did not account for the transaction as stoditinued
operation under the provisions of FAS 144, Accaumtifor the
Impairment or Disposal of Long-Lived Assets, sinb@anagement
intends to continue to be involved in the fields awftivity of the
disposed company and the company intends to cantmypurchase
products from Telematics.

Following the sale of Telematics, the Company d&relematics
entered into 10 years product and service suppigesgent and a
revenue sharing agreement with respect to Telematigenues in
certain regions (see Note 12.D.2).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

NOTE1l - SIGNIFICANT ACCOUNTING POLICIES (cont)
A. General (cont.)
2. Functional currency and translation to the repoting currency

The functional currency of the Company and its &liases located in
Israel is the New lIsraeli Shekel (“NIS”), which tise local currency in
which those entities operate. The functional cwyeof the foreign
subsidiaries of the Group is their respective latatency.

The consolidated financial statements of the Compand all of its
subsidiaries were translated into U.S. dollars acoadance with the
principles set forth inStatement of Financial Accounting Standards
("FAS") No.52 of the U.S. Financial Accounting Sdards Board
("FASB"). Accordingly, assets and liabilities wetranslated from local
currencies to U.S. dollars using year-end exchaages, and income and
expense items were translated at average exchategeduring the year.

Gains or losses resulting from translation adjustsi¢which result from
translating an entity’s financial statements int&\dollars if its functional
currency is different than the U.S. dollar) areleeted in shareholders'
equity, under “accumulated other comprehensiverme@oss)”.

Balances denominated in, or linked to foreign cucyeare stated on the
basis of the exchange rates prevailing at the belasheet date. For
foreign currency transactions included in the steet of income, the
exchange rates applicable on the relevant tramsadates are used.
Transaction gains or losses arising from changésaexchange rates used
in the translation of such balances are carriedirtancing income or
expenses.

The following table presents data regarding thdadaxchange rate and
the Israeli CPI:

Exchange rate
of one US dollar Israeli CPf?

At December 31

2007 NIS 3.846 120.90 points
2006 NIS 4.225 116.92 points
2005 NIS 4.603 117.04 points
Increase (decrease) during the year:

2007 (8.97%) 3.4%
2006 (8.21%) (0.1%)
2005 6.85% 2.38%

(*) Based on the Index for the month ending on daalance sheet date,
on the basis of 1998 average = 100.

3. Accounting principles
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The consolidated financial statements were prepareatcordance with
accounting principles generally accepted in the téthi States (“US
GAAP").

4.  Use of estimates in the preparation of financiadtatements

The preparation of financial statements in conftymiith US GAAP
requires management to make estimates and assushiat affect the
reported amounts of assets and liabilities andlalisce of contingent
assets and liabilities at the date of the finarstalements, and the reported
amounts of revenues and expenses during the negapgriods. Actual
results could differ from those estimates.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (cont)

B.

Principles of consolidation

The consolidated financial statements include twants of the Company and
all of its subsidiaries. In these financial sta¢ens, the term “subsidiary” refers
to a company over which the Company exerts corfreinership interest of
more than 50%), and the financial statements ofclvlire consolidated with
those of the Company. Significant intercompanpgestions and balances were
eliminated upon consolidation; profits from intemgeany sales, not yet realized
outside of the Group, were also eliminated.

Cash and cash equivalents

The Group considers all highly liquid investmentghich include short-term

bank deposits that are not restricted as to withdreor use, and short-term
debentures, with original periods to maturity neteeding three months, to be
cash equivalents.

Marketable securities

The Company accounts for investments in marketabbarities in accordance
with Statement of Financial Accounting Standard NIb, “Accounting for
Certain Investments in Debt and Equity SecuritigFAS No. 115").
Management determines the appropriate classificatib its investments in
marketable securities at the time of purchase aadsesses such determinations
at each balance sheet date.

As of December 31, 2007 and 2006, all securitie®id by FAS No. 115 were
designated by management as trading securities.

Trading securities are stated at market value. cFfaanges in market value are
carried to financial income or expenses.

Trading securities are bought and held princip&dy the purpose of selling
them in the near term. Changes in the fair vakset on closing market prices
of the securities at the balance sheet date, represirealized gains and losses
which are included in earnings.

Trading gains for the year 2007 amounted to apprately US$ 547,000 in
respect of trading securities held by the Compamythie reporting periods
(US$ 773,000 in 2006).

Company shares held by the Company and its sulosary

Company shares held by the Company and its subsisiiare presented as a
reduction of shareholders’ equity, at their costthe Company or to the
subsidiary, under the caption “Cost of Company ehdreld by the Company
and its subsidiaries”. Gains on sale of these shawet of related income taxes,
are recorded as additional paid-in capital.

Losses on the sale of such shares, net of relatsnine taxes, are recorded as
deductions from additional paid-in capital to thaeat that previous net gains
from sales are included therein, otherwise in netdiearnings.

Allowance for doubtful accounts

The allowance for doubtful accounts is determinéith wespect to amounts the
Group has determined to be doubtful of collectinndetermining the allowance
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for doubtful accounts, the Company considers, amotigr things, its past
experience with customers and the information abéél on such customers.
See also Note 21A.

The allowance in respect of trade receivables ateBder 31, 2006 and 2007
was US$ 532,000 and US$ 754,000, respectively.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (cont)

G.

Contracts in process

The contracts in process are presented at costclegsomer advances, less the
portion of the costs expensed in prior periods ¢oorent with the applicable
revenue based on percentage of completion), asdHesentire expected loss on
projects, if any.

Cost includes direct costs of materials, labor,ceubractors, and other direct
costs.

As of December 31, 2007 (after the sale of Telersptihe Company does not
have contracts in process

Inventories

Inventories are stated at the lower of cost or mtarkCost is determined as
follows: raw materials and finished products — rhaion the basis of average
cost; work in progress — on the basis of directdpotion costs including
materials, labor and subcontractors.

Investment in affiliated companies

Investments in companies in which the Group hasifiggnt influence
(ownership interest of between 20% and 50%) bus lgmn a controlling
interest, which are not subsidiaries (“affiliatednganies”), are accounted for
by the equity method. Income on intercompany salesyet realized outside of
the Group, was eliminated.

Investments in such companies in which the companijonger has significant
influence, are classified as "investments in ottmmpanies”. See J. Below.

Investment in other companies

Non-marketable investments in other companies iichvthe Company does not
have a controlling interest or significant influenare accounted for at cost, net
of write down for any permanent decrease n value.

Derivatives

The Company has a limited involvement with derivsi which do not qualify
for hedge accounting under FAS No. 133, or whictehaot been designated as
hedging instruments. Such derivatives are receghin the balance sheet at
their fair value, with changes in the fair valueriead to the statements of income
and included in financing income (expenses), net.

The Company did not use hedging instruments imagherted periods.

Property and equipment

1. Property and equipment are stated at cost,frestaomulated depreciation.
Depreciation is calculated using the straight-timethod over the estimated
useful lives of the assets. Leasehold improvemar@siepreciated on the
straight-line method over the shorter of the estdauseful life of the
property or the duration of the lease.

2. Rates of depreciation:
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Operating equipment (mainly 10%-20%)
Office furniture, equipment and computers
Vehicles

Buildings

Leasehold improvements
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (cont)

M.

Impairment of long-lived assets

The Group’s long-lived assets are reviewed fordimpent in accordance with
FAS No. 144Accounting for the Impairment or Disposal of Lonigdd Assets
whenever events or changes in circumstances irdtbat the carrying amount
of an asset may not be recoverable. Recoverabiliassets to be held and used
is measured by a comparison of the carrying amofi@n asset to the future
undiscounted cash flows expected to be generatdioebgsset. If such assets are
considered to be impaired, the impairment to begeized is measured by the
amount by which the carrying amount of the asse¢eds its fair value. During
2007, the Company recorded an impairment loss,nima@ount of US$ 0.9
million. (See Notes 7 and 8).

Deferred income taxes

The Group accounts for income taxes in accordanitd WAS No. 109,
Accounting for Income TaxeAccording to FAS No. 109, deferred income taxes
are determined utilizing the asset and liabilitytmogl based on the estimated
future tax effects of differences between the faianaccounting and the tax
bases of assets and liabilities under the appkcabhk law. Deferred tax
balances are computed using the tax rates expéxtbd in effect at the time
when these differences reverse. Valuation allowamceespect of the deferred
tax assets are provided for if, based upon the Weifjavailable evidence, it is
more likely than not that all or a portion of thefeired income tax assets will
not be realized.

Effective January 1, 2007, the Company adopted FA88&rpretation No. 48,
"Accounting for Uncertainty in Income Taxes—an iotetation of FASB
Statement No. 109“FIN 48"), which clarifies the accounting for gartainty in
tax positions. This Interpretation requires thag tBompany recognize in its
financial statements the impact of a tax positibthat position will more likely
than not be sustained upon examination, based @retthnical merits of the
position.

The Company recognizes interest and penaltieg)if eelated to unrecognized
tax benefits in its provision for income tax.

The initial application of FIN 48 to the Compantéx positions did not have a
material effect on the Company's Shareholders'tizq@ee also Note 17K.

Goodwill and intangible assets

Goodwill represents the excess of the purchase mver the fair value of the
identifiable net assets acquired in business coatioins accounted for as
purchases. According to the provisions of FAS N2, Goodwill and Other
Intangible Assetsgoodwill is not amortized but rather tested fmpairment at
least annually. As of December 31, 2006 and 200é, Company has
determined that there is no impairment with respe&oodwill.

Intangible assets are amortized using the strdiightbasis over their useful
lives, to reflect the pattern in which the econorbienefits of the intangible
assets are consumed or otherwise used up, in acemdvith FAS No. 142, as
follows

Years

Technology usage rights and others 10

Licenses and patents 7
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Customer base 5
GIS database 10
Brand name 15
Other 3-10

P. Issuance costs of convertible capital notes

Costs incurred in respect of the issuance of coiime capital notes are deferred
and expensed as financing expenses over the ctugtdite of the capital notes.

Since the original maturity of the Notes has alseaxpired, the entire balance
of the issuance cost has been amortized.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (cont)

Q.

Liability for employee rights upon retirement

The Company's liability for employee rights up@tirement with respect to its
Israeli employees is calculated, pursuant to Isselerance pay law, based on
the most recent salary of each employee multipligdhe number of years of
employment, as of the balance sheet date. Empl@reesntitled to one month's
salary for each year of employment, or a porticerébf. The Company makes
monthly deposits to insurance policies and severgagy funds. The liability of
the Company is fully provided for.

The deposited funds include profits accumulatedaughe balance sheet date.
The deposited funds may be withdrawn upon thelliukint of the obligation
pursuant to Israeli severance pay laws or laboeeagents. The value of the
deposited funds is based on the cash surrendee \@lithese policies, and
includes immaterial profits.

The liability for employee rights upon retiremémtrespect of the employees of
the non-Israeli subsidiaries of the Company, iwated on the basis of the
labor laws of the country in which the subsidiasydcated and is covered by an
appropriate accrual.

Severance expenses for the years ended Decemp@0@3, 2006 and 2007,
amounted to US$ 604,000, US$ 421,000 and US$ 96/r86pectively.

Revenue recognition

Revenues are recognized in accordance with Stafbéating Bulletin No. 104
Revenue Recognitiowhen delivery has occurred and, where applicadiiter
installation has been completed, there is persaasidence of an agreement,
the fee is fixed or determinable and collectiontbé related receivable is
reasonably assured and no further obligations .existases where delivery has
occurred but the required installation has not hEmformed, the Company does
not recognize the revenues until the installatioadmpleted.

The Company’s revenues are recognized as follows:

1. Revenues from sales are recognized when titte resk of loss of the
product pass to the customer (usually upon deljvery

2. Revenues from installation services are receghizhen the installation is
completed.

3.  Revenues from subscription fees are recognized the duration of the
subscription period.

4. The Company recognizes revenues as gross omnatcordance with
EITF 99-19, “Reporting Revenue Gross as a Princyssbus Net as an
Agent” (“EITF 99-19"). In most arrangements, th@npany contracts
directly with its end-user customers, it is thenmary obligor and it carries
all collectibility risk. Revenues under these agaments are recorded on
a gross basis.

In some cases, the Company is not considered eagprimary obligor
according to the criteria established in EITF 99-48d serves only as
distributors of products or services of other gartio end-user customers.
In those instances, in accordance with EITF 99ttt®, Company reports
the revenues on a net basis.

5. Revenues from certain long-term contracts:
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The Company recognizes certain long-term contre@tenues, in
accordance with Statement of Position (“SOP”) 81Atcounting for
Performance of Construction-Type and Certain Pridadype Contracts.

Pursuant to SOP 81-1, revenue is recognized urterpércentage of
completion method. The Company measures the pagenf completion
based on output criteria, such as the number df welivered or the
progress of the engineering process (in contraud tequire network
buildup before end units are sold).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (cont)

R. Revenue recognition (cont.)

5.

Revenues from certain long-term contracts (gont.

Provisions for estimated losses on uncompletedractst are made during
the period in which such losses are first iderdifismn the amount of the
estimated loss on the entire contract.

The Company believes that the use of the percentdgeompletion

method is appropriate, as the Company has thdyatmlimake reasonably
dependable estimates of the extent of progress rttswaompletion,

contract revenues and contract costs. In addittumtracts executed
include provisions that clearly specify the enfaidgle rights of the parties
to the contract, the consideration to be exchareyadl the manner and
terms of settlement. In all cases, the Companyeespto perform its
contractual obligations and the parties are expedte satisfy their

obligations under the contract.

In contracts that do not meet all the abovementonenditions, the
Company utilizes zero estimates of profit; equabants of revenue and
cost are recognized until results can be estimatddsufficient certainty.

Revenues and costs recognized pursuant to SOP @i-dontracts in
process are subject to management estimates. |Aetudts could differ
from these estimates.

Deferred revenues include unearned amountsvext&iom customers but
not yet recognized as revenues.

Sale and leaseback transactions

The Company accounts for sale and leaseback ttimss in accordance
with the provisions of FAS No. 13ccounting for Leaseas amended by
FAS No. 28 Accounting for Sales with Leasebacks

Accordingly, with respect of a certain leasebacdnsaction that was
determined to be an operating lease and involyieguse of more than a
minor part but less than substantially all of tiseet sold, the entire profit
on the sale was deferred and amortized in propottiorental payments
over the term of the lease. There was no recognitioany profit at the

date of the sale since the present value of thémmim lease payments
exceeded the amount of the profit.

S. Warranty costs

The Company provides a warranty for its productseial-users at no extra
charge. The Company estimates the costs that mayndered under its
warranty obligation and records a liability at ttme the related revenues are
recognized.

Among the factors affecting the warranty liabiléye the number of installed
units and historical percentages of warranty claifitee Company periodically
assesses the adequacy of the recorded warrantijtfignd adjusts the amount
to the extent necessary. To date, warranty coststtan related liabilities have
not been material.
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T. Research and development costs

1. Research and development costs (other than dempoftware-related
expenses) are expensed as incurred. Grants rddedve the Government
of Israel for development of approved projects ageognized as a
reduction of expenses when the related costs avered.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (cont)

T.

X.

Research and development costs (cont.)
2. Software Development Costs

FAS No. 86Accounting for the Costs of Computer Software taSbéd,
Leased or Otherwise Marketerkbquires capitalization of certain software
development costs subsequent to the establishmenteatnological
feasibility. Research and development costs iecuin the process of
developing product improvements or new produces,ganerally expensed
as incurred, net of grants received from the Gawemt of Israel for
development of approved projects. Costs incurred they Company
between the establishment of technological feasibdnd the point at
which the product is ready for general releasereignificant.

3. Purchased In-Process Research and Development

Purchased In-Process Research and Development &DPRrepresents
the value assigned in a purchase business contingdi research and
development projects of the acquired business ldt commenced but
had not yet been completed at the date of acquisénd which have no
alternative use. In accordance with FAS NAA&ounting for Research
and Development Costsas clarified by FASB Interpretation No. 4,
amounts assigned to IPR&D are expensed as paheddltocation of the
purchase price of the business combination.

Advertising costs
Advertising costs are expensed as incurred.

Advertising expenses for the years ended Decembe@05, 2006 and 2007
amounted to US$ 3.7 million, US$ 3.8 million and 3481 million,
respectively.

Issuance of shares by affiliated companies

Capital gains arising from the issuance of shayeaftiliated companies to third
parties are carried to income on a current baspitél gains arising from the
issuance of shares by an affiliated company to ekgent that the issuing
company is a newly formed company are carried tht@ehal paid in capital.

Earnings per share

Basic earnings per share are computed by divideigntome by the weighted
average number of shares outstanding during the, yeda of the weighted
average number of Company shares held by the Conmgrahits subsidiaries.

In computing diluted earnings per share, basiciegsrper share are adjusted to
reflect the potential dilution that could occur upthe exercise of options
granted under employee stock option plans, usiagréfasury stock method, and
the conversion of the convertible capital notesngishe if-converted method.
The assumed conversion of such convertible capitéés that have not been
converted during the period, was based on the geegaoted share prices prior
to each balance date (see also Note 18).

Stock-based compensation
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Until December 31, 2005, the Group accounted freinployee stock option
plans using the fair value based method of accognpirescribed by FAS
No. 123, Accounting for Stock-Based Compensationaasnded by FAS
No. 148 and applied FAS No. 123 and Emerging IsBask Force (“EITF”)

No. 96-18, Accounting for Equity Instruments thae dssued to Other Than
Employees for Acquiring, or in Conjunction with B, Goods or Services,
with respect to options issued to non-employees.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (cont)

X.

Stock-based compensation (cont.)

According to FAS No. 123, the fair value of stogktions granted to employees
is estimated on the date of grant using the Blaaei&s option-pricing model.
The compensation cost is charged to expense ogevesting period using the
graded method, an accelerated method which resultsharging a greater
portion of the value of options granted in the iearjears of their vesting period.

Effective January 1, 2006, the Company adopted phavisions of FAS
No. 123R,"Share-Based PaymenfFAS 123R), a revision of FAS No. 123 and
Staff Accounting Bulletin No. 107 ("SAB 107"), wiicwas issued in March
2005 by the SEC.

FAS 123R eliminates the use of APB 25 (and relamterpretations) and the
intrinsic value method of accounting, and requitesrecognize, the cost of
employee services received in exchange for awdrdguity instruments, based
on the fair value of those awards at the grant.date

As mentioned above, throughout December 31, 20@¢5Company accounted
for employees stock-based compensation using thevdlue based method of
accounting under FAS 123, therefore, the adoptfdfA® 123R, did not have a
material effect on the Company’s financial posit@rresults of operations.

Comprehensive income (loss)

Comprehensive income, presented in shareholdeustyedncludes, in addition
to net income translation gains (losses) of noadkr currency financial
statements of subsidiaries and affiliated companied translation gains and
losses from the translation of the functional caeseto the reporting currency.

Recently issued accounting pronouncements
FAS 157, “Fair Value Measurements”

In September 2006, the FASB issued FAS 1974ir Value Measuremerits
This Statement clarifies the definition of fair va| establishes a framework for
measuring fair value, and expands the disclosunefaio value measurements.
However, FAS 157 does not require any new fair@aheasurement.

FAS 157 is effective for fiscal years beginningeafNovember 15, 2007 and
should be applied prospectively (with a limited rforof retrospective
application). On February, 2008, the FASB issueaaffRosition (“FSP”) FAS
157-2, which delays the effective date of FAS 167 dll non-financial assets
and liabilities, except those that are recognizedisclosed at fair value in the
financial statements. As applicable to the Compd&S 157 (except as it
relates to non-financial assets and liabilitiesepiired under the provisions of
FSP FAS 157-2), will be effective as of the yeagibring January 1, 2008.

The Company does not expect the adoption of thigistent to have a material
effect on its consolidated financial statements.

FAS 159, “The Fair Value Option for Financial Asse$ and Financial
Liabilities - Including an amendment of FASB Statenent 115"

In February 2007, the FASB issued FAS 15%hé Fair Value Option for
Financial Assets and Financial Liabilities - Incing an amendment of FASB
Statement 1T5“FAS 159"). This pronouncement permits all el to choose
to elect, at specified election dates, to measligébke financial instruments at
fair value. An entity shall report unrealized gaarsd losses on items for which
the fair value option has been elected in earnatgsach subsequent reporting
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date, and recognize upfront costs and fees retatéldose items in earnings as
incurred and not deferred. FAS 159 applies to fis@ars beginning after
November 15, 2007, with early adoption permitted do entity that has also
elected to apply the provisions of FAS 157. An tgnis prohibited from
retrospectively applying FAS 159, unless it choosady adoption of FAS 157
also. The company is currently assessing the impaEAS 159 , if any on its
financial position and results of operations.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (cont)

Z

Recently issued accounting pronouncements (copt.
FAS 141(R), “Business Combinations”

In December 2007, the FASB issued FAS 141(Business Combinatiohs
This Statement will replace FAS 141 Business Combinatiohs (“FAS
141(R)"). FAS 141(R) retains the fundamental regments of FAS 141 with
respect to the implementation of the acquisitionthmé of accounting (“the
purchase method") for all business combinationsfanthe identification of the
acquirer for each business combination. This Statémalso establishes
principles and requirements for how the acquireogmizes and measures in its
financial statements the identifiable assets aequithe liabilities assumed, and
any noncontrolling interest in the acquiree, how #rtquirer recognizes and
measures the goodwill acquired in a business caatibim and the disclosure
requirements to enable users of the financial staigs to evaluate the nature
and financial effects of the business combination.

FAS 141(R) will apply prospectively to business tamations for which the
acquisition date is on or after December 15, 20Dhy@ary 1, 2009 for the
Company). Early adoption of FAS 141(R) is prohibitd he Company has not
yet evaluated this statement for the impact, if,afmat it will have on the
financial position and results of operations onGmanpany.

FAS 160, “Noncontrolling Interests in Consolidated=inancial Statements”

In December 2007, the FASB issued FAS 160, “Nomaotlitig Interests in

Consolidated Financial Statements” (“FAS 160"). T Btatement amends ARB
51 and establishes accounting and reporting stdadf@r the noncontrolling

(minority) interest in a subsidiary and for the desolidation of a subsidiary.
FAS 160 clarifies that a noncontrolling interestairsubsidiary is an ownership
interest in the consolidated entity that should rbported as equity in the
consolidated financial statements. FAS 160 is &ffedor fiscal years beginning
on or after December 15, 2008 (January 1, 2009tHer Company). Early
adoption of FAS 160 is prohibited. The Company has yet determined the
impact, if any, that FAS 160 will have on its firtdad position and results of
operations.

Staff Accounting Bulletin 110

In December 2007, the SEC issued Staff AccountintieBn 110 (“SAB 110")
regarding the use of a "simplified" method, as used in SAB 107 ("SAB
107"), in developing an estimate of expected terfim'pdain vanilla” share
options in accordance with FAS 123 (revised 2008jare-Based Payment"
Until December 31, 2007, SAB 107 allowed the usehef simplified method.
SAB 110 allows, under certain circumstances, tainae to accept the use of
the simplified method beyond December 31, 2007. Chmpany believes that
the adoption of SAB 110 will not have a materiapant on its financial position
and results of operations.

NOTE 2 - OTHER CURRENT ASSETS
Composition:
US dollars
December 31,
(in thousands) 2007 2006
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Prepaid expenses

Government institutions

Deferred taxes

Advances to suppliers

Employees

Accounts receivable in respect of sale of subsydigr
Others

(*) The entire amount was repaid during Januaryg200
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NOTE 3

NOTE 4

NOTE 5

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

- CONTRACTS IN PROCESS, NET

ES

Composition:
US dollars
December 31,

(in thousands) 2007 2006
Cost of work - 8,670
Less — portion expensed in prior periods - (7,205)

- 1,465
Less — advances from customers - -

- 1,465
The contracts were carried out by a subsidiaryhef Company which was sold in
December 2007. See also Note 1.A.1.d.

- INVENTORIES

Composition:

US dollars

December 31,
(in thousands) 2007 2006
Finished products 11,954 6,427
Raw materials 1,156 2,847
Work in progress 148 1,627
13,258 10,901

- INVESTMENTS IN AFFILIATED AND OTHER COMPAN |ES
A. Investments in affiliated companies
1. Icomtrade Ltd. (“lcomtrade”)

The Company holds 50% of the shares of Icomtrade.

The balance of the Company’'s investment in Icoddaraas of
December 31, 2006 and 2007 was US$ 185,000 and 195800,
respectively. As of December 31, 2006 and 20055dtbalances included

a loan in the amount of US$ 186,000 and US$ 204 @@pectively.

The loan is linked to the Israeli Consumer Priugelx.

2.  MatysOnBoard Ltd. (“Matys”)
The Company holds 25% of the shares of Matys.
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The balance of the Company’s investment in Matyg@ard Ltd. as of
December 31, 2006 and 2007 was US$ 300,000 andOU&$pectively.
As of December 31, 2006 and 2007, these balancégled a loan in the
amount of US$ 667,000 and US$ 688,000, respectively

The loan is linked to the Israeli Consumer Priugel.
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NOTE 5

NOTE 6

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

INVESTMENTS IN AFFILIATED AND OTHER COMPAN |ES

B. Investments in other companies

1.

Locationet Systems Ltd. (“Locationet”)

On December 31, 2006, the Company and a subsidiaky together
21.28% of the shares of Locationet (10.64% werel gl each of the
companies) and as the group had significant inflaeithe investment in
Locationet was classified and accounted for as rarestment in an
affiliated company. On December 31, 2007, the Caimgpcompleted the
sale of the subsidiary (see NotelA.1.d.), as dtreSwhich, the Company
no longer has significant influence in Locationatdatherefore the
investment was classified among investment in otbe@mpanies and
accounted for at cost. See Note 1.J.

The balance of the Company’s investment in Locatio as of
December31, 2006 and 2007 was US$396,000 and US%S0,
respectively.

Korea Location Information & Communications Ltd. (“KLIC")

The Company purchased 3.73% of the shares of KiLIgarch 2007.

The balance of the Company'’s investment in KliobBecember 31, 2007
was US$ 1,598,000.

PROPERTY AND EQUIPMENT, NET

A. Composition:;
US dollars
December 31,
(in thousands) 2007 2006
Operating equipment 32,628 25,224
Office furniture, equipment and computers 10,540 218,
Land 1,091 904
Buildings 3,238 2,683
Vehicles 1,646 1,020
Leasehold improvements 1,629 1,005
50,772 38,052
Less — accumulated depreciation and amortization 6,332) (18,943)
24,4487 19,109

*)

See Appendix A and B of Statements of Cash Blowm respect of
acquisition and sale of subsidiaries.
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B. During June 2006, a subsidiary purchased an &sfuffice building, with office
space of approximately 5,356 sqg.m., for the amafn?.5 million Brazilian
Reals (approximately US$ 3.3 million).

C. In the years ended December 31, 2005, 2006 and, 2@@preciation and
amortization expense was US$ 2.8 million, US$ 3ilfian and US$ 6 million,
respectively and additional equipment was purchasexh amount of US$ 3.5
million, US$ 12.1 million and US$ 9.6 million, resgively.
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NOTE 7

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

INTANGIBLE ASSETS, NET

A.

Intangible assets, net, consisted of the follong:

US dollars
December 31, December 31,
(in thousands) 2006 2007 2007 2007
Unamortized Original  Accumulated Unamortized
balance amount  amortization balance
Technology usage rights 570 3,662 (3,390) 272
Purchase of licenses and patent
registration 1,398 2,514 (1,512) 1,000
GIS databas€ - 4,025 (106) 3,919
Customer bas€@ - 1,184 (62) 1,122
Brand namé’ - 1,222 (22) 1,200
Others"” 816 5,343 (4,0559 1,288
2,784 17,950 (9,149) 8,801

(*) Regarding additions to intangible assets duifg7, see Note 1A.1.c.
(**) See B. below.

Amortization of intangible assets amounted to U36,600, US$ 428,000 and
US$ 1,124,000 for the years ended December 31,,2Q086 and 2007,

respectively. As of December 31, 2007, the estohaiggregate amortization of
intangible assets for the next five years is ak¥ad: 2008 — US$ 1,495,000;
2009 — US$ 1,183,000; 2010 — US$ 1,024,000; 2011S$ 852,000; 2012 —

US$ 792,000.

During 2007, the Company recorded an amount of BEH000, as an
impairment loss with respect to the licenses.

The impairment amount was included in "other egpsn(income), net", and is
based on valuation performed by management.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

NOTE 8 - GOODWILL

A. The changes in the carrying amount of goodwill fiwe years ended
December 31, 2006 and 2007, are as follows:

US dollars
Wireless Location Cellular
communications based communications
products services services Total
(in thousands)

Balance as of January 1, 2006 900 1,602 298 2,8C
Changes during 2006:
Goodwill resulting from

acquisitions during the year (*) - 1,631 - 1,631
Impairment - - (72) (71)
Translation differences 76 74 26 176
Balance as of December 31, 2006 976 3,307 253 45
Changes during 2007: - o -
Goodwill resulting from

acquisitions during the year

(**) 3,964 1,803 - 5,767
Realization of goodwill in respect

of sale of a subsidiary (***) (479) - - (479)
Impairment (****) - (291) (278) (569)
Translation differences 96 255 25 376
Balance as of December 31, 2007 4,557 —5,074 . —9,GE

* See Note 1A.1.b.
(**)  See Note 1A.1.c.
(***) See Note 1A.1.d.
(****) See Note B. below.

B. During 2007, the Company recorded an amount of BERH000, as an
impairment loss with respect to goodwill.

The impairment amount was included in "other egpen(income), net", and is
based on valuation performed by management usengqnttome approach.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

NOTE 9 - CREDIT FROM BANKING INSTITUTIONS

A. Composition:

Interest
rates as of US dollars
December 31, December 31,
(in thousands) 2007 2007 2006
%
Revolving credit — in NIS 5.5 318 133
Current maturities of long-term loans (See Note 11) - 341

318 474

B. Lines of credit
Unutilized short-term lines of credit of the Groag of December 31, 2007,
aggregated to US$ 1.4 million.

C. Liens —see Note 12B.

NOTE 10 - OTHER CURRENT LIABILITIES

Composition:
US dollars
December 31,

(in thousands) 2007 2006
Accrued expenses 12,594 3,890
Employees and institutions in respect thereof 3,044 2,894
Government institutions 17,802 6,683
Related party 58 57
Advances from customers - 39
Others 94 10

33,592 13,573

(*) Accrued expenses include US$ 9,732 thousand @nglernment institutions
include US$ 13,734 thousand, as direct expensesnande tax, as a result of
the sale of the subsidiary. See also Note 1A.1.d.

NOTE 11 - LONG-TERM LOANS FROM BANKING INSTITUTIONS
A. Composition:

US dollars
December 31,
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(in thousands)

US dollar-linked
Unlinked (nominal NIS)
Less — current maturities

B. Liens—see Note 12B.
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NOTE 12

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

- CONTINGENT LIABILITIES, LIENS AND GUARANT EES
A. Claims

1. The Company is involved in litigation with Legda L.P., a US-based
hedge fund ("Leonardo"), arising from a financiansaction entered into
between the Company and Leonardo in February 2BQ€suant to the
terms of this financial transaction, the Companyeiged a cash
investment of $12 million in exchange for certaiotes that were
convertible into ordinary shares of the Companyosading to a pre-
determined formula. Pursuant to the formula, theveecsion price of the
notes was the lower of NIS 67.3 ($14.7) per shararnaverage trading
price of the shares of the Company for a definediogeprior to
conversion. The conversion price was used to oéter the number of
shares into which the notes may be converted bididiy the notional
principal amount of the notes, initially $12 miltip by the conversion
price. On the date the notes were issued, Mar@0@Q, the notes were
convertible into approximately 720,000 of the oadin shares of the
Company. As part of the terms of this financiansaction, and, as
required by the rules of the TASE where the ordinahares of the
Company are currently traded, the Company was reduio seek the
approval from the TASE for the issuance of the mady shares underlying
the notes. The TASE approved the issuance of )2B800f the ordinary
shares of the Company as the number of registdrates that could be
issued under the notes. The Company understoagtims of the financial
transaction with Leonardo to provide that, except certain limited
circumstances, the amounts advanced to the Compaggther with
accrued interest on these advances at the anneabf&.5%, would be
repaid and satisfied solely through the deliverpafinary shares and that
under no circumstance would the Company be requedeliver more
than 2,250,000 of its ordinary shares. The Comjatigves that Leonardo
also recognized that there was a limit on the nundfeshares issuable
under the notes, and in fact at no time on or pigothe maturity date of
the notes did Leonardo seek to convert the notemfiwe than 2,250,000
of the ordinary shares of the Company. Prior torf&urity date of the
notes, Leonardo converted approximately $6.7 millmf the notional
principal amount of the notes into an aggregate2@41,594 of the
ordinary shares of the Company. The Company beligvat the holders of
the notes are therefore only entitled to conveet lthlance of their notes
into 8,406 shares, although in the pending litmatiLeonardo has
indicated that it does not believe that the notesevgubject to any limit on
the number of shares that could be issued to therooversion and is

seeking to recover damages based on this allegation

The terms of the documents and agreements thaprggemthe financial
arrangement with Leonardo contain provisions reiggrdhe repayment
and conversion of the notes which may be regardedaaflicting or
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subject to different interpretations. Accordingthe Company believes
that the matter may only be resolved through litarain which the parties
present evidence as to the proper meaning and taped the repayment
and conversion provisions of documents and agresrmymprising the
financing transaction with Leonardo.

The parties are currently in early stages of plepadhe case before a
district court in Israel and are in the processiadertaking discovery. In
its pleadings, Leonardo is seeking alternative ke and relief,
including (a) the repayment in cash of the balaotdhe notes in the
amount of approximately $6.2 million (plus accrueirest and expenses),
(b) the delivery to Leonardo of the maximum numibérthe ordinary
shares of the Company into which the notes coule eeen converted on
the maturity date without regard to the 2,250,00@rs limitation, or
3,516,462 ordinary shares, plus additional monetiEmages, or (c) the
repayment of a cash amount equal to the amouninelotdy multiplying
the 3,516,462 shares mentioned in the precedingseldy the highest
trading price of the ordinary shares of the Compbetween the maturity
date and the date of the court's decision, plesést or expenses.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

NOTE 12 - CONTINGENT LIABILITIES, LIENS AND GUARANT EES (cont.)
A. Claims (cont.)
1. (cont)

Although there can be no assurances as to the @inlome of this
litigation, the Company believes that the maximuability that it could
have in this matter, assuming that a court rejeatsinterpretation of the
agreements or determines that it has otherwiseulledain the notes, is
approximately $9.6 million. In addition, in JuneQB, Leonardo was
initially permitted to amend its claim to add ardéidnal cause of action,
claiming that on January 29, 2002, the Company hfsached the same
agreement because Moked Ituran Ltd. distributedesofrthe Company's
shares to other parties, in violation of the cowverthat entitles Leonardo
the option to redeem the notes Moked Ituran to taainat least 70% of
the number of the Company's shares that they helthea time the
Company entered into the financial transaction Wigonardo. Based on
such alleged breach, Leonardo is seeking an additaternative remedy
of $9.6 million, plus interest and expenses. Then@any successfully
appealed the decision allowing Leonardo to ameadclidim on legal
grounds and such permission was ultimately revokgdthe court.
Leonardo subsequently filed a request for leavapigeal such decision to
the Israeli Supreme Court, which request was deniedonardo further
requested two more times, and on separate occas@masnend its claim
with relation to the same said alleged breach. nhedo's request was
denied twice by the district court, and Leonardquested the Supreme
Court once again for leave to appeal the decisiohsonardo's second
request for leave to appeal the last decisionsnoasyet been decided.
While the Company cannot predict the outcome of taise, if Leonardo
prevails, the award to Leonardo of damages, eitheash or by delivery
of the Company's ordinary shares, could resultignificant costs to the
Company, adversely affecting its results of opereti In addition, the
issuance of the Company's ordinary shares to Leonaray impact the
share price of the Company's ordinary shares andldwdilute its
shareholders’ ownership percentage.

2. On July 8, 2005, a class action was filed agammsubsidiary of the
Company, Ituran Florida Corporation, in the Finstligial District Court in
Philadelphia, Pennsylvania. The lawsuit claims thatin Florida sent fax
advertisements to the named plaintiff and the othembers of the class
allegedly in violation of the Telephone Consument@ction Act of 1991.
Ituran Florida filed a motion for judgment on théegdings that such
claims should not be aired as part of a class mctBuch motion was
denied by the court and the case is currently atititerrogatories and
requests for production of information stage. Thanpiff agreed to limit
the class action to Pennsylvania actions only &edntaximum potential
amount of damages that the Company estimates fisidiary may be
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liable for pursuant to the provisions of the Telepé Consumer Protection
Act if the plaintiffs prevail is approximately $1rillion in the aggregate
for all class plaintiffs, plus punitive damages angbenses. The Company
does not believe that the plaintiffs will prevailch even if they do prevail,
the Company does not believe that the resolutiothisfclaim will have a
material effect on revenues, operations or ligyidit

B. Liens
To guarantee the liabilities of the Group to bartke, Company has registered
the following pledges:

On monies due and/or due in the future from theklmd@aring house, as well as
a first degree floating lien on all of the propeatyd assets of the Company and
on the insurance rights thereto.
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NOTE 12

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

CONTINGENT LIABILITIES, LIENS AND GUARANT EES (cont.)

C.

The Company was declared a monopoly under theslisRestrictive Trade
Practices Law, 1988, in the market for the provisid systems for the location
of vehicles in Israel. Under Israeli law, a monlypis prohibited from taking
certain actions, such as predatory pricing andotbeision of loyalty discounts,
which prohibitions do not apply to other companie3he Israeli Antitrust
Authority may further declare that the Company hbssed its position in the
market. Any such declaration in any suit in whithis claimed that the
Company engages in anti-competitive conduct mayeseas prima facie
evidence that the Company is either a monopohyhat it has engaged in anti-
competitive behavior. Furthermore, it may be oedeto take or refrain from
taking certain actions, such as setting maximuneegti in order to protect
against unfair competition.

Commitments

1. As of December 31, 2007, minimum future rentalder operating leases
of buildings for periods in excess of one year wasefollows: 2008 —
US$ 1 million; 2009 — US$ 0.9 million; 2010 — US®H Gmillion; 2011 —
US$ 0.9 million; 2012 and thereafter — US$ 0.9 ionill

The leasing fees expensed in each of the yeaedebddcember 31, 2005,
2006 and 2007, were US$ 2.3 million, US$ 2.7 miliand US$ 2.9
million, respectively.

2. In November 2007, the Company entered into geBd Frame Product and
Service Purchase Agreement with Telematics, putstanwhich the
Company and Telematics shall purchase from eacdér atbrtain products
and services as detailed in the agreement force famd subject to other
conditions as detailed in the agreement. In anldittach of the Company
and Telematics undertook toward one another notaimpete in each
other's exclusive markets in the area of Teletyatesn and technology or
similar RF terrestrial location systems and techggpl The agreement is
for a term of 10 years, following which it shall benewed automatically
for additional consecutive 12 month periods, unle@s-renewal notice is
sent by one of the parties to the other.

Concurrently with the sale of Telematics, the Comypand Telematics
entered into a revenue sharing agreement, pursuanehich Ituran shall
be entitled to a share of the sales revenues effatics in the Republic of
Korea and in China from sale of end products ande bstations to
customers in such territories as well as from rigslreceived from
customers of Telematics in such territories retptito the AVL
applications. The revenue sharing scheme shatimanfor a term of five
(5) years from January 2008 and shall be paid guaaterly basis.
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NOTE 13

CAPITAL NOTES

1.

On February 7, 2000, the Company entered intagitrement with Leonardo
L.P., a foreign company (“Leonardo”), for a priv@acement of capital notes in
return for an amount of US$ 12 million.

The capital notes were convertible into Compangreh until the end of the
three-year period following their date of issueheTcapital notes entitle their
holders (until such time as they are converted stia@res) to interest of 3.5% per
annum, to be paid in cash or to be added to tmeipal, at the discretion of the
Company.

The capital notes were convertible into ordinamares of the Company, par
value NIS 0.33 each. During the first 90-day peérollowing the issuance of
the capital notes, the conversion rate was NIS US3$ 15.9) per share.
Subsequently, the conversion rate was set as ter lof an amount of NIS 67.3
(US$ 15.9) per share or an amount equal to theageeof the lowest 10 prices
of the share during the 60 trading-day period piiothe date of the conversion
of the capital notes.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

NOTE 13 - CAPITAL NOTES (cont.)
1. (cont.)

In 2000, 2001 and 2002, capital notes in an amo@ndS$ 2.5 million were
converted into 241,392 Company shares, US$ 985,%00297,645 Company
shares and US$ 3.2 million into 1,702,557 Compdmayes, respectively. As of
December 31, 2003 and thereafter, the outstanditambe of capital notes could
be converted into 8,406 Company shares.

Since the inception of the agreement with Leonatdmugh March 2003 (the
original contractual maturity of the capital notethle Company accrued interest
in respect of the capital notes. The interestgdéor the year 2003 amounted to
US$ 134,000.

The Company elected not to pay the interest ih.cakhe effect of the accrued
interest was reflected in the number of shareeisu

As of the contractual maturity of the notes, thempany does not accrue any
interest in respect of the capital notes

2. See Note 12(A)(1) for a discussion regarding emding legal action in
connection with the notes.

NOTE 14 - SHAREHOLDERS' EQUITY
A. Share capital
1. Composition:

December 31, 2007 2007 2006 2006
Issued and Issued and
Registered  fully paid Registered  fully paid

Ordinary shares of NIS 0.33each 60,000,000 23,475,431 60,000,000 23,321,507

2. Since May 1998, the Company has been tradinghdges on the Tel-Aviv
Stock Exchange (“TASE”). On September 2005, then@any registered
its Ordinary shares for trade in the United State®n that day, the
Company issued 4,256,000 shares for an aggregate pf US$ 55.3
million before issuance expenses (including 416,8068res which were
sold to the underwriters).

3. The Ordinary shares of the Company confer upeir holders the right to
receive notice to participate and vote in genere¢tings of the Company
and the right to receive dividends, if and wherglaed.

4. As of December 31, 2007, 2.1% of the share ahpit the Company is
held by the Company. As of December 31, 2006, %.38 the share
capital of the Company was held by the Companyi@rglibsidiary.
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5. Shares held by the Company and its subsidihaes no voting rights.

6. On July 17, 2006, the board of the Company aizhd the repurchase of
ordinary shares up to US$ 10 million. As of Decembl, 2006 and 2007,
the Company has purchased approximately 60,108amdshares equal to
US$ 0.9 million and 431,287 ordinary shares eqoalS$ 4.9 million,
respetively.

On January 24, 2008, the Company's board of direcauthorized an
increase of the amount of the shares to be repsechiay the Company, to
repurchase up to an aggregate of US$ 20 millioardinary shares of the
Company. As of the date of this report, the Compaepurchased
1,626,620 ordinary shares (of which 512,422 werechmsed by its
subsidiary, Ituran Cellular Communications Ltd.).

7. During September 2005, the Company’s board m@fcthrs authorized the
increase of the registered share capital of the gaomy to 60,000,000
shares.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

NOTE 14 - SHAREHOLDERS EQUITY (cont.)

A. Share capital (cont.)

8.

On September 22, 2005, the Company effectedage split pursuant to
which each of its ordinary shares was converted #tordinary shares.
Unless otherwise noted, all share and per shareustsdor all periods
presented have been retroactively restated togffeet to this share split.

B. Stock option plans of the Company

1.

On August 23, 2001, the Company’'s Board of Doecr approved an
employee stock option plan (the "2001 Plan") foe thrant, without
consideration, of up to 282,244 options, exercisafio 846,732 ordinary
shares of NIS 0.38 par value of the Company to certain employees and
senior executives of the Company and its subs@baihe exercise price
of each option is NIS 1. 32,324 options were fugsted on the date of
grant and the remaining options under the plan eest a period of 1-3
years (mainly 3) based on the employment statusagch grantee. Any
option not exercised within 3 years after the daieh option vests will
expire. Through December 31, 2007, all optionseurtde 2001 Plan were
granted and fully vested and all the options werrased.

The following table presents a summary of tladust of the option plans as
of December 31, 2005, 2006, 2007 and changes dthvengears ended on
those dates:

Weighted Weighted Weight
average average avera
exercise exercise exerci

Number  price® Number  price”  Number  pricef

Year ended December 31, 2007 2006 2005
Balance outstanding at beginning

of year 51,308 NIS1 128,016 NIS1 180,035 I

Exercised (51,308) NIS1 (76,708) NIS1 (68,951) St

Granted - - - - 16,937 -

Expired - NIS 1 - NIS 1 - NIS
Balance outstanding at end of year - NIS1 51,308 ISN 128,016 NIS
Balance exercisable at end of year - NIS1 51,308 ISN 128,016 NIS

)
()

Each option was exercisable into 3 shares.

On July 18, 2005, the relevant institutions tife Company, as
required under the Israeli Companies Law, apprdtiedissuance
of fully vested options to replace those optioret thxpired, at a
per-share exercise price of NIS 1. The compensapense with
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respect to such options amounted to US$ 243,000e dptions
were exercised.

The aggregate intrinsic value of the balances antihg and exercisable
as of December 31, 2006, was US$ 2,304 thousanchis @mount

represents the total intrinsic value, based orCbmpany’s stock price of
US$ 15.05 as of December 31, 2006, less the welgli@rcise price.

This represents the potential amount received &yfition holders had all
option holders exercised their options as of tlt d

The total intrinsic value of options exercised dgrithe year ended
December 31, 2007 was US$ 1,845 thousand, baseitheoiCompany's
stock closing price on the date of exercise.
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NOTE 14

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

SHAREHOLDERS’ EQUITY (cont.)

B.

C.

Stock option plans of the Company (cont.)

3. During December 2000, in return for servicedlegad in connection with
a transaction with a foreign company to raise futieugh capital notes,
the foreign company was offered 11,111 non-negl&ialption warrants,
exercisable into 33,333 ordinary shares of the Gomp par value

NIS 0.334 each, at a price of NIS 51.85 per share (US$ 12.2¥he

options were fully vested on the date of grant arercisable at any time
after their allotment, but no later than Decembg&r Z005. The options

were exercised during 2005.

The fair value of these options was estimated gusire Black-Scholes
option pricing model with the following weightederage assumptions:
risk-free interest rate of 10%, dividend yield @bQvolatility factors of the
expected market price of the Company’s ordinaryrehaf 30%, and
expected life of the options of 3.5 years. The @any recorded deferred
issuance costs in an amount of US$ 162,000, whiete vamortized over

the life of the capital notes.

4. The rights of the shares issued upon exercidgbeobptions and warrants

are identical to those of the ordinary shares efGbmpany.

Retained earnings

1. In determining the amount of retained earningslable for distribution as
a dividend, the Israeli Companies Law stipulateat tthe cost of the
Company’s shares acquired by the Company and litsidiaries (that are
presented as a separate item in the statementaofyel in shareholders’

equity) must be deducted from the amount of rethesrnings.

dividend distribution policy whereby the Company ukb distribute

annually 25% of its net income on the basis ofrtdsults of the Company
each year, on condition that such distribution wloulot prevent the
Company from meeting its existing and future commeitts when they

come due.

rate prevailing at the date of payment.

Company for the year ended December 31, 2004.
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In April 2005, the Company distributed a dividenf approximately
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5. In April 2006, the Company distributed a divideonf approximately
US$ 3.7 million (NIS 17.5 million), on the basis tie results of the
Company for the year ended December 31, 2005.

6. In April 2007, the Company distributed a dividem an amount of
US$ 4.8 million, on the basis of the results of @empany for the year
ended December 31, 2006.

7. In February 2008, the Company declared a diddenan amount of
US$ 30 million (NIS 108 million), on the basis dfet results of the
Company for the year ended December 31, 2007. dividend was paid
in April 2008.

8. Dividends paid per share in the years ended mkeee31, 2007, 2006 and
2005 were US$ 0.21, US$ 0.16 and US$ 0.15, resbyti
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NOTE 15

NOTE 16

NOTE 17

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

OTHER EXPENSES (INCOME), NET

US dollars
Year ended December 31,
(in thousands) 2007 2006 2005
Capital gain on the sale of a subsidiary (50,§07) - -
Decline in value of goodwill and intangible assets 935" - -
Other 34 3 (16)
(49,138) 3 (16)
(*) See Note 1.A.1.d.
(**) See Notes 7 and 8.
FINANCING INCOME, NET
US dollars
Year ended December 31,
(in thousands) 2007 2006 2005
Interest expenses in respect of long-term loans (4) (98) (331)
Short-term interest expenses (286) (297) (210)
Gains (losses) on derivative financial instruments (157) (229) 79
Gains in respect of marketable securities 452 773 -
Exchange rate differences and others, net 1,222 371,7 1,368
1,227 1,886 906
TAXES ON INCOME
A. Taxes on income included in the statements oféome:
US dollars
Year ended December 31,
(in thousands) 2007 2006 2005
Income taxes (tax benefit):
Current taxes:
In Israel 17,616’ 3,105 2,039
Outside Israel 3,902 3,092 3,065
21,518 6,197 5,104
Deferred taxes:
In Israel (450)" 450 115
Outside Israel (541) 195 186
(991) 645 301
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Taxes in respect of prior years:

In Israel 426 (261) (332)
Outside Israel - - 222

426 (261) (110)

20,953 6,581 5,295

(*) Including an amount of US$ 13,734 thousandéspect of a capital gain
from sale of subsidiary. See Note 1.A.1.d.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

NOTE 17 - TAXES ON INCOME (cont.)

B.

Measurement of results for tax purposes under # Income Tax
(Inflationary Adjustments) Law, 1985 (the “Inflatio nary Adjustment Law”)

The Company and its Israeli subsidiaries repocbiine for tax purposes in
accordance with the provisions of the Inflation&gjustments Law, whereby
taxable income is measured in NIS, adjusted fongha in the Israeli Consumer
Price Index.

Results of operations for tax purposes are medsuarterms of earnings in NIS
after adjustments for changes in the Israeli ComsuRrice Index ("CPI").
Commencing January 1, 2008 this law is void anitsiplace there are transition
provisions, whereby the results of operations dargurposes are to be measured
on a nominal basis.

The Law for the Encouragement of Capital Investrents, 1959 (the
"Investment Law")

A certain Israeli subsidiary of the Company hasnbgganted “Approved
Enterprise” status according to the Investment Lawder several different
investment programs. The subsidiary is entitlethiobenefits deriving from the
execution of programs for investments in assets,adcordance with the
certificates of approval granted in respect of ¢hesestment programs.

Taxable income derived from the "Approved Enterdrigs tax exempt for a

period of two to four years commencing in the fiysar in which the subsidiary
earns taxable income from the approved enterpmskis liable to a reduced
corporate tax rate of up to 25% for an additioreiqu of three to five years (up
to a total of seven years for each investment amoyr The benefit period for
each of the programs is limited to the earlierveélve years from the year that
the investment plan was implemented, or fourteearsyrom the year in which

the approval was granted.

In the event of distribution of cash dividends aftincome which was tax
exempt as above, the subsidiary would have to lpap$5% tax in respect of the
amount distributed. The Company has decided notatesse declaration of
dividends out of such tax-exempt income. Accorljingo deferred income
taxes have been provided on income attributablédhéosubsidiary Company’s
“Approved Enterprise”.

On December 31, 2007, the Company completed tleeofdhis subsidiary.

Reduction in corporate tax rates

On July 25, 2005, the Israeli Parliament passe@raandment to the Income
Tax Ordinance (No. 147) — 2005, gradually redudimg tax rate applicable to
the Company (regarding profits not eligible for papved enterprise” benefits
mentioned above) as follows: in 2006 — 31%, in 26@R%, in 2008 — 27%, in
2009 — 26% and in 2010 and thereafter — 25%.

Non-Israeli subsidiaries

Non-Israeli subsidiaries are taxed according ®® tdx laws and rates in their
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country of residence.

F. Tax assessments

The Company has received final tax assessmentsighrthe 2002 tax year.
Two Israeli subsidiaries have received final tageasments through the 2001
and 2006 tax years, respectively. The other sidrgd have not been assessed
since incorporation.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

NOTE 17 - TAXES ON INCOME (cont.)
G. Carryforward tax losses

Carryforward tax losses of an Israeli subsidiarga®ecember 31, 2007 amount
to US$ 0.9 million.

Carryforward tax losses in Israel may be utilizedefinitely.

As of December 31, 2007, the Company's non-Issaddsidiaries in Brazil and
the United States have available estimated camwgat tax losses of
approximately US$ 1.2 million and US$ 14.4 millioaspectively.

Regarding the subsidiary in the United States,yfanwvard tax losses may be
utilized until 2021.

H. The following is a reconciliation between the trediwal tax on pre-tax income,
at the applicable Israeli tax rate, and the taxeesp reported in the financial

statements:
US dollars
Year ended December 31,

(in thousands) 2007 2006 2005
Pretax income 73,726 26,618 20,828
Statutory tax rate 29% 31% 34%
Tax computed at the ordinary tax rate 21,380 8,252 7,082
Non-deductible expenses 203 201 251
Tax in respect of approved enterprises and traaslat

differences - (1,601) (2,142)
Losses in respect of which no deferred taxes were

generated 500 180 -
Utilization of losses of prior years in respectvdfich

no deferred taxes were generated - (27) (1,317)
Deductible financial income (expenses) recorded to

additional paid-in capital (430) (596) 1,038
Taxes in respect of prior years (422) (262) (110)
Taxes in respect of withholding at the source from

royalties 108 200 181
Others (386) 234 312

20,953 6,581 5,295
I.  Summary of deferred taxes
Composition:
US dollars
Year ended

December 31,
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(in thousands) 2007 2006
Deferred taxes included in other current assets:
Provision for employee-related obligations 61 136
Other timing differences - 497

61 633
Valuation allowance - -

61 633
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)
NOTE 17 - TAXES ON INCOME (cont.)
I.  Summary of deferred taxes (cont.)
Composition:
US dollars
Year ended
December 31,

(in thousands) 2007 2006
Long-term deferred income taxes:
Provision for employee related obligations 588 449
Carryforward tax losses 5,460 5,595
Other timing differences, net 285 (336)

6,333 5,708
Valuation allowance (2,198) (1,412)

4,135 4,296

J.  Income before income taxes is composed as follaw
US dollars
Year ended December 31,
(in thousands) 2007 2006 2005
The Company and its Israeli subsidiaries 65763 17,392 10,973
Non-Israeli subsidiaries 7,963 9,226 9,855
73,726 26,618 20,828

(*) Including US$ 50,107 thousand of a capital gaimespect of the sale of a

subsidiary. See Note 1.A.1.d.

K. Uncertain tax positions

As stated in Note 1N, effective January 1, 200&, @ompany adopted FIN 48,
"Accounting for Uncertainly in Income Taxes — atenpretation of FAS 109",
which was issued in July 2006. As of the date dépdion, there was no
difference in the Company's tax contingencies unkerprovisions of FIN 48,
since the amount of liability with respect to tawntingencies was fully
provided. As a result, there was no effect onGbenpany's shareholders equity

upon the Company's adoption of FIN 48.

The Company and its subsidiaries files income taturns in Israel, US,

Argentina and Brazil.

Reconciliation of the beginning and ending amoudnirdecognized tax benefits

is as follows:
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US dollars
(in thousands)

Balance at January 1, 2007 3,725
Additions based on tax positions related to theeniryear 558
Balance at December 31, 2007 4,283

The Company anticipates that it is reasonably p@sshat over the next twelve
months the amount of unrecognized tax benefitsdcdd reduced to zero,
therefore as of December 31, 2007, the liabilitghwiespect to uncertain tax

positions is presented as short-term liabilitylia balance sheet.

F-54




ITURAN LOCATION AND CONTROL LTD. AND ITS SUBSIDIARI ES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

NOTE 18 - EARNINGS PER SHARE

The net income and the weighted average numbenares used in computing basic
and diluted earnings per share for the years eBdegmber 31, 2004, 2005 and 2006,
are as follows:

US dollars
Year ended December 31,

(in thousands) 2007 2006 2005
Net income used for the computation of basic egsniper

share 51,474 19,259 14,375
The effect of inclusion of the earning of subsigibased on

its diluted earning per share, net - - (217)
Net income used for the computation diluted earrpeg

share 51,474 19,259 14,158

Number of shares
Year ended December 31,
(in thousands) 2007 2006 2005

Weighted average number of shares used in the datigou

of basic income per share 23,315 23,194 19,736
Add:
Additional shares from the assumed exercise of
employee stock options, net 98 254 509
Weighted average number of additional shares issued
upon the assumed conversion of capital notes 9 9 9
Weighted average number of shares used in the daitigru
of diluted income per share 23,422 23,457 20,254
NOTE 19 - RELATED PARTIES

A. The Tzivtit Insurance Ltd. (“Tzivtit Insurance”)wmed by the director of the
Company, serves as the Company'’s insurance agdnpramides the Company
with elementary insurance and managers insurance.

In respect of these insurance services, TzivSutance is entitled to receive
commissions at various rates, paid by the insurammapany (which is not
considered a related party).

With respect to basic insurance policies, andctlins and offices insurance
policies, the Company pays US$ 225 thousand and 238$ thousand,
respectively, per annum.
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B.

In February 2003, an agreement was signed betttee@ompany and A.
Sheratzky Holdings Ltd., a wholly-owned and corédlcompany belonging to
Mr. 1zzy Sheratzky, Chairman of the Company’s BoafdDirectors. The
agreement includes, among other things, the cosMbflzzy Sheratzky's
monthly employment in an amount of NIS 85,500 (L28$800), entertainment
expenses, car maintenance expenses, cellular phame, entittement to
participate in the profits of the Company in an amocequal to 5% of the pretax
income of the Company, plus the share of the Comjathe income or losses
of affiliated companies, on the basis of the auditmnsolidated financial
statements.

The agreement is for a two-year period, with aw@tientwo-year extensions,
unless either of the parties gives 180-day advamatee of its intention to
terminate the agreement.
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NOTE 19

NOTE 20

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

RELATED PARTIES (cont.)

C.

On September 5, 2002, the Company entered intopambent contractor
agreements with A. Sheratzky Holdings and each y&#l Sheratzky and Nir
Sheratzky (the Co-CEO's of the Company), pursudacehich A. Sheratzky

Holdings will provide management services to them@any through Eyal

Sheratzky and Nir Sheratzky in consideration of thhynpayments in the
amount of NIS 48,892 and NIS 49,307 (US$ 11,900 du8$ 12,000),

respectively, in addition to providing each of thean company car and
reimbursement of certain business expenses. lnadar2004, changes in the
employment terms of the two Co-CEOs of the Compamere approved,

whereby each would be entitled to an annual bowousleto 1% of the pretax
income of the Company, plus the share of the Comjyathe income or losses
of affiliated companies, on the basis of the auditonsolidated financial
statements.

The aggregate amounts paid to A. Sheratzky Hofding2005, 2006 and 2007
(including with respect to B. above), were apprcadety US$ 1,480,000,
US$ 2,581,000 and US$ 2,855,000, respectively falinbers include value
added tax).

In March 1998, an agreement was approved with terdasted party,
Prof. Yehuda Kahane, for financial consulting, vaisrthe Company would pay
the consultant monthly consulting fees of NIS 4,q0®$ 900), linked to the
Israeli Consumer Price Index in respect of Jand®&#98. In May 2003, the
Company approved an increase in the consideratid, o a total cost of
NIS 15,000 (US$ 3,370) a month, linked to the Isr@®nsumer Price Index.
The aggregate amount paid to Professor Kahanecim efathe years 2006 and
2005 was approximately US$ 47,000 and US$ 50,8@007.

On January 23, 2007, the Company's subsidiary,ofi-@lobal Electronic

Commerce Ltd. signed an agreement with Gil Sheyatak the employment of

Mr. Sheratzky as CEO of that company, in considemabf monthly payments

in the amount of NIS 25,000 or US$ 5,610, in additto providing him a

company car, managers insurance and educationctumtdbution (as customary
in Israel) and reimbursement of certain businegseeses. In his position,
Mr. Sheratzky will report to the CEQ. The compeimsapaid to Gil Sheratzky

includes a bonus in an amount equal to 2% of theuanincrease in that
company's profits before tax (up to a maximum anofii% of that company's
profits before tax), based on its audited constdiddinancial statements for the
relevant year, beginning January 1, 2007.

SEGMENT REPORTING

A.

General information:
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The operations of the Company are conducted thrawgh different core
activities: Location-Based Services and Wirelessm@ainications Products.
These activities also represent the reportable satgof the Company.

The reportable segments are viewed and evaluatedragely by Company
management, since the marketing strategies, presessl expected long term
financial performances of the segments are difteren

Commencing in 1999 and ending in March 2005, thengany, through its

subsidiary, Ituran Cellular Communications Ltd.,svemgaged in the installation
of hands-free equipment in cars, and the sale lilae lines and equipment
under an exclusivity agreement with Partner Comgations Co. Ltd. In view

of the fact that, as of April 1, 2005, this actyis no longer material, it ceased
being a reportable segment and is presented bald@ther”.

Location-based services:

The location-based services segment consists piiadatly of regionally-based
stolen vehicle recovery (SVR) services, fleet managnt services and value-
added services comprised of personal advancedelosatvices and concierge
services.

The Company provides location-based services gelsBrazil, Argentina and
the United States.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

NOTE 20 - SEGMENT REPORTING (cont.)

A.

General information (cont.):

Wireless communications products:

The wireless communications product segment cansistshort and medium
range two-way machine-to-machine wireless commuioics products that are
used for various applications, including automathicle location, automated
meter reading and automatic vehicle identificatidine Company sells products
to customers in Israel, Argentina, Brazil, the @diStates, China and Korea.

Information about reported segment profit or los and assets:

US dollars
Location- Wireless
based = communications
(in thousands) services products Other Total
Year ended December 31, 2005
Revenues 44,128 43,806 2,192 90,126
Operating income 13,024 6,666 232 19,922
Assets 124 19,406 189 19,719
Goodwill 1,602 900 298 2,800
Expenditures for assets - 714 - 714
Depreciation and amortization - 200 53 253
Year ended December 31, 2006
Revenues 54,048 50,004 - 104,052
Operating income 16,648 8,084 - 24,732
Assets 418 33,835 88 34,341
Goodwill 1,675 2,607 254 4,536
Expenditures for assets - 2,459 - 2,459
Depreciation and amortization - 357 - 357
Year ended December 31, 2007
Revenues 64,634 60,204 - 124,838
Operating income 16,227 56,372 - 72,499
Assets 743 7,048 98 7,889
Goodwill 4,273 5,358 - 9,681
Expenditures for assets 2,251 631 - 2,882
Depreciation and amortization 57 500 - 557

(*) Including an amount of US$ 50,107 thousandespect of a capital gain
on the sale of a subsidiary. See Note 1.A.1.d.
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C. Information about reported segment profit or los and assets:

The evaluation of performance is based on inciora operations of each
of the reportable segments.

Accounting policies of the segments are the sam#ose described in the
accounting policies applied in the financial statais.

Due to the nature of the reportable segmentsethave been no inter-
segment sales or transfers during the reportedderi

Financing expenses, net, other expenses, neais tax income, minority
interests and the share of the Company in lossexfiihited companies
were not allocated to the reportable segmentse gimese items are carried
and evaluated on the enterprise level.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

NOTE 20 - SEGMENT REPORTING (cont.)

D. Reconciliations of reportable segment revenueprofit or loss, and assets, to
the enterprise’s consolidated totals:

US dollars
Year ended December 31,

(in thousands) 2007 2006 2005
Total revenues of reportable segment and

consolidated revenues 124,838 104,052 90,126
Operating income

Total operating income for reportable segments .4 24,732 19,922

Unallocated amounts:

Financing income (expenses), net 1,227 1,886 906

Consolidated income before taxes on income taxes

and extraordinary items 73,726 26,618 20,828

Assets

Total assets for reportable segments 17520 38,877 22,519’

Other unallocated amounts:

Current assets 156,340 79,501 75,565

Investments in affiliated companies 1,869 881 872

Property and equipment, net 24,152 17,162 8,885

Other assets 8,449 2,423 2,873

Other unallocated amounts 8,229 5,995 5,770

Consolidated total assets (at year end) 216,559 ,8394 116,484
Other significant items

Total expenditures for assets of reportable segnent 2,628 2,459 714

Unallocated amounts 19,409 11,567 3,129

Consolidated total expenditures for assets 22,0417 14,0267 3,8437

Total depreciation and amortization for reportable

segments 557 357 253
Unallocated amounts 7,523 3,851 3,088
Consolidated total depreciation and amortization 8,080 4,208 3,341

(*)  Including goodwill.

(**) Including long-lived assets allocated to segrseacquired through
acquisition of subsidiaries.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

NOTE 20 -

NOTE 21 -

SEGMENT REPORTING (cont.)
E.

Geographic information

Revenues
December 31,

(in thousands) 2007 2006 2005
Israel 57,283 39,587 40,622
United States 19,825 19,914 13,686
Brazil 33,125 25,821 21,015
Argentina 10,206 9,852 9,063
China and Korea 4,399 8,878 5,740

Total 124,838 104,052 90,126

Property and equipment, net

December 31,

(in thousands) 2007 2006 2005
Israel 4,804 4,658 3,630
United States 128 353 687
Brazil 15,008 11,035 2,993
Argentina 4,500 3,063 2,594
Total 24,440 19,109 9,904

- Revenues were attributed to countries based oonmeastlocation.

- Property and equipment were classified based owmuggographic areas
in which the Company operates.

Major customers

During 2005, 2006 and 2007, sales to a certainlesingstomer amounted to
9.26%, 12.7% and 10.8%, respectively, of the toeabnues. Apart from this
customer, there were no sales exceeding 10% of tetenues during the
reported periods.

FINANCIAL INSTRUMENTS AND RISKS MANAGEMEN T
A.

Concentrations of credit risks

Most of the Group’s cash and cash equivalents statt-term investments
(including investments in marketable securities),0f December 31, 2006 and
2007, were deposited with major Israeli banks. Tlenpany is of the opinion
that the credit risk in respect of these balans@simaterial.

Most of the Group’s sales are made in Israel, I5d\merica and the United
States, to a large number of customers, mainly ngurance companies.
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Accordingly, the Group’s trade receivables do nepresent a substantial
concentration of credit risk.

One of the subsidiaries of the Company performedeutong-term contracts
with several unrelated parties. At the time ofiation, the subsidiary checks the
credit worthiness of the party to each contract, drnerally does not require
collateral. However, in certain circumstances, @@mpany or the subsidiary
may require a letter of credit, other collaterat, additional guarantees of
advance payment.

On December 31, 2007, the Company sold this sidrgidiSee Note 1.A.1.d.
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NOTE 21

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (con t.)

FINANCIAL INSTRUMENTS AND RISKS MANAGEMEN T (cont.)

B.

Fair value of financial instruments

The fair value of the financial instruments inadddn the working capital of the
Group (cash and cash equivalents, investment iketesle securities, accounts
receivable, accounts payable and other currentlitiab) approximates their

carrying value, due to the short-term maturity wétsinstruments.

As the counterparties to the derivatives traneastiare Israeli banks, the
Company considers the inherent credit risks remote.

Foreign exchange risk management

The Group operates internationally, which givee tio exposure to market risks
mainly from changes in exchange rates of foreigmeticies in relation to the
functional currency.

From time to time, the Company enters into foreigarrency forward
transactions in order to protect itself againstribk that the eventual cash flows
resulting from anticipated transactions (mainlyniresubscription fees to be
received), denominated in currencies other tharfuhetional currency, will be
affected by changes in exchange rates. The Compasycertain involvement
with derivative financial instruments for tradingrposes.

As of December 31, 2007 and 2006, the Company medsparty to foreign
currency derivatives that were designated and aateduas hedging instruments
under FAS No. 133.
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BEB MAZARS

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the shareholders of
lturan Argentina S.A.

We have audited the balance sheets of lturan AirgetA. (the “Company”) as of December 31,

2007 and 2006 and the related statements of opesatthanges in shareholders’ equity and cash flows
for each of the two years in the period ended Déegr@l, 2007. These financial statements are the
responsibility of the Company’s Board of Directarsd management. Our responsibility is to express
an opinion on these financial statements basedipawdits.

We conducted our audits in accordance with starsdafrthe Public Company Accounting Oversight
Board (United States of America). Those standagdaire that we plan and perform the audit to obtain
reasonable assurance about whether the finanatehsénts are free of material misstatement. Antaudi
includes examining, on a test basis, evidence stipgdhe amounts and disclosures in the financial
statements. An audit also includes assessing twuating principles used and significant estimates
made by the Company’s Board of Directors and mamagé, as well as evaluating the overall

financial statement presentation. We believe thatadits provide a reasonable basis for our opinio

In our opinion, the financial statements refer@above present fairly, in all material respedts, t
consolidated financial position of the Company BBecember 31, 2007 and 2006 and the results of
operations, changes in shareholders’ equity and ft@ss for each of the two years in the period
ended December 31, 2007, in conformity with acciognprinciples generally accepted in the United
States of America.

Buenos Aires, Argentina Gustavo R. Chesta
(Partner)

February 8, 2008
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CERTIFICATION OF THE CHIEF FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Eli Kamer, as Chief Financial Officafrlturan Location and Control Ltd. (the “Company”)
certify, pursuant to 18 U.S.C. § 1350, as adopte8dxtion 906 of the Sarbanes-Oxley Act of 2002,
that to my knowledge:

(1) The accompanying Amendment No. ZhAnnual Report on Form 20-F for the fiscal year
ended December 31, 2007 as filed with the U.S. ig&xiand Exchange Commission (the “Report”)
fully complies with the requirements of Sectiond)3¢r 15(d) of the Securities Exchange Act of 1934,
as amended; and

(2) The information contained in the Refairly presents, in all material respects, timafcial
condition and results of operations of the Company.

Dated: May ___| , 2009

s/ Eli Kamer

Eli Kamer
Chief Financial Officer
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CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Eyal Sheratzky, as Co-Chief Executdfficer of Ituran Location and Control Ltd. (the

“Company”), certify, pursuant to 18 U.S.C. § 1386,adopted by Section 906 of the Sarbanes-Oxley
Act of 2002, that to my knowledge:

(1) The accompanying Amendment No. ZywAnnual Report on Form 20-F for the fiscal year
ended December 31, 2007 as filed with the U.S. ig@siand Exchange Commission (the “Report”)

fully complies with the requirements of Sectiond)3¢r 15(d) of the Securities Exchange Act of 1934,
as amended; and

(2) The information contained in the Retffairly presents, in all material respects, timamcial
condition and results of operations of the Company.

Dated: May _, 2009

/sl Eyal Sheratzky

Eyal Sheratzky
Co-Chief Executive Officer
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CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Nir Sheratzky, as Co-Chief ExecutivBii€2r of Ituran Location and Control Ltd. (the

“Company”), certify, pursuant to 18 U.S.C. § 1386,adopted by Section 906 of the Sarbanes-Oxley
Act of 2002, that to my knowledge:

(1) The accompanying Amendment No. ZywAnnual Report on Form 20-F for the fiscal year
ended December 31, 2007 as filed with the U.S. ig@siand Exchange Commission (the “Report”)

fully complies with the requirements of Sectiond)3¢r 15(d) of the Securities Exchange Act of 1934,
as amended; and

(2) The information contained in the Retffairly presents, in all material respects, timamcial
condition and results of operations of the Company.

Dated: May _, 2009

/sl Nir Sheratzky

Nir Sheratzk
Co-Chief Executive Officer
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SIGNATURES

The registrant hereby certifies that it meets fithe requirements for filing on Form 20-F and that
has duly caused and authorized the undersignadrtalis Amendment No. 2 on its behalf.

Dated: May [_], 2009

ITURAN LOCATION AND CONTROL LTD.
(Registrant)

By: /s/ Eyal Sheratzky

Eyal Sheratzky
Co-Chief Executive Officer

F-69



