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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 20-F
(Mark One)
| REGISTRATION STATEMENT PURSUANT TO SECTION 12(b) OR (g) OF THE SECURITIES EXCHANGE ACT OF 1934
OR

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2010

OR
] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
OR
| SHELL COMPANY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
Date of event requiring this shell company re

Commission file number 000-50790

VUANCE LTD.

(Exact name of Registrant as specified in its chaet)

Not Applicable
(Translation of Registrant’s Name into English)

Israel
(Jurisdiction of incorporation or organization)

Sagid House “Ha’Sharon Industrial Park”
P.0.B 5039, Qadima 60920
Israel
(Address of principal executive offices)

Securities registered or to be registered pursuartb Section 12(b) of the Act.
None
Securities registered or to be registered pursuarb Section 12(g) of the Act.
Ordinary Shares NIS 0.0588235 nominal value
Securities for which there is a reporting obligatio pursuant to Section 15(d) of the Act.
None

Indicate the number of outstanding shares of e&tiedssuer’s classes of capital or common stac&fahe close of the period covered by the anredrt: 7,280,821
ordinary shares as of December 31, 2010.

Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 405e06#turities Act.
Yes O No

If this report is an annual or transition repongicate by check mark if the registrant is not regflito file reports pursuant to Section 13 or dpdf the Securities
Exchange Act of 1934.

Yes O No O

Indicate by check mark whether the registrant @b filed all reports required to be filed by Seatk8 or 15(d) of the Securities Exchange Act of4l88ring the
preceding 12 months (or for such shorter periodsttie registrant was required to file such reppasd (2) has been subject to such reporting rements for the past 90 days.

Yes No O Not applicable




Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, noa-accelerated filer. See definition of “acceteddfiler and large
accelerated filer” in Rule 12b-2 of the Exchange.ACheck one):

Large accelerated fileEl Accelerated filerd Non-accelerated fildx]
Indicate by check mark which financial statemeanitthe registrant has elected to follow.
Item 17 O Iltem 18
If this is an annual report, indicate by check mahether the registrant is a shell company (asddfin Rule 12b-2 of the Exchange Act).
Yes O No
(APPLICABLE ONLY TO ISSUERS INVOLVED IN BANKRUPTCYROCEEDINGS DURING THE PAST FIVE YEARS)

Indicate by check mark whether the registrant Had &ll documents and reports required to be filgcBections 12, 13 or 15(d) of the Securities Exgfe Act of 1934
subsequent to the distribution of securities uradplan confirmed by a court.

Yes O No O
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NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 20-F (“Annual Reporttntains “forward-looking statementaiithin the meaning of the United States Privateuiées Litigation Reforr
Act of 1995 that are not historical facts but ratreflect our present expectations concerning &itesults and events. Words such as “anticipatstirhate,” “expects,” “may,”
“projects,” “intends,” “plans,” “believes,” “would,“could” and words and terms of similar substance used mmextion with any discussion of future operatingfinancia
performance may identify forwardoking statements. These forward looking states@miude, but are not limited to, statements reigar. (i) our belief about our competiti
position in the tracking, asset management and toxdmg, active radio frequency identificationRFID"), and our ability to become a key technolagjiplayer in such marke
(i) our belief about the commercial possibilitiEs our products in such markets; (iii) our expéota to be able to leverage our current product$ #thnologies for tt
development of new applications and penetratiomdiitional markets; (iv) our expectation to be ableontinue to participate in the government margg our belief about o
ability to leverage our public sector experiend®e ithe commercial sector; (vi) our belief regardihg effects of competitive pricing on our margisales and market share; (
our expectations regarding the effects of the Ipgateedings we are involved in on our sales amdatimg performance, including, without limitatitm our belief regarding tl
merit of the claim of the Department for ResourBepply of the Ministry of Ukraine against us andaeling the Secu-System claim. (See “Legal Procgsdin Item 8.A)
(viii) our belief regarding the fluctuations of oaperating results, including our belief about #ffects of inflation and the fluctuation of the MdiSllar exchange rate on ¢
operating results; (ix) our expectations about foture revenues (or absence of revenues); (x) rpeaations about the effects of seasonality onreuenues and operati
results; (xi) our expectations regarding developmeaerd introduction of future products; (xii) ourpectations regarding revenues from our existingocner contracts ai
purchase orders, including, without limitation, tredue of our agreement for our end-to-end systenafnational multiD issuing and control system with the governmea
European country and our expectations for increaseenues from sales of additional technology awl materials to such government; (xiii) our expgotes regarding tt
success of our new active RFID technology; (xivy expectations regarding the effectiveness of oarketing programs and generation of business flomse program
including our ability to continue to sell produdtsough strategic alliances and our belief aboetrible customer service plays in our sales and atiak programs; (xv) ol
anticipation that sales to a relatively small numifecustomers will continue to account for a sfigint portion of our net sales; the timing of guoduct introductions; increas
competition; introduction of new competing techrgis; the increase of unexpected expenses; andathiehfactors discussed below under the capti®isk‘Factors’in Item
3.D and “Operating and Financial Review and Proéc Item 5 and elsewhere in this Annual Report. \Wereot under any obligation, and expressly disclaim obligatior
to update or alter any forward-looking statemewtsether as a result of new information, future ésenm otherwise. All subsequent forwdobking statements attributable to
or any person acting on our behalf are expressdjfifipd in their entirety by the cautionary statertsecontained or referred to in this section, aad gre cautioned not to ple
undue reliance on these forward-looking statemehish speak only as of the date of this Annual Repo

In this Annual Report, all references to "Vuandeg “Company,” ve," "
its subsidiaries.

us" or "our" are to Vuance Ltd., a companganized under the laws of the State of Israel
In this Annual Report, unless otherwise specifiedimess the context otherwise requires, all refegs to "$" or "dollars" are to U.S. dollars anidreferences to "NI<
are to New Israeli Shekels. Except as otherwiseated, the financial statements of and informategarding Vuance are presented in U.S. dollars.

Note: Unless otherwise indicated herein, the prices andntities of our ordinary shares provided in thiandal Report reflect the 1 to 5.88235 share codsdion (revers
share split) that we completed on April 29, 200d arhich became effective for trading purposes adajf 14, 2007.




PART |

ITEM 1.  Identity of Directors, Senior Management and Advisors.

Not applicable.
ITEM 2.  Offer Statistics and Expected Timetables.

Not applicable.
ITEM 3.  Key Information.

A. Selected Financial Data
The following selected consolidated financial dadeof December 31, 2006, 2007, 2008, 2009 and 20ddor the years then ended have been deriveddroraudited

consolidated financial statements. These finarsteements have been prepared in accordance widraly accepted accounting principles in the UhB¢ates, or U.S. GAAP,
and audited by Fahn Kanne & Co., a member of GFantnton International. The selected consolidabedricial data set forth below should be read irjutction with and are

qualified by reference to Item 5, "Operating anddficial Review and Prospects" and the consolidatadcial statements and notes thereto and othan€iial information
included elsewhere in this Annual Report. Histdriesults are not necessarily indicative of futtesults.




SUMMARY OF CONSOLIDATED FINANCIAL DATA YEAR ENDED CECEMBER 31,

Revenue:
Cost of Revenues
Gross Profit
Operating Expense
Research and Developmt
Selling and Marketin
General and Administrati
Other (income) expenses
Total Operating Expensi
Capital gain from the sale of the E-ID Division
Operating (Loss) Incom
Financial Expenses, N
Other Expenses, Net
Income (Loss) before Taxes on Inco

Taxes on income
Net Income (Loss) from continuir
operations

Loss from discontinued operations
Net (Loss) incomt

PER SHARE DATA:

Basic earnings (loss) from continuing operati
Diluted earnings (loss) from continuing operati
Basic and Diluted loss from discontinued operat|
Basic earnings (loss) per shi

Diluted earnings (loss) per shi

SUMMARY OF BALANCE SHEET DATA:
Cash and Cash Equivalet

Marketable debt securitie

Trade receivables (net of allowance for douk
accounts of $ 3,470 and $ 1,553 a:

December 31, 2009 and 2010, respectiv
Inventories, ne

Total Current Asset

TOTAL ASSETS

Total Current Liabilities

Accrued Severance P.

SHAREHOLDERS' EQUITY (DEFICIT.

Audited
(IN THOUSANDS OF U.S. DOLLARS, EXCEPT PER SHARE DAY
2006 2007 (") 2008(**) 2009 2010
8,941(*) 12,234(*) 18,11 9,30¢ 7,38¢
3,49/ 4,99; 6,94¢ 3,36¢ 2,057
5,447 7,242 11,16° 5,03¢ 5,33.
1,36: 1,411 1,73¢ 89¢ 38¢
5,61¢ 7,142 9,90¢ 5,131 4,40¢
2,730 2,72¢ 2,611 1,64¢ 1,98t
10¢ 134 8 13C (39€)
9,82¢ 11,41 14,26. 7,801 6,38(
10,53¢ - - - -
6,151 @179 (3,09) (1,869) (L,049)
(204) (4,646) (3,08) (620) (679)
(367) = = = =
5,586 (8,819 (6,182) (2,48%) (1,726
(146)(*) (390(*) (137 (77) (50
5,44( (9,209 (6,319) (2,55¢9) (1,776
- (2,102) (6,039 (2,526) (189
$ 5440 $ (11,31) $ (12,35) $ (5,089 $ (1,96%)
$ 137 $ (209 $ (122 $ 0.46) $ (0.29)
$ 131  $ (209 $ (122 $ 0.46) $ (0.29)
$ - % (.48 $ (117 $ 0.46) $ (0.09)
$ 137 $ (257 $ (239 $ 097 $ (0.32)
$ 131  $ (257) $ (239 $ 097 $ (0.92)
2,442 2,11¢ 81z 65¢€ 197
11,07 4,05¢ - - -
2,62t 2,46¢ 84C 857 752
27C 56 1,307 82 197
17,99: 14,76¢ 6,44% 4,23¢ 1,66+
23,00¢ 20,95: 8,93t 4,68: 2,00¢
5,45: 8,91¢ 10,42 6,33: 4,50(
32z 362 37¢ 304 254
15,00 9,23: (1,867) (6,279) (7,879

(*) Certain comparative figures have been reclass$ifo conform to the current period presentatidre changes did not affect net income, cash flogtackholders equity.
(**) Due to the sale of certain business activiiiedanuary 2010, as described in Item 4 belowse¢hnisiness activities are presented as discountioperations in accordance

with U.S. GAAP.




B. Capitalization and I ndebtedness
Not applicable.
C. Reasonsfor the Offer and Use of Proceeds
Not applicable.
D. Risk Factors
You should carefully consider the following riskgéther with the other information in this Annua®rt in evaluating our business, financial conatitend prospects.
The risks and uncertainties described below aretim@tonly ones that we face. Additional risks andautainties not presently known to us or that wesider immaterial may
also impair our business operations, financial lesand prospects. If any of the following risksuedly occur, our business, financial results arrdgpects could be harmed. In
that case, the trading price of our ordinary shacesild decline. You should also refer to the othé&rmation set forth in this Annual Report, incliad our financial statements

and related notes and the Section captioned “Nagdrding Forward-Looking Statements.”

Risks Related to Our Business

We have a history of annual operating losses and gative cash flows and may not be profitable in th&uture.

We have incurred substantial losses and negatste ft@vs since our inception. We had an operataghdlow deficit in each of 2006, 2007, 2008, 2608 2010. As ¢
December 31, 2010, we had an accumulated defieippfoximately $49,344. We incurred net lossegppfeximately $11,311,000, $12,358,000, $5,085,0aD &1,965,000 in
the years ended December 31, 2007, 2008, 2009Gk@ Bespectively. For the year ended Decembe2@®16, we would have incurred a net loss of $5,088,@xcluding the
extraordinary $10,536,000 capital gain from the sdlthe E-ID Division. We expect to spend sigrific amounts of capital to enhance our productssendces, develop further
sales and operations and fund expansion; and tirerefle may continue to have net operating lossésagative cash flows for the near future. Assaltewe will need to
generate significant revenue to achieve annualtphifity. Even if we do achieve annual profitahiliwe may not be able to sustain or increase fataifity on an annual basis.

Parts of our operating expense levels are baséutenmal forecasts for future demand and not an fiustomer orders for products or services. Owltesay be
negatively affected by fluctuating demand for otoqucts and services from one quarter to the nexty increases in the costs of components andmaterials acquired from
suppliers.

In 2010 we petitioned the court for a creditorimagement under the Israeli Companies Law (thedi@reArrangement"). The Creditor Arrangementuggorted by a
resolution of the general meeting of our sharehsleeas presented at the meeting of our creditoidjsawaiting final court approval, pending thealation by the court to an
objection to the proposed arrangement filed by Bp&ituation Funds, one of our major creditorso@t the completion of the Creditor Arrangementwgeve expect to be
released from approximately $5,954,000 of our atians, as of December 31, 2010. However, sho@dthurt not approve our request, and in order tigcoe as a going
concern, we may have to sell additional equityedrtdsecurities and reorganize our debt obligatavedit facilities; however there is no certaintttive will be successful in th
or complete it in a timely fashion. For more infa@tion on the Creditor Arrangement see belowteém 4A. History and Development of the Corporationunder "Recent
Developments.”

We will face a need for additional capital and mayeed to curtail our operations if it is not availabe.

We have partially funded our operations throughissaance of equity securities and convertible bdondnvestors and may not be able to generatsiéiygcash flow
from operations in the future. Continuation of current operations after utilizing our current casterves is dependent upon the generation ofiadditfinancial resources
either through the issuance of additional equitdeint securities or other sources of financingherdale of certain assets of the Company. Any addit financings will likely
cause substantial dilution to existing stockholddrae are unable to obtain necessary additioinanfting or generate cash from operation, we maggeired to reduce the
scope of, or cease, our operations. Even if we ish additional capital, we may be required tluce the scope of our operations and may needgleiment certain
operational changes in order to decrease our expeadevel. Our need for additional capital todite our operations and growth will be greater Eh@among other things, our
revenue or expense estimates prove to be incorrect.




The current economic and financial crisis may hava material adverse effect on our results.

The crisis of the financial and credit markets wuwilde in the second half of 2008 has led to an ecva slowdown worldwide, and the outlook for 20%luncertain. A
continuation or worsening of unfavorable econonainditions, including the on-going credit and capitarkets disruptions, could have an adverse impa@ur business,
operating results or financial condition in a numbkeways. We may experience declines in revenpiesitability and cash flows as a result of reduceders, delays in receiving
orders or in the completion of projects, delaysefaults in payment or other factors caused bytimmomic problems of our customers and prospectiseomers. We may
experience supply chain delays, disruptions orrgtheblems associated with financial constraintefaby our suppliers and subcontractors. In additbanges and volatility in
the equity, credit and foreign exchange marketsiarnie competitive landscape make it increasimtifffcult for us to predict our revenues and eagsitinto the future.

Adverse capital and credit market conditions may inpact our ability to access liquidity and capital.

The capital and credit markets have been expernigrextreme volatility and disruption in recent y@aWe need liquidity in our day-to-day businessvit@s to pay our
operating expenses and interest on our debt.

In the event current resources do not satisfy eeds, we may have to seek additional financing.aMadlability of additional financing will depend@ variety of
factors such as market conditions, the generalahibify of credit, the volume of trading activiiethe overall availability of credit to the finaalkcservices industry, our credit
ratings and credit capacity, as well as the patsilhat customers or lenders could develop a tiega@erception of our long- or short-term finadgieospects. If our internal
sources of liquidity prove to be insufficient, thes a risk that external funding sources mightbeavailable or available at unfavorable terms.

Disruptions, uncertainty or volatility in the cagdiatnd credit markets may also limit our accessagutal required to operate our business. Such ehadnditions may
limit our ability to raise additional capital topgport business growth.

This would have the potential to decrease bothpoaiitability and our financial flexibility. Our mults of operations, financial condition, cash ftoand regulatory
capital position could be materially adversely eféel by disruptions in the financial markets.

Depending on the impact on our business of the cugnt economic crisis, we may face problems in manamj any decline in our business

If the current economic and financial crisis con#n to have an adverse impact on the demand fdupt®or their profitability, we may face difficigs in managing a
decline in our business. Our success in handliognéraction of our business will depend on ourighitmong other things, to:

— develop efficient forecast methods for evaluatimg prospective quantity of products that will bdexed by our customer

— control inventories of components ordered byaantract manufacturers required to meet actual deriacluding but not limited to handling the effeof
excess inventories accumulated by such manufasti

— reduce the costs of manufacturing our prodc

— continue to collect receivables from our custonierfsill and in a timely manner; ar

— properly balance the size and capabilities of oarkforce.

If we are unable to manage a decline in businesg;auld fail to manage the costs associated withsglects of our business, which would have a rizdt@ilverse effect
on our business and results of operations.

We expect to face uncertainty in our revenues frorour perimeter security and border control projectsassociated with the European Airport Project.

The revenues from our European International Airpuoject for the years ended December 31, 20008 206d 2009 were $2,182,000, $9,722,000 and $1061,
respectively.

Under the terms of our agreement, upon our impleatiem of the integrated perimeter security syséew border control system, the customer was toaign
transmission and acceptance report and we wenet¢o ito the ten-year maintenance period. Aseffiling date of this Form 26; the customer has not signed the transmi
and acceptance report, and our whallyned subsidiary, SBC Aviation Ltd., has not reeedithe final payment from the customer under threeagent in the amount of $465,6




We derive a substantial portion of our revenue froma small number of customers, and the reduction afales to any one of those customers could adversethpact our
operating results by causing a drop in revenues.

We depend on a limited number of customers fortstsuntial portion of our revenue. In the years 2@0®9 and 2010, we derived 84%, 88% and 92%, ctispéy, of
our consolidated net revenue from two customers (ustomer in 2010). A substantial reduction ilesab, or loss of, any of our significant customeesild adversely affect o
business unless we were able to replace the reweaueceived from those customers, which replacémemmay not be able to find. Specifically, chantied may negatively
impact the political or economic stability and eoviment of the European country, from which wederost of our consolidated net revenues, coul@isly affect our
business and future operations in such country.

As a result of this concentration of revenue frolimated number of customers and our increasedmel on active RFID technology resulting from cale of certain
assets and liabilities related to our electronieas control market and our Government ServicesDivincluding our CSMS and RAPTOR suites, oureraye has experienced
wide fluctuations, and we expect our revenue tdinae to experience wide fluctuations in the futi?art of our sales is not recurring sales, theesfmarterly and annual sales
levels could fluctuate. Sales in any period mayb®indicative of sales in future periods.

We are relying on On Track Innovations Ltd. as a shcontractor in projects not transferred as part ofthe sale of our E-ID Division.

On December 31, 2006, we sold our E-ID Divisiooto Track Innovations Ltd. (“OTI"), an Israeli publcompany (NASDAQ: OTIV). Simultaneously, we enteieto
a service and supply agreement with OTI under whigh agreed to act as our subcontractor and prosedeices, products and materials necessary tg oatrand complete our
obligations with regard to certain projects thateveot transferred to OTI (the “Existing ProjectéSge description of this transaction under theicapThe OTI Transaction” in
Iltem 4.A). We will be dependent on OTI to adequately providehsservices, products, and materials in ordeu$aio be in good standing under, and successfattyptete,
these projects. If OTI fails to fulfill its oblig@ins and provide such services and products assagefor the Existing Projects arising from argsen, it could delay our receipt
of revenues for these projects, subject us to icertanedies available to our customers in the ixgs$Projects, and damage our business reputatimhtteerefore could have a
material adverse effect on our business, operagisglts and financial condition.

Our reliance on third party technologies, raw materals and components for the development of some ofir products and our reliance on third parties for
manufacturing may delay product launches, impair ou ability to develop and deliver products or hurt our ability to compete in the market.

Most of our products integrate third-party techmgldhat we license and/or raw materials and compizrthat we purchase or otherwise obtain the tighse,
including: operating systems, microchips, secuaity cryptography technology for card operatingesyst which prevents unauthorized parties from taimgevith our cards,
and dual interface technology, which enables ctrdgerate in both contact and contactless modeafility to purchase and license new technologi®s components from
third parties is and will continue to be criticaldur ability to offer a complete line of produthsit meets customer needs and technological regeirts. We may not be able to
renew our existing licenses or to purchase compsraard raw materials on favorable terms, if atlllve lose the rights to a patented technology ey need to stop selling or
may need to redesign our products that incorpdhatetechnology, and we may lose the potential aitipe advantage such technology gave us. In &xfgicompetitors could
obtain licenses for technologies for which we arahle to obtain licenses, and third parties maelbgvor enable others to develop a similar soluttosecurity issues, either of
which could adversely affect our results of operadi Also, dependence on the patent protectiohiaf parties may not afford us any control over phetection of the
technologies upon which we rely. If the patent @ctibn of any of these third parties were comprewhiur ability to compete in the market could dsdmpaired.

We usually do not have minimum supply commitmerdsnfour vendors for our raw materials or components generally purchase raw materisdsd components on
a purchase order basis. Although we generally tss®lard raw materials and components for our systeome of the key raw materials or componentsiaaéable only from a
single source or from limited sources. Many of products are only available from limited sourcegefEwhere multiple sources are available, we tylyicdtain components
and raw materials from only one vendor to ensugé kjuality, prompt delivery and low cost. If onecefr suppliers were unable to meet our supply deimand we could not
quickly replace the source of supply, it could hauweaterial adverse effect on our business, opgratisults and financial condition, for reasonsuding a delay of receipt of
revenues and damage to our business reputation.
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Delays in deliveries from our suppliers, defects igoods or components supplied by our vendors, or s in projects that are performed by our subcontactors could
cause our revenues and gross margins to decline.

We rely on a limited number of vendors and suba@mttrs for certain components of the products wesapplying and projects we perform. In some casesely on a
single source vendor or subcontractor. Any undetefiaws in components or other materials to bgkeg by our vendors could lead to unanticipatesteto repair or replace
these parts or materials. Even though there arépteusuppliers, we purchase some of our comporfemts single suppliers to take advantage of voluiseounts, which
presents a risk that the components may not béaslain the future on commercially reasonable trar at all. Although we believe that there ardigamhal suppliers for the
equipment and supplies that we require, we mayeable to make such alternative arrangements ghpnifpone of our suppliers were unable to meat supply demands and
we could not quickly replace the source of supplgould cause a delay of receipt of revenues amadje our business reputation. We depend on subctors to adequately
perform a substantial part of our projects. If bantractor fails to fulfill its obligations undarcertain project, it could delay our receipt ofeeues for such project and damage
our business reputation, and therefore could hawatarial adverse effect on our business, operagisglts and financial condition.

We acquired all of the issued and outstanding stocgapital of Security Holding Corporation in 2007 ard completed the sale of this activity in 2010. Ceatn unexpected
outcomes of this acquisition and sale are not yenlwn.

In July 2007, we acquired all of the issued andtamding stock capital of Security Holding CorSKC”).

Prior to completion of the acquisition, we conddcéedue diligence review of SHC; however, we camuatrantee that all contingent liabilities weredgiot to our
knowledge. A material liability that had not beasadvered in the due diligence process, or sinéghnaffect our business.

In January 2010 we completed the sale of certathefssets (including certain accounts receivaideinventory) and certain of the liabilities (iading certain
accounts payable) of Vuance Inc. acquired in tligisition of SHC (see a description of this tramigecunder the caption “History of the Company’liem 4.A). In connection
with the sale, we recognized an impairment of gabdwd intangible assets. Additionally, the sadggeement included an indemnification provisionspant to which, Vuance
Inc. agreed to indemnify the purchaser from andregany claim or liability of Vuance Inc. or of iy which may be asserted against the purchaser thié exception of certain
business debts and other liabilities agreed tdbypurchaser. Should we be required to indemnéypiirchaser our financial results could be matgraversely affected.

We acquired substantially all of the assets and I@lities of Intelli -Site, Inc in 2009 and completed the sale of thiggvity in 2010. Certain unexpected outcomes of thi
acquisition and sale are not yet known.

In March 2009, we acquired substantially all of &ssets and liabilities of Intelli-Site, Inc. (“&iki-Site”). Prior to completion of the acquisitiowe conducted a due
diligence review of Intelli-Site; however, we camgoarantee that all contingent liabilities weredmht to our knowledge. A material liability thadcnot been discovered in the
due diligence process might affect our business.

In January 2010 we completed the sale of certathefssets (including certain accounts receivaideinventory) and certain of the liabilities (inding certain
accounts payable) of Vuance Inc. acquired in tlgsition of Intelli-Site (see a description ofghransaction under the caption “History of the @amy” in ltem 4.A). In
connection with the sale, we recognized an impaitréintangible assets. Also, the sales agreeinehtded an indemnification clause pursuant to Wwhe&ach of the parties
shall indemnify the other upon the occurrence ofade agreed upon events. Should we be requirgeiEmnify the purchaser our financial results cdugdmaterially adversely
affected.

We may pursue acquisitions or investments in compieentary technologies and businesses. We may be uneassful in integrating the acquired businesses afmt
complementary technologies and businesses, the aition of which we may pursue in the future, and sch integrations could divert our resources and adersely affect
our financial results.

Other than Intelli-Site and SHC, we have not madeather acquisitions. Integrating newly acquiregibess or technologies into our business couldrtour
management’s attention from other business con@rdsould be expensive and time-consuming. Actipis could expose our business to unforeseeritiabior risks
associated with entering new markets. Consequeméymight not be successful in integrating the &eglbusinesses, technologies or products intcegristing business and
products, and might not achieve anticipated reveamumst benefits. In the future, we may pursuaussitipns of, or investments in, complementary tealhgies and businesses.
We may be unable to identify suitable acquisitiandidates in the future or to make these acquisitim a commercially reasonable basis, or at ah&cquisitions present a
number of potential risks and challenges that catilibt met, disrupt our business operations,ease our operating costs and reduce the valuedbthe acquired company.
For example, if we identify an acquisition cande&late may not be able to successfully negotiafsnance the acquisition on favorable terms. In &iddj future acquisitions
could result in customer dissatisfaction, perforoegaproblems with an acquired company, or requir®ussue equity securities, incur debt, assuméirgent liabilities or have
amortization expenses and write-downs of acquissets, which could adversely affect our profitapili
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Our dependence on third-party distributors, sales gents and value-added resellers could result in mketing and distribution delays, which would preventus from
generating sales revenues.

We market and sell some of our products using waritof distributors covering the United States padts of Europe. We establish relationships wigitrithutors and
resellers through agreements that provide pridespdnts and other material terms and conditiomeuwhich the reseller is eligible to purchase systems and products for
resale. These agreements generally do not grahtsixity to the distributors and resellers andaageneral matter, are not long-term contracts,adave commitments for
minimum sales, and could be terminated by theiligior. We do not have agreements with all of astributors. We are currently engaged in discussigith other potential
distributors, sales agents, and value-added reseBech arrangements may never be finalized &fidalized, such arrangements may not increasaewgnues or enable us to
achieve profitability.

Our ability to terminate a distributor who is n@rforming satisfactorily may be limited. Inadequpégformance by a distributor could adversely dfteg ability to
develop markets in the regions for which the dstior is responsible and could result in substiptigeater expenditures by us in order to devaloph markets. Our operating
results will be highly dependent upon: (i) our @pito maintain our existing distributor arrangerteerii) our ability to establish and maintain coage of major geographic areas
and establish access to customers and marketsiiiqutige ability of our distributors, sales agenasid value-added resellers to successfully mankeproducts. A failure to
achieve these objectives could result in lower neres.

Third parties could obtain access to our proprietay information or could independently develop simila technologies.

Despite the precautions we take, third parties owgoy or obtain and use our technologies, ideasykmow and other proprietary information without latization or
may independently develop technologies similarupesior to our technologies. In addition, the cdafitiality and non-competition agreements betweseand most of our
employees, distributors and clients may not provigianingful protection of our proprietary technaésgor other intellectual property in the eventupéuthorized use or
disclosure. If we are not able to successfully défeur industrial or intellectual property rightge may lose rights to technologies that we neatkt@lop our business, which
may cause us to lose potential revenues, or wehmagquired to pay significant license fees foruke of such technologies. To date, we have reliidarily on a combination
of patent, trade secret and copyright laws, as agefiondisclosure and other contractual restrist@mcopying, reverse engineering and distributiioprotect our proprietary
technology.

Our future patents may provide only limited protectfor our technology and may not be sufficienptovide competitive advantages to us. For exangolpetitors
could be successful in challenging any issued paitan alternatively, could develop similar or madantageous technologies on their own or desigunal our patents. Any
inability to protect intellectual property rights our technology could enable third parties to cetapnore effectively with us and/or could reduce ahility to compete. In
addition, these efforts to protect our intellectpidperty rights could require us to incur subsgmbsts even when our efforts are successful.

In addition, the laws of certain foreign countrieay not protect our intellectual property rightshe same extent as do the laws of Israel or theet)i$tates. Our mea
of protecting our intellectual property rights srdel, the United States or any other country irclvive operate may not be adequate to fully pratectintellectual property
rights.

Third parties may assert that we are infringing ther intellectual property rights.

We may face intellectual property litigation, whicbuld be costly, harm our reputation, limit ouilioto sell our products, force us to modify quoducts or obtain
appropriate licenses, and divert the attention ahagement and technical personnel.

Our products employ technology that may infringettos proprietary rights of others, and, as a resdtcould become liable for significant damages suiffer other
harm to our business. Other than the ongoing tibgawvith Secu-Systems Ltd., as described in Itebel®w under the caption “Legal Proceedings,” weehaot been subject to
intellectual property litigation to date. On Aug@st2003, we received a letter stating that we b®infringing certain patents of third parties widspect to our hot lamination
process for plastic cards. We reviewed the clairadarin the letter and we do not believe that oadpcts or technology infringe any third party'sgués as claimed in the letter.
Since the initial letter, we received another lettated July 13, 2004 from the same party requgsiiat we respond to their claim and stating th@aetive licenses are available.
On August 11, 2004, we responded to this letteriaditated that we were not infringing upon sucktipa’ patents. To date, no infringement claimsenbeen filed against us in
connection with the foregoing letters. We believatthot lamination of plastic cards is a widely Wmoprocess that is used by most card manufactUgees if it were determine
that we are infringing such third party’s patenmie, believe that we could use another process tmmkmplastic cards without materially affecting dusiness. On December 2,
2005, we received a letter stating that we maynbiénging certain patents of third parties withpest to our former Smart DSMS product for incidezgponse management. We
reviewed the claims made in the letter and we ddabeve that our products or technology infrirmyey third party's patents as claimed in the le@er February 21, 2006, after
thorough investigation that included legal counsgliwe responded to the letter while decliningdlaéms in the letter. Since the initial letter, vezeived another letter dated
August 1, 2007 from the same party stating thaté@st on the surface" it appears that we arenigiing one of their patents based on a line wriitteour website. On September
6, 2007, we responded to this letter and indictttatiwe were not infringing upon such party’s p&eio date, no infringement claims have been fgdinst us in connection
with the foregoing letters. We believe that oumier Smart DSMS product lacked key features reditethch of the claims mentioned because the pratidetot perform steps
of assigning and recording as recited in the papgtent.
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Litigation may be necessary in the future to erdaainy patents we may obtain and/or any other édeibl property rights, to protect our trade sectetdetermine the
validity and scope of the proprietary rights ofath or to defend against claims of infringemenhwealidity, and we may not prevail in any suchufi litigation. Litigation,
whether or not determined in our favor or setttEsljld be costly, could harm our reputation and dalivert the efforts and attention of our managenaed technical personnel
from normal business operations. In addition, aslveleterminations in litigation could result in thes of our proprietary rights, subject us to gigant liabilities, require us to
seek licenses from third parties, prevent us frimenising our technology or selling or manufacturing products, or require us to expend signifigasburces to modify our
products or attempt to develop non-infringing tembgy, any of which could seriously harm our busme

Our products may contain technology provided tbyshird parties. Because we did not develop sachriology ourselves, we may have little or no gbib determine
in advance whether such technology infringes thkellectual property rights of any other party. Guppliers and licensors may not be required tormufy us in the event that a
claim of infringement is asserted against us, ey tmay be required to indemnify us only with reggedntellectual property infringement claims iartain jurisdictions, and/or
only up to a maximum amount, above which we wodddsponsible for any further costs or damageadtition, we have indemnification obligations tataa parties, as well
as to OTI, with respect to any infringement of dhparty patents and intellectual property rightoby products. If litigation were to be filed agstithese parties in connection
with our technology, we would be required to defand indemnify such parties.

We may be plaintiff or defendant in various legal ations from time to time.

From time to time, we are the defendant or pldimifvarious legal actions, which arise in the natmourse of business. We are required to assesiétihood of any
adverse judgments or outcomes to these matterglaasypotential ranges of probable losses. A detetion of the amount of reserves required fos¢éheontingencies, if any,
which would be charged to earnings, is made afiezfal and considered analysis of each individaetiba with our legal advisors. The required resemmy change in the futu
due to new developments in each matter or chamgeiscumstances, such as a change in settlemategjr A change in the required reserves wouldcttfer earnings in the
period the change is made. For more informatiotherabove and our ongoing litigation see undectpgion “Legal Proceedings” in Item 8.

A security breach of our internal systems or thosef our customers could harm ourbusiness by adversely affecting the market's percéipn of our products and services
thereby causing our revenues to decline.

For us to further penetrate the marketplace, thé&atglace must be confident that we provide effecsecurity protection for national and other sedudentification
documents and cards. Although we have not expexibaay act of sabotage or unauthorized accesghigdgparty of our software or technology to daten actual or perceived
breach of security occurs in our internal systemthase of our customers, regardless of whethetaused the breach, it could adversely affect théet'a perception of our
products and services. This could cause us todas®mers, resellers, alliance partners or othsinkess partners, thereby causing our revenue<tmeelf we or our customers
were to experience a breach of our internal systemsbusiness could be severely harmed by adyeasilcting the market's perception of our produactd services.

We may be exposed to significant liability for actal or perceived failure to provide required product or services which could damage our reputation anddversely
affect our business by causing our revenues to dew and our costs to rise.

Products as complex as those we offer may contadetected errors or may fail when first introduoedvhen new versions are released. Despite oumptddsting
efforts and testing by current and potential cugianmit is possible that errors will be found imngroducts or enhancements after commencementnofescial shipments. The
occurrence of product defects or errors could teswddverse publicity, delay in product introdactj diversion of resources to remedy defects, dbss a delay in market
acceptance, or claims by customers against ugudd cause us to incur additional costs or losemees, any of which could adversely affect our hess.
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Because our customers rely on our products facatisecurity applications, we may be exposed amtd for damages allegedly caused to a customeresult of an
actual or perceived failure of our products. Aruator perceived breach of security systems ofafrair customers, regardless of whether the bresattributable to our
products or solutions, could adversely affect ausibess reputation. Furthermore, our failure obilitst to meet a customer's expectations in thégserance of our services, or
to do so in the time frame required by the customegyardless of our responsibility for the failuceuld result in a claim for substantial damagesregg us by the customer,
discourage other customers from engaging us faetBervices, and damage our business reputatiosa¥ifeproduct liability insurance, but existingvesage may not be
adequate to cover potential claims.

We carry a combined products liability and profesal liability insurance. We believe that this ireuce coverage is comparable to that of other aimsbmpanies in
our industry. However, that insurance may not cargito be available to us on reasonable terms sufficient amounts to cover one or more largenatgior the insurer may
disclaim coverage as to any future claim. We domaintain insurance coverage for theft by employeesdo we maintain specific insurance coveragefity interruptions in
our business operations. The successful assefftiomecor more large claims against us that exceadadle insurance coverage, or changes in ouramae policies, including
premium increases or the imposition of large debles or co-insurance requirements, could advems#gct our business by significantly increasing costs.

Our efforts to expand our international operationsare subject to a number of risks, any of which coul adversely reduce our future international salesd increase our
losses.

Most of our revenues to date have been generafedsudictions other than the United States. Oability to obtain or maintain federal or foreigrgtgatory approvals
relating to the import or export of our productsatimely basis could adversely affect our abildyexpand our international business. Additionadlyr international operations
could be subject to a number of risks, any of whichld adversely affect our future internationdésand operating results, including:

« increased collection risks;

« trade restrictions;

« export duties and tariffs;

« uncertain political, regulatory and economic depetents;
« inability to protect our intellectual property righ

« highly aggressive competitors; and

e currency issues.

In addition, in many countries the national seguoitganizations require our employees to obtaiarelece before such employees can work on a paxtitnainsaction.
Failure to receive or delays in the receipt ofevaht foreign qualifications could also have a matadverse effect on our ability to obtain sadesll or on a timely basis.
Additionally, as foreign government regulators hleeome increasingly stringent, we may be subgentdre rigorous regulation by governmental autkesiin the future. If we
fail to adequately address any of these regulatiomsbusiness will be harmed.

We have sought in the past and may seek in the furito enter into contracts with the U.S. governmentand other governments, as well as state and loggdvernmental
agencies and municipalities, which subjects us tertain risks associated with such types of contrast

Most contracts with the U.S. government, and ofeaernments, or with state or local agencies orioipalities (“Governmental Contracts”) are awardleugh a
competitive bidding process, and some of the bgsitieat we expect to seek in the future will like/subject to a competitive bidding process. Cditipe bidding presents a
number of risks, including:

« the frequent need to compete against companiesaorg of companies with more financial and marketaspurces and more experience than we have imiidd
on and performing major contrac

« the need to compete against companies or teammmgianies that may be long-term, entrenched incutsfena particular contract we are competing fod a
which have, as a result, greater domain expertidesatablished customer relatio

« the substantial cost and managerial time and efifecessary to prepare bids and proposals for aistitzat may not be awarded to us;
« the need to accurately estimate the resourcesastdicucture that will be required to service firgd-price contract that we are awardednd
« the expense and delay that may arise if our cotapgtprotest or challenge new contract awards nmds pursuant to competitive bidding or subsequentract

modifications, and the risk that any of these mtst@r challenges could result in the resubmissfdyids on modified specifications, or in termirextj reduction or
modification of the awarded contra
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We may not be afforded the opportunity in the fattor bid on contracts that are held by other congsaand are scheduled to expire, if the U.S. guwent, or other
governments, or the applicable state or local agenenunicipality determines to extend the existiogtract. If we are unable to win particular cants that are awarded
through the competitive bidding process, we maytsoable to operate in the market for the prodantsservices that are provided under those costfact number of years. If
we are unable to win new contract awards or retese contracts, if any, that we are awarded owgreatended period, our business, prospects, fiahogndition and results of
operations will be adversely affected.

In addition, Governmental Contracts subject ussisrassociated with public budgetary restrictiand uncertainties, actual contracts that are kess awarded contract
amounts, and cancellation at any time at the omifdhe governmental agency. Any failure to complth the terms of any Governmental Contracts coesilt in substantial
civil and criminal fines and penalties, as welkaspension from future contracts for a signifiqgaeriod of time, any of which could adversely affeat business by requiring us
to pay significant fines and penalties or prevenfram earning revenues from Governmental Contrdting the suspension period. Cancellation of @mg of our major
Governmental Contracts could have a material adveffect on our financial condition.

The U.S. government, or other governments, may lzepiosition to obtain greater rights with resgeatur intellectual property than we would granbtber entities.
Governmental agencies also have the power, basédamtial difficulties or investigations of theipntractors, to deem contractors unsuitable for cemiract awards. Because
we will engage in the government contracting bussneve will be subject to audits, and may be suligemvestigation, by governmental entities. Fadlto comply with the tern
of any Governmental Contracts could result in safit&l civil and criminal fines and penalties, aslivas suspension from future contracts for a §igamt period of time, any of
which could adversely affect our business by rengius to pay the fines and penalties and prohipitis from earning revenues from Governmental @otgrduring the
suspension period.

Furthermore, governmental programs can experiealay/ sl or cancellation of funding, which can be @dictable. For example, the U.S. military’s invatvent in Iraq
has caused the diversion of some Department ofri3efunding away from certain projects in whichpegticipated in the past, thereby delaying ordeden certain of our
governmental contracts. This may make it diffi¢olforecast our revenues on a quarter-by-quartgisba

The markets that we target for a substantial part é our future growth are in very early stages of deglopment, and if they do not develop our businessag not grow as
much or as profitably as we hope.

Many of the markets that we target for our futurevgh are small or non-existent and need to deviélage are to achieve our growth objectives. If goan all of these
markets do not develop, or if they develop moreviidhan we anticipate, then we will not grow ascigly or as profitably as we hope. In February 2006 announced the
introduction of a new technology and solution fotiely tracking people, objects and assets, Ad&#D Tracking Systems (“PureRF”"). This new teclogyl was developed in
response to growing market demand for asset trgdatutions in the homeland security and commerogikets.

Although we believe the government market is @itio our success in the short term, we believelibth the government and commercial markets wiltbtical to ou
long-term success. The development of these mankittdepend on many factors that are beyond outrod, including the following factors (and otherctors discussed
elsewhere in the Risk Factors): (i) there can bassurances that we will be able to continue tdyamur expertise and solutions developed for theegoment market to the
commercial market; (ii) the ability of the commexanarkets to adopt and implement the active REIDt®Ns; and (iii) the ability of our managemeatsuccessfully market our
technologies to such government and/or commeraoig#ies.

The success of the active RFID business line is @egplent on several factors.

The success of our active RFID business line i€déent on several factors, including proper nevdpebdefinitions, product costs, timely completemd introduction
of the new product, differentiation of the new puotifrom those of our competitors, and market atzoege of the product, as well as our existing astémtial customersiarying
budgets for capital expenditures and new produmduction. We have addressed the need to deveappnoducts through our internal development effarid joint
development efforts with other companies. In lighthe OTI Transaction and the sale of certaintassed liabilities related to our electronic accemsstrol market and our
Government Services Division including our CSMS &RPTOR suites, the active RFID product line is@péated to be our main revenue growth generattiérfuture. There
can be no assurance that we will successfully iffeméw product opportunities and/or develop aniddpnew products to market in a timely manner hatt the products and
technologies developed by others will not renderproducts or technologies obsolete or noncompetifThe failure of our new product development gffcould have a
material adverse effect on our business, resultpefations and future growth.
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If our technology and solutions ceases to be adopt@nd used by government and commercial organizatits, we may lose some of our existing customers aimdrease
our losses.

Our ability to grow depends significantly on whetigevernmental and commercial organizations adaptechnology and solutions as part of their neamdards and
whether we will be able to leverage our expertigh wovernment products into commercial produdtthése organizations do not adopt our technolegymight not be able to
penetrate some of the new markets we are targetinge might lose some of our existing customeeb@bere also can be no assurances that we walblgeto continue to app
our expertise and solutions developed for the puggctor to the commercial market.

In order for us to achieve our growth objectivas;, BFID technology must be adapted to and adoptedviariety of areas, including, but not limited to

« public safety and emergency;

. asset management;

« patient and critical equipment tracking in the kieahre sector;

« building automation;

« patient wandering in the homecare market;

« transportation applications using active RFID ashmeé of monitoring and control; and
« access control in such fields as education andteate.

Any or all of these areas may not adopt our RFiihtelogy.

We cannot accurately predict the future growth,réteny, or the ultimate size of the RFID techrgianarkets. The expansion of the market for oudpets and
services depends on a number of factors such as:

« the cost, performance and reliability of our pragend services compared to the products and ssrefcour competitors;
« customer perception of the benefits of our RFIDeldasolutions;

« public perception of the intrusiveness of thesetimhs and the manner in which organizations usertformation collected;
« public perception of the confidentiality of privatdormation;

« customer satisfaction with our products and sesyieed

« marketing efforts and publicity for our productsiaservices.

Even if our RFID solutions gain wide market accepts our products and services may not adequadeiyeas market requirements and may not gain widgeha
acceptance. If our solutions or our products amdices do not gain wide market acceptance, oumessi and our financial results will suffer.

We need to develop our position as a provider of RB enabled security solutions and services to eamgh margins from our technology, and if we are unhble to develog
such position, our business will not be as profitde as we hope, if at all.

The increasing sophistication of our RFID technglptaces a premium on providing innovative softwsystems and services to customers, in additionaoufacturing
and supplying RFID technology. While we have hathe@arly success positioning ourselves as a proeidaich services and systems, we may not contmbe successful
with this strategy and we may not be able to capausignificant share of the market for the sopdasd services and systems that we believe abyltk produce attractive
margins in the future. A significant portion of thelue of our RFID technology lies in the developinef software and applications that will permi¢ thse of RFID technology
new markets. In contrast, the margins involved anofacturing and selling RFID technology can batretly small, and may not be sufficient to permstto earn an attractive
return on our development investments.

16




The time from our initial contact with a customer to a sale may be long and subject to delays, whichudd result in the postponement of our receipt of evenues from on
accounting period to the next, increasing the variaility of our results of operations and causing sigificant fluctuations in our revenue from quarter to quarter.

The period between our initial contact with a patrcustomer and the purchase of our productssandces is often long and subject to delays aatetiwith the
budgeting, approval and competitive evaluation psses that frequently accompany significant capitpenditures, particularly by governmental agenclée typical sales
cycle for our government customers has, to dateyad from three to 24 months and the typical sajfeke for our commercial customers has ranged fmamto six months. A
lengthy sales cycle may have an impact on the grofrour revenue, which may cause our quarterlyatpey results to fall below investor expectationge believe that a
customer's decision to purchase our products awites is discretionary, involves a significant goitment of resources, and is influenced by custdooeigetary cycles. To
successfully sell our products and services, weigdly must educate our potential customers reggrtlieir use and benefits, which can require sicgitt time and resources.
This significant expenditure of time and resounces/ not result in actual sales of our products serdices.

Due to the nature of our business, our financial athoperating results could fluctuate.
Our financial and operating results have fluctuatetthe past and could fluctuate in the future frguarter to quarter and from year to year for tiilofving reasons:

« long customer sales cycles;

« reduced demand for our products and services;

« price reductions;

« new competitors, or the introduction of enhancestipcts or services from new or existing competjtors
« changes in the mix of products and services waiocostomers and distributors sell;

« contract cancellations, delays or amendments bymess;

« the lack of government demand for our productsserdices or the lack of government funds approgdia purchasing our products and services;
« unforeseen legal expenses, including litigatiorts;os

« expenses related to acquisitions;

« other non-recurring financial charges;

« the lack of availability, or increased cost, of lmmponents and subassemblies;

« the inability to successfully manufacture in volyraad reduce the price of, certain of our produsst

« impairment loss of goodwill and intangible assets.

The fair value of Vuance, Inc., our U.S. subsidiarycaused a significant goodwill and other intangitd assets impairment loss in 2008 and 2009.

As part of the annual review for impairment in actamce with ASC Topic 350, "Intangible&oodwill and Other" in November 2008, we examirtegl fiair value of th
intangible assets and the goodwill and in doingceasidered in part, a third party expert servidés valuation referred to Vuance, Inc. as a sing@rting unit. The valuation
was conducted on a going concern basis. Since \éyanc. is closely-held, and thus without a pubiarket for its ownership interests, the apprais# wonducted according to
common appraisal practices, and based on the FAsgeuhted Cash-Flows ("DCF") method. In additie, received market indication with respect to thie ¥alue of Vuance,
Inc. in the first quarter of 2009. Based on thevabawe were required to recognize in 2008 an impatioss in the amount of approximately $3,235,000.

Due to the sale of certain of the assets and ceofahe liabilities of Vuance, Inc. in the firstgrter of 2010 (see a description of this transaatinder the caption
“History of the Company” in Iltem 4.A), as of Deceent81, 2009 we recognized an impairment of goodavitl intangible assets in the amount of $1,119zB@Dpresented the
balance of $1,996,000 and $1,599,000 as assdtagtt to discontinued operations and liabilitiéisilauted to discontinued operations, respectivelygur financial statements.

The lead time for ordering parts for and manufacturing our products can be significantly long and thegefore based on forecasted demands rather than actuarders
received.

The lead time for ordering parts and materials launttling many of our products can be many monttsaAesult, we must order parts and materials aild bur

products based on forecasted demand. If demaralfgoroducts lags significantly behind our foresaste may produce more products than we can seithacan result in cash
flow problems and write-offs or write-downs of obte inventory.
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Our markets are highly competitive and competitioncould harm our ability to sell products and service and could reduce our market share.

The market for RFID enabled products is intenselppetitive. We expect competition to increase asrustry grows and as RFID technology beginotwerge witt
the access control and information technology itrgu$Ve may not be able to compete successfullynagaurrent or future competitors. We face contjetifrom
technologically sophisticated companies, many attvhave substantially greater technical, finan@all marketing resources than we do. In some casesompete with
entities that have pre-existing relationships withential customers. As the active RFID enabledtgmis market expands, we expect additional cortgrstto enter the market.

Some of our competitors and potential competitangeharger technical staffs, larger customer basese established distribution channels, greatandbrecognition
and greater financial, marketing and other resauticen we do. Our competitors may be able to devetoducts and services that (i) are superior tgpooducts and services,
achieve greater customer acceptance or (iii) heyefieantly improved functionality as compareddor existing and future products and servicesdufiteon, our competitors
may be able to negotiate strategic relationshipsiore favorable terms than we are able to negofidémy of our competitors may also have well-essalgld relationships with
our existing and prospective customers. Increasatpetition may result in our experiencing reducedgms, loss of sales or decreased market share.

The average selling prices for our products mayie@s a result of competitive pricing pressupgemotional programs and customers who negotiate peductions
in exchange for longeterm purchase commitments. The pricing of proddefsends on the specific features and functionseptoducts, purchase volumes and the level 0§
and service support required. As we experiencéngrigressure, the average selling prices and gnasgins for our products may decrease over prdifecycles. These same
competitive pressures may require us to write dtvencarrying value of any inventory on hand, whiclild adversely affect our operating results ardirgs per share.

We rely on the services of certain executive officg and key personnel, the loss of which could adveely affect our operations by causing a disruptioto our business

Our future success depends largely on the effodsadilities of our executive officers and seni@magement and other key employees, including teahand sales
personnel. The loss of the services of any of tipessons could disrupt our business until replaceséf available, are found. We do not maintaig key-person insurance for
any of our employees.

Our ability to remain competitive depends in part o attracting, hiring and retaining qualified technical personnel; if we are not successful in such lrg and retention,
our business could be disrupted.

Our future success depends in part on the avatiabfl qualified technical personnel, including pennel trained in software and hardware applicatisithin
specialized fields. As a result, we may not be &bkuccessfully attract or retain skilled techhamaployees, which may impede our ability to depeliostall, implement and
otherwise service our software and hardware sysémgo efficiently conduct our operations.

The information technology and network securityustiies are characterized by a high level of emggayobility and the market for technical persomaeiains
extremely competitive in certain regions, includisgael. This competition means that (i) therefamer highly qualified employees available for hifi§ the costs of hiring and
retaining such personnel are high, and (iii) higilalified employees may not remain with us oncechiFurthermore, there may be pressure to prdeicienical employees with
stock options and other equity interests in usctvimhay dilute our shareholders and increase ougresgs.

The additions of new personnel and the departuexisting personnel, particularly in key positionan be disruptive, might lead to additional deyp@sd of existing
personnel and could have a material adverse effeour business, operating results and financiadlitmn.

Our planned growth will place significant strain onour financial and managerial resources and may negively affect our results of operations and abiliy to grow more.
Our ability to manage our growth effectively widlquire us:

« to continue to improve our operations, financiad amnagement controls, reporting systems and puoesp
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« totrain, motivate and manage our employees; and
« asrequired, to install new management informasigstems.

Our existing management and any new members of geamant may not be able to augment or improve egistystems and controls, or implement new systemds a
controls, in response to anticipated future growtive are successful in achieving our growth pjangh growth is likely to place a significant beindon the operating and
financial systems, resulting in increased respadlitgitior our senior management and other personnel

Some of our products are subject to government redation of radio frequency technology which could case a delay in introducing, or an inability to introduce, such
products in the United States and other markets.

The rules and regulations of the United States ié@dmmunications Commission (the "FCC") limit ttaglio frequency used by and level of power engtfiom
electronic equipment. Our readers, controllers@hér radio frequency technology scanning equipraemtrequired to comply with these FCC rules whiay require
certification, verification or registration of treguipment with the FCC. Certification and verificatof new equipment requires testing to ensuresthépment's compliance with
the FCC's rules. The equipment must be labeledrdicgpto the FCC's rules to show compliance wigssthrules. Testing, processing of the FCC's equipoegtificate or FCC
registration and labeling may increase developraedtproduction costs and could delay introductibous verification scanning device and next gerieratadio frequency
technology scanning equipment into the U.S. maikietctronic equipment permitted or authorized taibed by us through FCC certification or verifioatprocedures must not
cause harmful interference to licensed FCC usasnzay be subject to radio frequency interferenomflicensed FCC users. Selling, leasing or impgrtion-compliant
equipment is considered a violation of FCC rules faderal law, and violators may be subject tor@oreement action by the FCC. Any failure to comypiyh the applicable
rules and regulations of the FCC could have a riztedverse effect on our business, operating teamid financial condition by increasing our coraptie costs and/or limiting
our sales in the United States.

We are exposed to special risks in foreign marketshich may make operating in those markets difficultand thereby force us to curtail our business opet#ns.

In conducting our business in foreign countriesane subject to political, economic, legal, openaal and other risks that are inherent in operatingther countries.
Risks inherent to operating in other countries eafigm difficulties in settling transactions in emiag markets to possible nationalization, expraipon, price control and other
restrictive governmental actions. We also faceriglethat exchange controls or similar restrictiomposed by foreign governmental authorities mayriet our ability to convert
local currency received or held by it in their ctiigs into U.S. dollars or other currencies, otaice those dollars or other currencies out of tloasmtries.

Risks Related to our Location and Incorporation inlsrael

Conditions in Israel affect our operations in Isra¢ and may limit our ability to sell our products and services.

We are incorporated under Israeli law and we ajserate offices located in Israel. Political, ecomoand military conditions in Israel may directlffexct our operations
and business. Since the establishment of the 8tdseael in 1948, a number of armed conflicts htakeen place between Israel and its Arab neighéindsa state of hostility,
varying from time to time in degree and intensitsis led to security and economic problems for Isfdthough Israel has entered into various agregswith its Arab
neighbors and the Palestinian Authority, therelieen an increase in unrest and terrorist activitgiael, as well as in countries bordering ondkria varying levels of severity,
since September 2000. The election in early 200@mfesentatives of Hamas, an Islamic resistancement, to a majority of seats in the Palestiniagislative Council and tt
resulting tension among the different Palestinaatibns has created additional unrest and uncéytédince February 2011, Egypt is has experiencditigal turbulence,
following the resignation of Hosni Mubarak as pdesit, due to ongoing including protests throughggppt, and the appointment of a military regimdiis stead, which may
damage the current peaceful and diplomatic relatimtween Israel and Egypt, which would could affiee region as a whole. Similar civil unrest amditizal turbulence has
occurred in other countries in the region and feaing the political stability of those countriehis instability may lead to deterioration of ghelitical and economic
relationships that exist between the State of Issae some of these countries. In addition, Iras thaeatened to attack Israel and is widely beliseebe developing nuclear
weapons. Iran is also believed to have a strorigente among extremist groups in the region, ssdiamnas in Gaza and Hezbollah in Lebanon. Thesatisihs may potential
escalate in the future to more violent events winety affect Israel and us. Furthermore, severaht@s still restrict trade with Israeli compana®d additional countries may
impose such restrictions as a result of changéseimilitary and/or political conditions in Israehd/or the surrounding countries, which may linuit ability to make sales in, or
purchase components from, those countries. Anyduarmed conflict, such as the armed conflict deaturred during July and August, 2006 between Isnag Hezbollah, a
Lebanese Islamist Shiite militia group and politisarty, which involved rocket attacks on populatedas in Northern Israel, or political instabiligpntinued violence in the
region or restrictions could have a material advef§ect on our business, operating results arahéial condition. We cannot predict the effect grofithese uprisings, an
increase in hostilities or any future armed comfllitical instability or violence in the regioAny events that affect the State of Israel orgheounding region may impact us
in unpredictable ways. No predictions can be mad® avhether or when a final resolution of the @@aoblems will be achieved or the nature theaaf to what extent the
situation will impact Israel’'s economic developmenbur operations.
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Our operations could be disrupted as a result of th obligation of management or key personnel to pesfm military service in Israel.

Generally, all nonexempt male adult citizens ananaaent residents of Israel under the age of 46|dmr for reserves officers or citizens with certaccupations, as
well as certain female adult citizens and permanesitients of Israel, are obligated to perform ahmilitary reserve duty and are subject to beialied for active duty at any
time under emergency circumstances. We believeathaximum of 25% of our employees at any one tonald be called for active duty under emergenogucnstances.
While we have operated effectively under theseirequents since our incorporation, we cannot prettiietfull impact of such conditions on us in theufe, particularly if
emergency circumstances occur. If many of our eygae are called for active duty, our operationsiiael and our business, operating results anddiahcondition may be
adversely affected.

Your rights and responsibilities as a shareholder Vit be governed by Israeli law and differ in some espects from the rights and responsibilities of slieholders under
U.S. law.

We are incorporated under Israeli law. The righis eesponsibilities of holders of our ordinary ssaare governed by our Memorandum of Associatiah/aticles of
Association, and by Israeli law. These rights agponsibilities differ in some respects from thghts and responsibilities of shareholders in tylgit&. corporations. In
particular, a shareholder of an Israeli companyzhdsty to act in good faith and customary mannexxercising his or her rights and fulfilling histeer obligations toward the
company and other shareholders, and to refrain frosasing his power, including, among other thinglsen voting at the general meeting of shareholdersertain matters.
Israeli law provides that these duties are appletdshareholder votes on, among other thingsndments to a company’s articles of associatiomeees in a company’s
authorized share capital and mergers and intergsted transactions requiring shareholder approvahareholder also has a general duty to refraim fexploiting any other
shareholder of his or her rights as a shareholdexddition, a controlling shareholder of an Israeimpany or a shareholder who knows that it passsethe power to determine
the outcome of a shareholder vote or who, undeAoticles of Association, has the power to appoinprevent the appointment of a director or exeeutifficer in the company,
has a duty of fairness toward the company. Istaglidoes not define the substance of this dutgmhéss, but provides that remedies generally abl@lupon a breach of
contract will apply also in the event of a breatthe duty to act with fairness. Because Israalpocate law has undergone extensive revision iamegears, there is little case
law available to assist in understanding the ingpians of these provisions that govern sharehdiébavior.

Provisions of Israeli law may delay, prevent or othrwise encumber a merger with or an acquisition obur company, which could prevent a change of contipeven wher
the terms of such transaction are favorable to usral our shareholders.

Israeli corporate law regulates mergers, requeedér offers for acquisitions of shares above $ipeldihresholds, requires special approvals fardaations involving
directors, officers or significant shareholders aeglulates other matters that may be relevantdsetitypes of transactions. Furthermore, Israelctepsiderations may make
potential transactions unappealing to us or to sofmweir shareholders whose country of residencs doéhave a tax treaty with Israel exempting siereholders from Israeli
tax. These provisions of Israeli law could delagvent or impede a merger with or an acquisitioowfcompany, which could prevent a change of cbnéven when the terms
of such transaction are favorable to us and ouresizdders and therefore potentially depress theemf our shares.
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Our shareholders may face difficulties in the enfocement of civil liabilities against Vuance Ltd. andts officers and directors.

Certain of our officers and directors and our psefenal advisors are residents of Israel or otherweéside outside of the U.S. Vuance Ltd. is ineafed under Israt
law and its principal office and facilities are &ed in Israel. All or a substantial portion of tsets of such persons are or may be locatedleudihe U.S. It may be diffict
to effect service of process within the U.S. upsnoa upon any such officers and directors or peifeml advisors or to realize in the U.S. upon jadgts of U.S. cour
predicated upon the civil liability of Vuance Ltok such persons under U.S. federal securities ldeshave been advised that there is some degmdeubt amongst legal expe
as to whether Israeli courts would (i) enforce judgts of U.S. courts obtained against Vuance Ltduch officers and directors or professional ashggredicated solely up
the civil liabilities provisions of U.S. federal@gities laws, or (ii) impose liabilities in origahactions against Vuance Ltd. or such officers dinelctors and professional advis
predicated solely upon such U.S. laws. Howeveacicordance with the Israeli Law on Enforcementafeign Judgments, 1958718, and subject to certain time limitations
Israel court may declare a foreign (including U@&V)l judgment enforceable if it finds that:

« the judgment was rendered by a court which wagrdarg to the laws of the state of the court, corapeto render the judgment;

« the judgment may no longer be appealed;

« the judgment is executory in the jurisdiction iniehit was given;

« the obligation, the subject matter of the judgmenénforceable under Israeli laws of enforcemépaagments and is not contrary to public policy;

« due process has been observed;

« such judgment was rendered by a court which wagpetent to render such judgment according to thesraf private international law, as applicablesraél;
« such judgment was not obtained by fraud and doesardlict with any other valid judgment in the samatter between the same parties; and

« an action between the same parties in the samemmatiot pending in any Israeli court or tribuatithe time the law suit is instituted in the fgrecourt.

Even if these conditions are satisfied, an Isre@lirt will not enforce a foreign judgment if it wgsven in a state whose laws do not provide forehfrcement of
judgments of Israeli courts (subject to exceptiaraes) or if its enforcement is likely to prejweibe sovereignty or security of the State of IsrBlee term“prejudice the
sovereignty or security of the State of Israel'uasd in the Israeli Law on Enforcement of Foreigdgiments has rarely been interpreted by Israelitsptherefore, there is only
limited guidance as to what criteria will be coreigld by an Israeli court in determining whethereghéorcement of a foreign judgment would prejudioe sovereignty or
security of the State of Israel.

An investor may also find it difficult to bring aiginal action in an Israeli court to enforce ligles based upon U.S. federal securities lawsregais or against our
directors or officers. Israeli courts may refusdéar a claim based on a violation of U.S. seasitaws and rule that Israel is not the most apgatgpforum in which to bring
such a claim. In addition, even if an Israeli cagtees to hear such a claim, it may determinelsha¢li law and not U.S. law is applicable to ¢h&@m. If U.S. law is found to be
applicable, the content of applicable U.S. law niesproved as a fact, which can be a time consuaigcostly process. Certain matters of procedilf@lso be governed by
Israeli law. There is little binding case law imédsl addressing these matters.

Fluctuations in the exchange rate between the U.8ollar and foreign currencies may affect our operaing results.

We incur expenses for our operations in IsraeléwNsraeli Shekels ("NIS") and translate these armtwinto U.S. dollars for purposes of reportingsmlitated results.
As a result, fluctuations in foreign currency exopa rates may adversely affect our expenses aotlge$ operations, as well as the value of ouetssand liabilities.
Fluctuations may adversely affect the comparabditperiod-to-period results. In addition, we héddeign currency balances, primarily NIS, that wileate foreign exchange
gains or losses, depending upon the relative valtiige foreign currency , at the beginning and ehtthe reporting period, affecting our net incoama earnings per share.
Although we may use hedging techniques in the &fwhich we currently do not use), we will not liBeato eliminate the effects of currency fluctuasoThus, exchange rate
fluctuations could have a material adverse impaabur operating results and stock price. (Seelédso 5 , "Impact of Inflation and Currency Fluctioais")

We are unlikely to pay dividends in the foreseeablfuture and any return on investment may be limitedto the value of our ordinary shares

We distributed a cash dividend to our shareholdarene occasion on August 26, 1997 in the aggreyataunt of NIS 1 million and prior to that dividenih the form
of bonus shares were distributed on two other éonasUnder the Israeli Companies Law, dividendy wrly be paid out of profits legally available fdistribution and
provided that there is no reasonable concern tiet payment will prevent us from satisfying ourstixig and foreseeable obligations as they becorae buaddition, a
competent court may approve, as per a motion fddzeby a company in accordance with the Isra@ipanies Law requirements, a payment which doemeet the profits
test, provided that the court was convinced thartetlis no reasonable concern that such paymenpreident the company from satisfying its existimg éoreseeable obligations
as they become due. We do not expect to declgvayocash dividends in the foreseeable future arhd to retain future earnings, if any, to finattoe growth and developme
of our business. If we do not pay dividends, oulirary shares may be less valuable because a m@turaur investment will only occur if our sharécerappreciates.
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Risks Pertaining to Ownership of Our Ordinary Shares

Servicing our debt obligations requires a significat amount of cash, and our ability to obtain or geerate cash depends on many factors beyond our cootr

Should the court not approve the Creditor Arrangetrend if we are unable to otherwise restructunedebt obligations, our ability to satisfy oubtiservice
obligations, including making the payments underdbnvertible bonds we issued in November 200Brévan Howard Master Fund Limited ("BH") (which wesssigned to
Sigma Wave Ltd. (“Sigma”) on August 24, 2010, seenl 4A) and to Special Situation Funds (the “Cotibkr Bonds”) will depend, among other things, umam future
operating performance and our ability to refinaimebtedness when necessary. Each of these féstors large extent dependent on economic, firdnocompetitive,
legislative, regulatory and other factors thatkzegond our control.

If, in the future, we cannot generate sufficiergtcéom our operations to meet our debt servicegabbns, we may need to reduce or delay capitaépditures or
curtail research and development efforts. In adujtive may need to refinance our debt, obtain ewfdit financing or sell assets, which we may noable to do on
commercially reasonable terms, if at all. We carassture you that our business will generate sefftotash flow, or that we will be able to obtainding, sufficient to satisfy o
debt service obligations. In addition, we may nadditional capital even to satisfy our present memients if we undertake large projects or havelaydin one of our
anticipated projects. If we fail to raise such déiddial capital, we may need to implement certaiarafional changes in order to decrease our experdével. Our need for
additional capital to finance our operations analrgh will be greater should, among other things, rewenue or expense estimates prove to be in¢orhe@addition,
continuation of our current operations after uiil@zour current cash reserves is dependent upogetheration of additional financial resources eitheough the issuance of
additional equity or debt securities or other searof financing or the sale of certain of our assEhese matters raise substantial doubt aboulility to continue as a going
concern. The financial statements have been preeguming that we will continue as a going concéne financial statements do not include any adjests that might result
from the outcome of this uncertainty.

Restrictions imposed by our debt instruments may kit our ability to finance future operations or capital needs or engage in other business activitiesdt may be in our
interest. Our failure to comply with our obligations under these instruments could lead to an acceldian of our indebtedness.

The indentures governing our debt instruments ¢om@rtain covenants that will, among other thirgsit our ability and the ability of our subsidias to: (i) create
liens; (i) sell or otherwise dispose of assei§); ¢ngage in transactions with our affiliates; diw] merge or consolidate with another entity ransfer all or substantially all of ¢
assets. These restrictions could limit our abilitypbtain future financing, make acquisitions gpital expenditures, withstand economic downturngunbusiness, the industry
the economy in general, conduct operations or wfilsertake advantage of business opportunitiesatise.

Our failure to make payments due under our delbtngents, or to otherwise comply with the restans or our obligations thereunder, could resuétrirevent of
default under such instruments and lead to an exat@n of our related indebtedness. In the eveastich a default, we are not certain whether weldvbave, or would be able
to obtain, sufficient funds to make the accelergagiments, and as a result certain lenders woulibleeto proceed against certain of our assets#uaire the debt. In a financ
agreement between us and Sigma, which we entei@dfiier the date of the balance sheet but bef@réssuance of the financial statements, subjecgtimin conditions and
covenants, we will not be required to make repayroéthe debt (as of December 31, 2010) under tmertible bond with Sigma prior to January 1, 2012

As of December 31, 2010, we were in compliance withcovenants under the amended Convertible Bagasements with respect to bonds held by Spediaht®in
Funds (“SSF”) As of the filing date of this annual report we wer in compliance with our obligations under timeemded Convertible Bonds with respect to bonds bgl8SF
which we intend to include within the Creditor Amgement, but which is currently being opposed bl.$%r more information on the Creditor Arrangemssg ltem 4A.
History and Development of the Corporation under "Recent Developments. For more information on the Convertible Bondsekem 5.B, “Liquidity and Capital
Resources” regarding the amendments to the Convertible Bond

The number of ordinary shares that are available fosale upon exercise of our outstanding warrants,ptions and convertible bonds is significant in reléon to our
currently outstanding ordinary shares. Sales of aignificant number of our ordinary shares in the puldic market, or the perception that they may occurmay depress thi
market price for our ordinary shares.

The number of ordinary shares available for satenupe exercise of our outstanding warrants, optaomd convertible bonds is significant in relatiorthe number of
ordinary shares currently outstanding. As of Decen®i, 2010, 7,280,821 of our ordinary shares watstanding. In addition, we had a total of 1,409,®rdinary shares
issuable upon the exercise of outstanding optiwh&h we have issued to our employees and certhigr @ersons at various prices, some of which lexegcise prices below t
current market price for our ordinary shares. ABetember 31, 2010, we had a total of 2,157,00mary shares issuable upon the exercise of outstgnearrants issued to
investors and consultants, at various prices, whiglire between 2011 and 2016. As of December @10 2ve had a total of 996,619 ordinary sharesisieuupon the
conversion of convertible bonds. As of December2RIL0, our registered capital permitted us to isgue additional 40,161,339 ordinary shares imeation with future grant
of options, warrants, shares and other financittiments.
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Should the court approve our petition for the CiadArrangement then we will be required to issiggaificant additional number of ordinary shared avarrants
convertible into our ordinary shares.

If our warrant or option holders exercise their iats or options, or holders of convertible bonalgett their bonds into ordinary shares, and deteerto sell a
substantial number of shares into the market agargn time, there may not be sufficient demantheamarket to purchase the shares without a deiclititee market price for
our ordinary shares. Moreover, continuous salestimt market of a number of shares in excess diyhieal trading volume for our ordinary sharesewen the availability of
such a large number of shares or the perceptidrittbae sales could occur, could cause substaliltitibn to existing shareholders, decrease thekatarice of our ordinary
shares, and impair our ability to raise capitahia future.

Our ordinary shares were delisted from The NASDAQ @pital Market, which could negatively impact the piice of our ordinary shares.

On September 29, 2009 we received a NASDAQ Staféf@nation letter indicating that we failed to goignwith the minimum stockholders’ equity requiremef
$2.5 million as set forth in Listing Rule 5550(f)rinerly Marketplace Rule 4310(c)(3)). As a resalir securities were delisted from The Nasdaq Skdaket and trading in
our shares was suspended effective October 1, Zi0e that date our ordinary shares have beeredunt the Pink Sheets under the ticker symbol “VBNC

The delisting of our ordinary shares significargffects the ability of investors to trade our s&@s and negatively affects the value and liqyidit our ordinary shares.
In addition, the delisting of our ordinary sharesild also have a material adverse affect on ouityab raise capital on terms acceptable to ustall. Delisting from NASDAQ
could also have other negative results, includirgggotential loss of confidence by customers anpl@yges, the loss of institutional investor inté@sd fewer business
development opportunities.

"Penny stock" rules may make buying or selling ourordinary shares difficult, severely limiting the maket price of our ordinary shares and the liquidity of our shares ir
the U.S.

Trading in our ordinary shares may be subject ¢o'flenny stock" regulations adopted by the SECs&Mhegulations generally define a "penny stockie@ny equity
security that has a market price of less than $pedGhare, subject to certain exceptions. Thdes raquire that any broker-dealer who recommendsecurities to persons
other than prior customers and accredited investarst, prior to the sale, make a special writtdtability determination for the purchaser and reegthe purchaser's written
agreement to execute the transaction. Unless apéan is available, the regulations require deliy@rior to any transaction involving a "pennyakg of a disclosure schedule
explaining the penny stock market and the riske@aged with trading in the penny stock marketaditlition, broker-dealers must disclose commisspaysble to both the
broker-dealer and registered representative anemuguotations for the securities they offer. Bldditional burdens imposed upon broker-dealersuf sequirements may
discourage broker-dealers from effecting transastia our stock, which could severely limit the &etrprice and liquidity of our stock.

Our default under certain registration rights agreements may result in liquidated damages.
In connection with private placements complete8éptember 2004 and December 2005, in which wedssute investors ordinary shares and warranpsitohase
our ordinary shares, we entered into registratights agreements pursuant to which we undertookdister such ordinary shares in accordance wélSgcurities Act of 1933.

Accordingly, we filed Forms F-1 on November 2004 danuary 5, 2006. Our failure to properly updateRorms (and to make subsequent registratiorex)dardance with the
registration rights agreements could result inaneof default under such agreements and subgettt liquidated damages.
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We have shareholders that are able to exercise substial influence over us and all matters submittedo our shareholders.

Should the Creditor Arrangement be approved bybtsérict Court in Israel, Sigma is expected to bmecour majority shareholder (for more informatiantbis
arrangement see below in Iltem 4.A. "History and &epment of the Company, under "Recent Developriersich ownership interest will give Sigma thelifipto influence
and direct our activities and Sigma will then bemed a controlling shareholder under Israeli lag will have influence over the outcome of mosttters submitted to our
stockholders, including the election of directons ¢he adoption of a merger agreement, and suttreimfe could make us a less attractive acquisitianvestment target.
Because the interests of Sigma may differ fromittkerests of our other shareholders, actions taékefigma with respect to us may not be favorableutoother shareholders.

If persons engage in short sales of our ordinary shes, including sales of shares to be issued updretexercise of our outstanding warrants, options ahconvertible
bonds, the price of our ordinary shares may decline

Selling short is a technique used by a stockhdhéake advantage of an anticipated decline irptiee of a security. In addition, holders of opSpwarrants and
convertible bonds will sometimes sell short knowihgy can, in effect, cover the sale through ther@se of an option, warrant or convertible bodstlocking in a profit. A
significant number of short sales or a large volwhether sales within a relatively short periodiofe can create downward pressure on the marles pf a security. Further
sales of ordinary shares issued upon exerciseradutstanding warrants, options or convertible socauld cause even greater declines in the priceiobrdinary shares due to
the number of additional shares available in theketaipon such exercise or conversion, which ceualcburage short sales that could further underthealue of our ordinary
shares. You could, therefore, experience a detiitiee value of your investment as a result of skales of our ordinary shares.

Costs arising from our future acquisitions and dispsitions could adversely affect our financial condiion.

Any acquisition or disposition that we make cowddult in the use of our cash, incurrence and assomgf debt, contingent liabilities, significantqguisition-related
expenses, amortization of certain identifiable migiale assets, and research and development vifteamd could require us to record goodwill anldestintangible assets that
could result in future impairments that could haran financial results. We will likely incur signdfant transaction costs pursuing acquisitions quasigions, including
acquisitions or dispositions that may not be comsated. We may not be able to generate sufficia@mees from our acquisitions or dispositions teeftheir costs, which
could materially adversely affect our financial ddion. The recognition of impairments of tangihiletangible and financial assets results in a nashaharge on the income
statement, which could adversely affect our resafligperations.

Being a foreign private issuer exempts us from ceatn SEC requirements.

We are a foreign private issuer within the meamihgules promulgated under the U.S. SecuritiesExchange Act of 1934, as amended (the “Exchang®.A&s such,
we are exempt from certain provisions applicabl&d18. public companies including:

« the rules under the Exchange Act requiring thadilvith the SEC of quarterly reports on Form 10+Q@urrent reports on Form 8-K;

« the sections of the Exchange Act regulating thiisation of proxies, consents or authorizationsaspect of a security registered under the Exahayug;

« the provisions of Regulation FD aimed at preventisgiers from making selective disclosures of nigterformation; and

« the sections of the Exchange Act requiring insiderfle public reports of their stock ownershipdamading activities and establishing insider liggpifor profits
realized from an“shor-swing” trading transaction (i.e., a purchase and salsalerand purchase, of the is¢'s equity securities within less than six mont!

Because of these exemptions, investors are natiefficche same protections or information genemlbilable to investors holding shares in public pames organized
in the U.S.

ITEM 4.  Information on the Corporation.
A. History and Development of the Corporation
History of the Company
Vuance Ltd. was incorporated in Israel, as a compiarited by shares, on July 4, 1988, under thevisions of the then-current Israeli Companies Cadie. We now

operate under the Israeli Companies Law, 5759-181%9“Israeli Companies Law"), which became effeeton February 1, 2000, and the Israeli Companiein@nce (New
Version) 1983, as amended.
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From our incorporation in 1988 until 1999, we wardevelopment-stage company primarily engagedsieareh and development, establishing relationshiths
suppliers and potential customers and recruitimggenel with a focus on the governmental marke2d@1, we implemented a reorganization plan, whietcompleted in 2002.
As a result of the reorganization, we expandedeanketing and sales efforts to include the comnaémarket with a new line of advanced smart cadlidantification
technologies products, while maintaining our goveental market business.

During 2002, we sold, in three separate transastiath third party purchasers, our entire equitgiast in a U.S. subsidiary, InkSure Technolodiss, for which we
received aggregate proceeds of approximately $8)600In December 2002, we discontinued the opersfidisposed of all of the assets and termin&ieémployees of two
U.S. subsidiaries, Genodus Inc. and Kromotek, Inc.

We became a publicly-traded company on NASDAQ Eerstpck market (Formerly EASDAQ) on April 19, 19€% October 23, 2003, following the closing of the
NASDAQ Europe stock market, we transferred thénlgsof our ordinary shares to the Euronext Brussglsk market under the symk“SUP,” which became “VUNC” after our
corporate name change on May 14, 2007. We appdieddisting of our shares from the Euronext Brissstock market, and our application was approvetiay 6, 2008,
effective August 4, 2008.

On July 29, 2004, we filed a Registration StatenoenForm 20-F under the Exchange Act. When the fegion Statement became effective on Septemhe2(t,
we became a foreign private issuer reporting compeder the Exchange Act. On November 5, 2004 podinary shares began trading in the U.S. on th€ Bulletin Board
under the symbol “SPCBF.OB," which following oumma change on May 14, 2007 became “VUNCF.OB.” Ogust 23, 2007, our ordinary shares were approvettdding
on The NASDAQ Capital Market under the symbol “VUN&hd the trading of our shares on the OTC Bull&@aard ceased. On October 1, 2009 our shares vetistedi from
The NASDAQ Capital Market and beginning on the salae, our shares were quoted under the ticker gyfUNCF” in the Pink Sheetdzor more information and details
on the history of the listing of our ordinary shares see under Item 9.A "Offer Listing and Details".

During the fourth quarter of 2005, we establishewa Delaware subsidiary (of which we initially ogh80%), Vuance-RFID Inc. (formerly, Pure RF Inwdpich
began operations during the first quarter of 2@&ing the first quarter of 2006, Vuance-RFID lestablished a wholly-owned Israeli subsidiary, VeaRFID Ltd. (formerly,
Pure RF Ltd.). Vuance-RFID Inc. and Vuance RFID.lftdtused on new technologies and solutions favadtacking of people and objects. In February7Z20@e purchased the
remaining 20% of the stock of Vuance - RFID Inonfrits minority stockholders for an amount of $00®, whereupon it became our wholly-owned subsjdiar August 2007,
all the employees of Vuance RFID Ltd. were transféto us, and on December 31, 2007 we purchak#teassets and liabilities of Vuance RFID Ltdring the year 2008,
Vuance-RFID Inc. engaged in an activity to disttdbbaomplementary locks and electronic locks. Thisvay was terminated and it is presented in thercial reports, as
discontinued operations.

During the fourth quarter of 2006, we establishexwa wholly-owned subsidiary, S.B.C. Aviation Lt{incorporated in Israel) which began operation2007 and until
2009 focused on executing information technology security projects.

In 2006 we decided to sell our E-ID Division in erdo focus on opportunities in the U.S. for oulSbusiness, which we later sold in 2010, and curaetive RFID
tracking businesses, and on December 31, 2006¢ldehe EtD Division to On Track Innovations Ltd., or OTIrf@,827,200 restricted ordinary shares of OTI (bfck 212,04(
shares were related to consultants, as part afiteet expenses of this transaction). Under thasesf our agreement with OTI, OTI committed to filéh the SEC a registration
statement covering these ordinary shares and metefiing on April 24, 2007. As of December 31,08) we sold all the OTI shares received in the DrBhsaction.

Simultaneously, we entered into a service and supgreement with OTI under which (i) OTI agreectd as our subcontractor and provide services,umtsdnd
materials necessary to carry out and completeingstajects that were not transferred to OTI (tEiting Projects”), and (ii) OTI granted us areirocable, worldwide, non-
exclusive, non-assignable and non-transferablediego use in connection with our Existing Projectstain intellectual property rights transfertedd T as part of the OTI
Transaction, for the duration of such projects. $ake of our E-ID division and the services andsyipgreement are collectively referred to hereitree “OTI Transaction.”
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On July 3, 2007, we entered, through our wholly-ed/subsidiary, Vuance, Inc., into an agreement‘@HC Purchase Agreement”) to acquire all of treuesd and
outstanding stock capital of Security Holding Cdf{&HC") from Homeland Security Capital Corporati@ddTCBB: HOMS.OB (“HMSC")) and other minority shareholders
(collectively, “Sellers”) for approximately $4,3®0 in our ordinary shares and direct expensepmfoximately $600,000 in our ordinary shares. Tlosing date of this
transaction was August 28, 2007 (“SHClosing Date”). SHC was a Delaware corporation engaged in the businessaofifacturing and distributing RFID-enabled solusion
access control and security management systenomssderation for the acquisition of the stock tapf SHC, 1,097,426 of our ordinary shares ,whigre subject to certain
lock up mechanism, were issued to the Sellers. HMB@Ber agreed that at the SHC Closing Date it grént an irrevocable power of attorney to our @han of the Board of
Directors to exercise all voting rights relatedtsoVuance shares until the sale or transfer oh dlgance shares by HMSC to an unaffiliated thircypa an arm’s-length
transaction. We guaranteed all of the obligationguance Inc. under the SHC Purchase AgreemeninBuine fourth quarter of 2007, SHC and its sulasids were merged in
Vuance Inc.

In September 2007, we announced that we had enteced definitive agreement to acquire, through 0iS. subsidiary, Vuance Inc., the credentialingsibn of
Disaster Management Solutions Inc., ("DMS") for mpg@mately $100,000 in cash and up to $650,00@yalties that will be paid upon sales of the adealfirst responder
credentialing system (named “RAPTOR”) during thrstftwelve months following the acquisition (thesihg was in August 2007). This acquisition compated our former
incident management solutions business and ad@éeBAPTOR to our former CSMS business (both of whiehe sold in 2010).

On March 25, 2009 we and our subsidiary, Vuance, bompleted the acquisition of certain of theetsand certain of the liabilities of Intelli-Sifgyrsuant to an asset
purchase agreement dated March 6, 2009 with I¥B@li and Integrated Security Systems, Inc (“ISSOn the date of closing, Vuance, Inc. agreedatplptelli-Site $262,000
payable in cash and in our shares (which were stitjea certain lock up mechanism) and includedriingent consideration of up to $600,000 basedgestain conditions.

Certain of the assets and liabilities acquirechmdsset purchase agreement with Intelli-Site 8&d Were sold in January 2010, in connection withdale of certain of
the assets and certain of the liabilities of Vuarce.

Should the Creditor Arrangement be approved byDisérict Court in Israel, we expect to be releaBed our obligations under the Convertible Bonddhigy Sigma
with the allotment to Sigma of our ordinary sharakied at 40% of our total outstanding debt to %igmnd in consideration for Sigma forgiving the rerimgy 60% of our
outstanding debt under the convertible bond, arsigh instance Sigma would then become our majshiéyeholder.

For information relating to our Convertible Bonds, see Item 5 — Liquidity and Capital Resources.
Recent Developments

On January 28, 2010 (the “Closing Date”), Vuanae,,lour wholly-owned subsidiary, completed the sdlcertain of its assets (including certain actsueceivable
and inventory) and certain of its liabilities (inding certain accounts payable) (the “Sale”) relateour electronic access control market (the ‘tvaeEAC Business”), pursuant
to a certain Agreement for Purchase and Sale ohBss Assets, dated as of January 9, 2010 betweancé, Inc. and OLTIS Security Systems InternatjdrizC (“OSSI”). On
the Closing Date, as consideration for the Satb®Nuance EAC Business, OSSI paid Vuance, Inc1&lB in cash. In addition, OSSI paid off a cerdusiness Financing
Agreement (the “Loan”) between Vuance, Inc. andl8e Bank, National Association (the “Bridge Bank/ifant”). Further to the Bridge Bank Payment, tloah was released,
and we and Vuance, Inc. no longer have any ligsliassociated with the Loan.

On January 29, 2010 (the “Closing Datete and our subsidiary, Vuance, Inc., completedstiie of certain of the assets and certain of #isliiies of Vuance, Inc. (tt
“Sale”) related to our Government Services Divisftre “Vuance CSMS Business”), pursuant to a ceaset purchase agreement dated as of Janu&@X®petween us,
Vuance, Inc., WidePoint Corporation (“WidePointf)jdaAdvance Response Concepts Corporation. On @ Date, as consideration for the Sale, WideRd Vuance,
Inc. $250,000. In addition, WidePoint agreed tg Waance, Inc. a maximum earnout of $1,500,000 ¢ivercourse of calendar years 2010, 2011, and Zdtect to the
performance of certain financial requirements ef tuance CSMS Business during each of those years.
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On January 21, 2010, we incorporated a new whollpea subsidiary in the state of Delaware, PureRRitl, to focus on marketing and sales for ounvacRFID
solutions.

On March 22, 2010, we entered into a Subscriptigre@ment with a private investor, Mr. Yitzchak Bgtra (the “Investor”), pursuant to which at a Maiz®, 2010
closing we issued 1,538,461 ordinary shares oCmpany at a par value of NIS 0.0588235 (the “Saation Shares”) in consideration of a one-timérqe/ment in the
amount of $200,000.

Simultaneously with execution of the Subscriptiogrdement, we entered into a Warrant Agreement thighnvestor, pursuant to which the Investor reegia warrant
(the “Warrant”) to purchase up to 553,846 of owtioary shares for an exercise price of $0.15 pareshThe Warrant has a term of five (5) years amdains standard
adjustments for stock dividends, stock splits,assification and similar events. Our shareholderroved and ratified at our annual general medtéid on September 12,
2010, that the purpose of the private placemett®fTransaction Shares and Warrant was to protigléntvestor with more than twenty five percent (35#%oour issued and
outstanding shares in accordance with Israeli \@lwich exempts such an acquisition from Israeli sraffer requirements.

In March 2010, as part of a significant restruetgrof our business operations, our former chietatiee officer Eyal Tuchman resigned and we apgairRon Peer, ol
former President, as our new chief executive office

In July 2010, Ms. Tsviya Trabelsi and Messrs. Davichon and Menachem Mirski were appointed to owardoof directors. Ms. Trabelsi was appointed asgrofen of
our board of directors in place of Mr. Eli Rozenomiso resigned from our board of directors.

In September 2010, Mr. Arie Trabelsi was appoirdedehalf of Sigma to serve on our board of dinecttm October 2010, Mr. Trabelsi resigned as éwgctior and wa
appointed as our chief executive officer in plat&on Peer.

In October 2010, we entered into an agreementfsale of our entire equity interest in SuperCasiaAacific Ltd., for no consideration. As parttu sale, we
assigned to the purchaser certain outstanding lda@$o us by SuperCom Asia Pacific in the amo@iftlo4 million.

Application for Court Approved Creditor Arrangem:

At the annual general meeting of our shareholdels tin September 12, 2010, our shareholders redtdvafford certain of our major creditors with thgportunity to
convert the amounts owed to them into our ordirsigres, by means of a set off against the thehaotstanding debt to such creditor, at a pric8@09 per ordinary share,
subject to forgiveness of 60% of our total outdtag debt to such creditor. Our board of directwes authorized to set all other terms of the coeditrangement, including,
inter alia, its timetable.

On November 3, 2010 we petitioned the Petach Tikesrict Court of the Central District in Israegrfthe court approval of a Creditor Arrangemerddcordance with
Section 350 of the Israeli Companies Law 5759-1998.requested that the court apply the arrangeagpmoved by our shareholders to all of our credias of August 10,
2010, or Determining Date, and who were still cradi as of December 17, 2010 and who had subnattddim of debt no later than January 6, 2011. ¥deested that pursuant
to the proposed arrangement all such creditorstfvenesecured, preferential (by statute) and unseghall be considered to have released us frardeht obligations towards
them as of such date in exchange for the allotrmeall such creditors of our ordinary shares orraats to purchase our ordinary shares (that anecidiately exercisable in a
cashless transaction and with expiry date of Deegrih, 2012) at a price of $0.09 per ordinary sheakied at 40% of our total outstanding debt toareditors and in
consideration for which the creditors would forgthe remaining 60% of the outstanding debt.

As of the Balance Sheet date, based on the opafionr legal advisors, we repaid certain crediteith total outstanding debt of $271,000, in coniwtivith
arrangements that are not subject to any furtherosjals or other conditions. We granted those oededitors a total of 1,206,142 warrants to pasghour ordinary shares (see
also Note 14f(2) of our financial statements). émigection with the proposed Creditor Arrangemert have proposed the same arrangement to certanaditors with a tot:
debt amount of approximately $5,954,000 as of Ddxezr31, 2010.

The completion of the Creditor Arrangement is sabje the approval of the Petach Tikva District @on Israel.
In the event of the final approval of the Credifarangement by the District Court in Israel, Sigmlaich, prior to its acquisition of a certain contgle bond from BH
(for more information on the convertible bond #een 4.A, “History of the Company” and Item 5.B, “L iquidity and Capital Resources”) held 5.48% of our issued and

outstanding share capital, and controlled via \wtgreements an additional 11.14% of our issuecatstanding share capital, would then become @jority shareholder. All
of the voting agreements with Sigma will be terniétbupon completion of the creditor arrangement.
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On March 30, 2011 we entered into a financing agee with Sigma that entitles us to refinance theristerm obligations under certain convertible bondkl Hxy
Sigma on a londerm basis. Pursuant to the agreement, and sulojexdrtain conditions and covenants, Sigma posgbatieof our requirements to pay our debts to itler
Sigma's Convertible Bond, relating to principal anterest, as of December 31, 2010, to Januan®12.2As of the date of the agreement we met theired| covenants ai
according to our management assessment it is msidered probable that we will fail to meet suchermants until December 31, 2011. In addition, thee@ement requires tt
interest amounts with respect to fiscal 2011 widtbme due during July 2011 and thereaffer. more information on the convertible bonds seetém 5 —Liquidity and
Capital Resources.

On February 10, 2011 we received a credit linenimggregate amount of $100,000 from an Israeli b@hk credit line is secured by a personal guaeaptevided by
our CEO and by the Chairman of our board of dinecto

Principal capital expendituresand divestitures

From January 1, 2010 to December 31, 2010 , quitat@xpenditures totaled approximately $4,000r(pared to $100,000 during 2009 and $73,000 dur@@iB}, of
which approximately $4,000 (compared to $7,000rdug009 and $39,000 during 2008) can be attribtaenlir facilities in Israel, and approximately $cd@mpared to $93,000
during 2009 and $34,000 during 2008) can be atgiibto various facilities of our subsidiaries odésof Israel. During the first financial quarter2ffl1, our capital expenditures
totaled approximately $2,000.

See Item 4 - History of the Companyor information on our sale of SuperCom Asia; théef certain assets and liabilities of Vuance,Ingated to our Government
Services Division; and the sale by Vuance, Inccesfain of its assets and liabilities related o @ectronic access control market .

Corporateinformation

Our headquarters is located in Israel at Sagid EléHa'Sharon Industrial Park,” Qadima 60920, Istaed our telephone number is +972-9-889-0800. Q8 bffices
are located at Oak Creek, Wisconsin. Our Interredisite address is http://www.vuance.com. The in&tiom contained on our corporate websites is mtraof this annual
report.

Our agent for SEC matters in the U.S. only is adosidiary, PureRFid Inc., whose address is 98113%.Street, Oak Creek WI 53154, telephone number (4114)3
9435.

B. Business Overview

From 1988 through 2006, our principal business thaglesign, development and marketing of advancedtard and identification technologies and potsior
governmental and commercial customers in Europi &sd Africa. As described in Item 4.A (“Histoeynd Development of the Corporation”) above, we diettito sell our E-
ID Division in 2006 to focus on opportunities fanrdRFID and former CSMS businesses (sold in 2010).

On July 3, 2007, we entered, through our wholly-edsubsidiary, Vuance, Inc., into an agreementduiae all of the issued and outstanding capitadlsbf Security
Holdings Corp. (“SHC"), a Delaware corporation eged in the business of manufacturing and distnifguRFID-enabled solutions, access control and ggeuanagement
systems. Following the acquisition of SHC, in Ma&009, we completed the acquisition of certaithefassets and certain of the liabilities of lit8lte, Inc. to further position
ourselves in the offering of competitive RFID segusolutions to existing and prospective customers

Prior to January 2010, we offered three principabpct suites to our customers: an Active RFID sofuunder the AAID brand (currently the PureRFidtg),
Electronic Access Control Suite and Credentialingn&dent Management Suite. On January 28, 2010wbolly-owned subsidiary, Vuance, Inc., completieel sale of certain
of its assets and certain of its liabilities retate our electronic access control market, andamdry 29, 2010, we and Vuance, Inc. completedaleeof certain of the assets ¢
certain of the liabilities of Vuance, Inc. relatiedour Government Services Division including ouitiCal Situation Management System and Credentigdiuites (see a
description of this transaction under the captibistory of the Company” in Item 4.A). Followingdtdivestitures indicated above, in March 2010, sseiéd a press release
announcing a significant restructuring of our bessoperations, pursuant to which we are focusimgales and marketing efforts on our core comp#tsnactive RFID
technology, our PureRFid Suite and existing e-1Djguts.
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Our Products

Consequently, since 2010, we currently offer tHe¥ang principal product suite to our customers:

Active RFID

Active RFID is long, active radio frequency ideiti#tion equipment that utilizes active radio fregeye communications to track assets, people andctsbjer potential
governmental agency and commercial customers. @utiegns are programmable, small, sensitive aratiradly cost effective, providing significant contipee advantages.

Prior to January 2010, we offered an active RFIDtimn under the AAID brand, which we acquired lre tacquisition of SHC. The AAID brand was estaldisland
well known in the market for tracking vehicles. &nJanuary 2010, we have been engaged in leverdgingarketing position of the AAID brand to intramk our latest product
suite, PureRFid. The PureRFid Suite is superidh¢cAAID Suite, providing a secure, precise and-effective means to positively identify, locatedk, monitor, count and
protect people and objects, including inventory aeldicles.

Our Strategy

In 2006, we sold our E-ID division in order to fecon opportunities mainly in the U.S. for our aetRFID enabled solutions and CSMS businesses. alaevas
completed on December 31, 2006 (See a descripfitnsotransaction in Item 4.A above). In Augu6dZ, we completed the acquisition of SHC, a Delavearporation
engaged in the business of manufacturing and loliging RFID-enabled solutions, access control audisty management systems. In January 2010, weleted the sale of
certain of the assets acquired in the acquisitfddHC, including our Electronic Access Control 8wind our Credentialing & Incident Management Switeocus our sales and
marketing efforts on our core competencies, ad®#D technology and our PureRFid Suite.

Our three-pronged sales strategy is to:

« Develop strong strategic relationships with ouribess partners, including our systems integratodsdistributors who introduce our solutions inteittrespective
markets.

« Employ dedicated sales teams to work closely witthsdusiness partners. Since January 2010, ows tms focus on active RFID sales through leaslystem
integrators. Our sales teams customize and adhaypioss that can then be installed and supportethbge business partne

« Expand our active RFID sales into other geograplaiczas such as Europe, Israel and Far East.
We have a multi-pronged approach to growth:

« Grow organically:

1. Increase existing produr value (e.g., offer products which are smaller,dredind cost effective

2. Identify new applications for existing products aadutions;

3. Develop new products/solutions that meet cli’ needs; an

4. Build a superior sales force. We are detfigagales teams, coordinated through our U.S. szl corporate offices to sell more products/$sohst through
our growing number of business partners. C-selling products and solutions will increase sabesxisting customers and create new opportun

« Make synergistic acquisitions. Continue to “leapgfrgrowth through strategic acquisitions of commsnivith complementary products and/or relation& wit
business partner

Due to our strategies, we are emerging as a RF#bled security solution provider in fast growingrkeds, such as public safety, educational & hegtte facilities.
This is accomplished because of our unique comibinatf in-house security products, superior techggland team expertise coupled with non-organiesyies.
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Enhancing Our Presence

In February 2006, we established an advisory bthed“Advisory Board”) to assist us in broadening presence in the government, military, and lafoe@ement
sectors and to identify the core technology neédiseohomeland security and related markets, asasaiew applications for our technologies. Thei8dry Board has assisted
us in such matters from its creation until Marci@QOat which time we resolved to disband the Advid®oard.

We currently concentrate our marketing effortsdar RFID technology in the U.S., Europe and Israel.

In order to expand our presence, we may pursueisitiqos of one or more companies that have artiegisustomer base and proved revenues or thabtbanwise
offer us business synergies.

Identifying New Applications for Our Technologies

Our management and its external advisors are wgtkindentify new applications for our technologieshe security, transportation, healthcare, syphhin, energy
and other markets. At a time when both governmadtthe private sector are faced with unprecedectiatlenges to protect public safety and persoriaépy, we expect to
extend our forward-looking technologies to the Urfarket and to other geographical regions.

Leveraging Knowledge and Experience

We believe that our exposure to the governmentaketand experience in customizing solutions infoumer E-ID Division will contribute to our abilitto develop
and market products in our wireless ID market. Wend to leverage such knowledge and experienoedier to respond to the needs of existing and pialesustomers in the
security and other markets.

Seeking Partnerships With Other Relevant Companies

To bolster our sales and marketing efforts, we s®gk to partner with distributors that can offenaw relationships within the commercial sectowadi as with
government agencies and help us increase our geugiareadth and penetrate other selected vertiagkets. In addition, we may seek to partner wyttesm integrators
experienced in handling large-scale security ptejdeinally, we may seek to enter into strategitrnEaships with companies that offer technologieg tomplement ours .

Current Businesses
Active RFID Business

In February 2006, we introduced our active RFIChtexdogy, which utilizes active radio frequency coomitations to track people and objects. We develdpis new
technology to meet the growing market demand feetand person tracking solutions. The new teclyyodxpands our wide range of products aimed aptivate, the
homeland security and the governmental market tiir@uwireless asset tracking system.

Prior to January 2010, we offered an active RFIDtsan under the AAID brand, which we acquired lire tacquisition of SHC. The AAID brand was estdigi and
well known in the market for tracking vehicles.n& January 2010, we have been engaged in levgriggmmarketing position of the AAID brand to irdtee our latest product
suite, PureRFid. The PureRFid Suite is superidh¢cAAID Suite, providing a secure, precise and-effective means to positively identify, locatedk, monitor, count and
protect people and objects, including inventory aekdicles.

Product

We expect our PureRFid Suite, a complete locatmsitipn (LP) system solution based on active REi@technology, to offer commercial customers ancegumental
agencies enhanced asset management capabilitesy$tem can be deployed in physical security egtatins. The basic components of our PureRFid $uitade:

« an active tag, which contains a microchip equipjpadsmitter, an antenna, a capacitor and battéaglad to the item to be identified, located ockeal;

« aweb-based management system, which capturesracespes the signal from the active tag, and maybggured to provide an alert upon the occurresfce
trigger event

« one or more wireless receivers; and

« the tag's initializer, which is used to configune PureRFid tags.
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The PureRFid Suite provides a secure, precise astaetfective means to positively identify, locat@ck, monitor, count and protect people and dbjencluding
inventory and vehicles. The ability to reliably idify and track the movement of people and objecteal time will enable PureRFid Suite customerdétect unauthorized
movement of vehicles, trace packages and contaioensrol personnel and vehicle access to premisesprotect personnel in hazardous working enwiemts and disaster
management situations.

Customers

Our customers are also our business partnerssystem integrators and distributors who introdogesolutions into their prospective markets. Thiestude: Precision
Time Systems, East Coast Gate, Tri-Cor Internatibia Carolina Time Equipment Co., Inc., , PSA @&y Network, RSH Protection, SFI Electronics, .\Ir8mith & Wesson
Security, Zimy Electronics Inc.

Market Opportunity

Radio frequency identification, or RFID, is a wigeldopted technology in the auto-identification kedy which addresses electronic identification bowétion of
objects. Typically, an RFID tag or transponderttacghed to or incorporated into a product or pergohandheld or stationary device that receiveg o frequency waves fro
these tags is used to determine their locationisr Rrthe adoption of RFID, users identified aratked assets manually as well as through the fusar@ode technology. These
solutions were limited because of the need for arggbuman intervention and the lack of instantaisdounation capabilities. RFID technology possesggeater range, accuracy,
speed and lower line-of-sight requirements tharcbde technology.

Our PureRFid Suite can track items simultaneoysiyyiding an alert when a tagged item is removedfa pre-determined area, passes through a mahnkettmoint or
otherwise moves. We believe that potential custsrfearour PureRFid Suite include the following:

Civil and Military GovernmentsOur PureRFid Suite can provide secure accessatamto restricted areas and map and track visitbroughout a facility. Many high
security facilities, including governmental andusttial facilities, need access monitoring. Forregke, nuclear power plants, national research ktbaies and
correctional facilities need to accurately and selgumonitor inbound and outbound activity. Linesight identifiers, such as identification cardsfer from
problems that our RFID technology readily overconieduding reliance on human visual identificatidorgery and tampering. Our PureRFid Suite alsahérs
identification and location of individuals in rested areas in real tim

Airport and Port Security Infrastructure Provide. Our PureRFid Suite can offer solutions for tlensiportation sector by enabling common carrieradaitor, track,
locate and manage multiple baggage items simultastgahereby reducing risk of lost baggage, insig customer service and improving secul

Businesses and Industrial Compar. Our PureRFid Suite can be used by businessgmgesisiand warehouse operators to manage and @goks, pallets, containers
and individual items in order to facilitate moverhesrder picking, inventory verification and redudgivery time. In addition, industrial companiesxananage and
track their mobile equipment and tools. We belithet our PureRFid Suite can increase efficienavaty stage of asset, inventory and supply chaimagement by
enabling long-range identification and locatiorpadducts and removing the need for their humanatiglentification. Our products also work in congtion with
existing bar coding and warehouse systems to reithecesk of loss, theft and slow speed of tran¢

Hospitals and Care Home. The healthcare sector has successfully utilizEdDRechnologies for the purposes of infant pratetin maternity wards and wander
prevention in care homes similar to our asset amdgnnel location and identification system tardetethe secure facility and hazardous businedsrse©ur
PureRFid Suite can provide solutions for the health sector for asset, staff, patient and medeaind location and identification. We believe taathospitals
continue to upgrade their security measures, REtDrtology will be utilized in real time locationstgms that are designed to immediately locate psrsmuipmer
and objects within the hospit:

Livestock Owner. Our PureRFid Suite can be used as a livestoekifamtion, tracking and safeguarding systt

Former E-ID Division
From 1988 to 2006, our principal business was #wgh, development and marketing of advanced staaditand identification technologies and produots f
governmental and commercial customers in Europ &sd Africa. Our applications and solutions inldd e-passports, visas and other border entry dextsimational

identification and military, police and commerciaicess identification. As detailed above, in 2006 decided to sell our E-ID division in order tafs on opportunities in the
U.S. for our active RFID (and CSMS businesses, whie sold in 2010).
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In our E-ID Division, we developed a fully autométeroduction line for picture identification contiess smart cards, and offered our customers ratsriabs,
maintenance and service agreements. We providetifidation solutions and contactless smart caatipction equipment for governmental and commentiatomers. As
described above, as of the selling date of the Hilision to OTI, OTI agreed to act as our subcactor and provide services, products and matenedessary to carry out and
complete certain projects that were not transfetoedT] (the “Existing Projects”). The customerslantracts of our E-ID Division in 2008, 2009 &il0 included the
following:

« A contract for a national multi - ID with a Europeeountry - In 2006, we entered into an agreemaétht &/European country which we estimate will gater
approximately $50 million in revenues during theyHar term of the project. Under the agreement vilgovovide the end-to-end system for a nationaltmiD
issuing and control system. There can be no asseraowever, that we will realize the full estintht@lue of this agreement.

The project, which commenced during the third qeraof 2006, involves the implementation of an emébd national ID issuing and control system based
our Magna system and includes the supply of digitebliment and production equipment, software megiance and supply of secured raw material for the
production of various national ID carc

« Other Projects — including:

« Passports and ID Cards - Africa

« Passports - Hong Kong

« Biometric Visa system to a European Government

« Automated Smart Card Production System to a Euro@vernment
« E-Passport with a European Country

Security and Border Control

In 2007, we entered into a definitive agreemerg (#hgreement”) with a European international Airptar provide an integrated perimeter security syséad a border
control system. The establishment of the security@ntrol system began during the third quarte2Qif7. Under the current contract, once the sysigsrbeen fully
implemented and a transmission and acceptancetiismgned by the customer, we shall enter theygar maintenance period that could generate aitiauil $620,000 in
annual revenues.

Research and Development

Our past research and development efforts help¢al ashieve the goal of offering our customersmglete line of products and solutions. We spent $illion, $0.9
million, and $0.4 million on research and developtria 2008 , 2009 and 2010, respectively. Theseusmsowere spent on the development or improvememtiotechnologies
and products, primarily in the areas of Active RFWe will continue to research and develop newneébgies for RFID. There can be no assurance teatam achieve any or
all of our research and development goals.

Sales and Marketing

We sell our systems and products worldwide thradighribution channels that include direct sales maditional distributor or reseller sales. We emtty have 4
employees that are directly engaged in the sadgrilalition and support of our products through @dizied marketing offices in distinct world regigmscluding the employees of
PureRFid, Inc., which markets our products in th8.We are also represented by several indepedd#ributors and resellers with which we often hdistribution agreement

Our distributors and resellers sell our systemsponducts to business enterprises and governmenicags and act as the initial customer serviceawbribr the systems
and products they sell. We establish relationshiiis distributors and resellers through writtenesgnents that provide prices, discounts and othégrialiterms and conditions
under which the reseller is eligible to purchasesystems and products for resale. These agreemenésally do not grant exclusivity to the disttitms and resellers and, as a
general matter, are not long-term contracts, ddhage commitments for minimum sales and could baiteted by the distributor. We do not have agregmwith all of our
distributors.
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Sales Analysis
Sales By Geographic Destination:
The following table provides a breakdown of tomalenue by geographic market (all amounts in thadsaf dollars):

Year ended December 31

2008 2009 2010
Total Total Total
revenues revenues revenues

Europe $ 15,19: $ 8,18C $ 6,77(
Asia Pacific 31C 76 -
Africa 35C - -
United State: 1,96t 97¢€ 53¢
Israel 294 72 73
$ 18,11: $ 9,30/ $ 7,38¢

The following table provides a breakdown of to&alenue by product category (all amounts in thousarfidollars):

Year ended December 31,

2008 2009 2010
Raw materials and equipme $ 15,04¢ $ 6,88 $ 3,827
Maintenance, royalties and project management 3,06 2,42( 3,561
$ 18,11 $ 9,30¢ $ 7,38¢

Customer Service

We believe that customer support plays a significale in our sales and marketing efforts and inahility to maintain customer satisfaction, whistcritical to our
efforts to build our reputation and grow in ourstiig markets, as well as to our efforts to penetaad grow in new markets. In addition, we belithat our interaction with our
customers and the customers’ feedback involvediiroagoing support functions provide us with infation on customer needs and contribute to our mtodievelopment
efforts. We generally provide maintenance servigeder separate, tailor made agreements. We proudservice through customer training, local thyalty service
organizations, our subsidiaries, or our persorineluding appropriate personnel sent from any aofaftices in U.S., or Israel. We generally provinler customers with a
warranty for our products for 12 months. Costs inedi annually by us for product warranties havedte been insignificant; however, there can bessarance that these costs
will not increase significantly in the future.

Manufacturing and Availability of Raw Materials

Our manufacturing operations consist primarily cfterials planning and procurement, quality conbfotomponents, kit assembly and integration, fadembly, ar
testing of fully-configured systems. A significgmbrtion of our manufacturing operations consistshef integration and testing of off-tls&elf components. All of our produ
and systems, whether or not manufactured by usrgodseveral levels of testing, including confidgima to customer orders and testing with currefgase software, prior
delivery.

Our manufacturing consists of a range of RFID potslisolutions. We outsource the manufacturing for BCB to a number of different suppliers. We somes
commit to a longerm relationship with such suppliers in exchangeréceiving competitive pricing. All PCBs and esgilires are built to our engineering specificatigklk
PCBs are received in our manufacturing facilitre$srael and then tested, assembled, and reteé3tedr products are off-thghelf products, which we purchase from a numb
different suppliers.
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Some of the activities for Existing Projects, swumh purchasing, logistics, making integration, ifast@n and testing, are done by third parties adicm to ou
instructions and under our supervision.

Competition
We assess our competitive position from our expegeand market intelligence, and from reviewingdigarty competitive research materials.

We believe that Zebra, RF Code, Axcess, Ekahau,@Nagnd, VT and Aeroscout are potential competitorgiche areas, to us with respect to our ad®#D tracking
products.

Our management expects competition to intensifthasnarkets in which our products and services @aienpontinue to develop. Some of our competitorg beamor:
technologically sophisticated or have substantighgater technical, financial, or marketing resesrthan we do, or may have more extensiveegisting relationships wi
potential customers. Although we believe that owedpcts combine technologies and features thatigeosustomers with complete and comprehensive isokit we canni
assure you that other companies will not offer Emproducts in the future or develop products aadvices that are superior to our products andicesyachieve grea
customer acceptance or have significantly imprduedtionality as compared to our products and sesuilncreased competition may result in our expeing reduced margi
loss of sales or decreased market shares.

Due to the developing nature of the markets for cactive RFID products and solutions and the ongaihgnges in this market, the abawentioned list may n
constitute a full list of all of our competitors@additional companies may be considered our catopet

Intellectual Property

Our ability to compete is dependent on our abtlitglevelop and maintain the proprietary aspectaotechnology. We rely on a combination of tradémeopyright,
trade secret and other intellectual property laamsployee and third-party nondisclosure agreeméagsising and other contractual arrangements. Hewehiese legal
protections afford only limited protection for opioprietary technology and intellectual property.

In addition, the laws of certain foreign countrigay not protect our intellectual property rightshie same extent as do the laws of Israel or tise Our means of
protecting our intellectual property rights in lskgthe U.S. or any other country in which we operaay not be adequate to fully protect such rights

Licenses

We license technology and software, such as operatistems and database software, from third gdidi@ncorporation into our systems and produot e expect ti
continue to enter into these types of agreemenmt&ifore products. Our licenses are either perpetutor specific terms.

As part of the OTI Transaction, we received arvioeable, worldwide, non-exclusive, non-assignable @on-transferable license to use, in connectiiti the Existing
Projects, the intellectual property that we trarsfé to OTI. Generally speaking, the license wélualid for the duration of all Existing Projects.

Government Regulation

We are subject to certain labor statutes and taiceprovisions of collective bargaining agreemergsveen the Histadrut (the General Federationadiol in Israel) an
the Coordinating Bureau of Economic Organizatiamsluding the Industrialists’ Association, with pest to our Israeli employees. In addition, somewflsraeli employees are
also subject to minimum mandatory military servieguirements. (See the discussion under the cafiimployees” in Section D of Iltem 6.)

Generally, we are subject to the laws, regulatenm standards of the countries in which we operatior sell our products, which vary substantifityn country to

country. The difficulty of complying with these lawregulations and standards may be more or |&&suttithan complying with applicable U.S. or Isfaregulations, and the
requirements may differ.
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Employees

As of December 31, 2010 we had 17 full-time empésyeompared to 37 full-time employees as of Deegr8l, 2009. (See the discussion under the caption
“Employees” in Item 6.D.)

Our ability to succeed depends, among other thimgsn our continuing ability to attract and rethighly qualified managerial, technical, accountisgles and
marketing personnel.

Seasonality

Our financial and operating results have fluctuatetthe past and our financial and operating restduld fluctuate in the future. The period betweeninitial contact
with a potential customer and the sale of our pet&land services is often long and subject to ded@gociated with the budgeting, approval and ctitiygeevaluation processt
that frequently accompany significant capital exgigmes, particularly by governmental agencies. fipécal sales cycle for our government customestb date ranged from
three to 36 months and the typical sales cycl®fwrcommercial customers has ranged from one tmsixths. A lengthy sales cycle may have an impadhe timing of our
revenue, which may cause our quarterly operatisglt®to fall below investor expectations. We badi¢hat a customer's decision to purchase our ptedund services is
discretionary, involves a significant commitmente$ources, and is influenced by customer budgetaies or federal and state grants. To succegdsall our products and
services, we generally must educate our potentistbeners regarding their use and benefits, whictrequire significant time and resources. This ificant expenditure of time
and resources may not result in actual sales opmducts and services.

The lead-time for ordering parts and materials lauittling many of our products can be many monthsaesult, we must order parts and materials aild bur
products based on forecasted demand. If demaralfgoroducts lags significantly behind our foresaste may produce more products than we can seithacan result in cash
flow problems and write-offs or write-downs of obete inventory.

C. Organizational Structure

The diagram below shows Vuance Ltd.'s holdingssisubsidiaries and affiliates as of May 31, 2011:

Vuance
Ltd.

100% 100% 100% 66% 100%

100%

Vuance, Inc. (formerly, SuperCom Inc.)
Vuance, Inc., incorporated in Delaware, is our Wwholvned subsidiary, and was responsible for olessand marketing efforts in the U.S until Janu20§0.

Vuance - RFID Inc.

Vuance - RFID Inc. (formerly, Pure RF Inc.) incorated in Delaware in November 2005. Upon its inooagion we owned 80% of its shares. During Jan@866, Vuance -
RFID Inc. established a wholly owned Israeli sulzsigl Vuance RFID Ltd. (formerly, Pure RF Ltd.), wh focuses on new technologies and solutionshferttacking of people
and assets. During February 2007, we purchasetthaining 20% of Vuance - RFID Inc. for $100,00®ereupon Vuance - RFID Inc. became our wholly-owsasidiary. In
August 2007, all the employees of Vuance RFID ldre transferred to us, and on December 31, 200Funchased all of the assets and liabilities of vagaRFID Ltd.
Commencing year 2008, Vuance RFID Inc. engagea iacéivity to distribute complementary locks anéadionic locks. This activity was terminated in fharth quarter of
2008 and it is presented in the financial repostdiacontinued operations.
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S.B.C Aviation Ltd.
S.B.C Aviation Ltd., incorporated in Israel in tfeairth quarter of 2006, is our wholly-owned subaigli which commenced operations in 2007, and fatusgil 2009 on
executing information technology and security pctje

SuperCom Slovakia A.S. (“SuperCom Slovakia”)

SuperCom Slovakia, incorporated in Slovakia, waaldished to implement a national documentatiorjgutan the Republic of Slovakia. SuperCom Slovakié6% owned by
us and 34% owned by EIB Group a.s., a privatelg i@dech company. Despite our ownership of almogtttvirds of the economic interests of SuperCom &tév, our voting
power in SuperCom Slovakia is 50%.

PureRFid, Inc.
PureRFid, Inc., incorporated in Delaware, is oupihowned subsidiary, and as of January 2010spaasible for our sales and marketing efforts enthS.

SuperCom Asia Pacific Limited (“SuperCom Asia Paciic”)
SuperCom Asia Pacific, incorporated in Hong Korayd been our wholly-owned subsidiary since Noven2863, and had been responsible for our sales arketiray efforts in
Asia Pacific. In the third quarter of 2009, we bedga wind down operations of SuperCom Asia Pacifie sold our entire equity interest in SuperConmaAacific, for no
consideration pursuant to a purchase agreemeneeritéo on or about October 21, 2010.
D. Property, Plants and Equipment
We do not own any real estate.

We lease approximately 682 square meters of figsilin Qadima, Israel under a one-year lease azintrarrently expiring on October 31, 2011. Accaglto the
agreement, the monthly fee is approximately $7,700.

Vuance, Inc. leases a facility in Peachtree Cit,@® approximately 465 square meters for an averagethly fee of $2,800. The lease commenced on Mar2008
and expires on February 28, 2013.

Vuance, Inc. also leased a facility in Rockvilleailand of approximately 219 square meters fonamage monthly fee of $5 ,000, which was subled&sed monthly
fee of $4,2 00. The lease commenced on Decemi280F, and expired on February 28, 2011.

In 2009, Vuance , Inc. signed a lease agreemedakCreek, Wisconsin, which was amended on Feb2@&r2011, of approximately 557 square metersricaerage
monthly fee of $3 , 8 00 . The lease commenced funil A, 2010 and expires on March 31, 2015.

All such leased properties in the U.S. consistfi€® space for management, administrative, openatales and marketing activities.

The total annual rental fees, net of rent incornenfsubleases, for 2008 , 2009 and 2010 were $£0),$331 ,000 and $121,000, respectively. The totabal lease
commitments for 2011 are $166,000 .

All assets are held in the name of Vuance Ltd.iensubsidiaries.
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The following table details our fixed assets aPetember 31, 2008, 2009 and 2010:

December 31
2008 2009 2010
(In thousands of US Dollars)

Cost:
Computers and peripheral equipm $ 354 % 32C $ 262
Office furniture and equipmel 193 19¢ 197
Leasehold improvements 39 46 45
58€ 564 504
Accumulated depreciation:
Computers and peripheral equipm 243 27C 244
Office furniture and equipme! 102 11C 12C
Leasehold improvements 22 27 30
36¢ 407 394
Depreciated cost: $ 21€  $ 157 $ 11C

Depreciation expenses for the years ended Dece®ih@008, 2009 and 2010 were $73,000 $77,000 and@d, respectively.
ITEM 4A.  Unsolved Staff Comments.

Not applicable.
ITEM 5.  Operating and Financial Review and Prospects.

A. Operating results

The following section should be read in conjunctiath our consolidated financial statements andréi&ted notes thereto, which have been preparaddardance wit
U.S. GAAP and which are included in Item 18. Sorhthe statements contained in this section coristitiorward-looking statementsThese statements relate to future ever
to our future financial performance and involve wmoand unknown risks, uncertainties and other fadtwat may cause our actual results, levels ofigctperformance or
achievements to be materially different from antyfa results, levels of activity, performance oniagements expressed or implied by such forwar#itapstatements. (See
“Note Regarding Forward Looking Statements” atlikginning of this report, and “Risk Factors” Innite3.D)

Revenues

The Company and its subsidiaries generate theémess from the sale of products, maintenance, tiegaind long term contracts (including trainingl amstallation).
The sale of products involves the sale of activéDREroducts and existing e-1D project . Followinglidery of such products, usually revenues fromsale of such products

generated ..

Our products are tailored to meet the specific seddur customers. In order to satisfy these nabdserms of each agreement, including the dumaif the agreement
and prices for our products and services diffemfigreement to agreement.

Operating Expenses

Our costs associated with a particular project maay significantly depending on the specific reguoients of the customer, the terms of the agreerasmtgll as on the
extent of the technology licensing. As a result, gnoss profits from each project may vary sigrifidy.

Our research and development expenses consistaoiesaand related, raw material, subcontractagpretiation costs and overheads allocated to resead
development activities.
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Our selling and marketing expenses consist prigmafisalaries and related, commissions earned leg sad marketing personnel, trade show, promdtiex@enses ar
overheads allocated to selling and marketing agyi as well as depreciation expenses and trasts.c

Our general and administrative expenses consistapily of salaries and related, allocated overhgeaffee supplies and administrative, costs of board of directors,
legal, human resource, information technology, dejation, and professional service fees, includémgl counsel, insurance and audit fees.

Net Income (Loss)

Our operating results are significantly affected &ynong other things, the timing of contract awandd the performance of agreements. As a resultevenues and
income (loss) may fluctuate substantially from desiato quarter, and comparisons over longer periddisne may be more meaningful. The nature of@artain expenses is
mainly fixed or semi-fixed and any fluctuation Evenues will generate a significant variation iogg profit and net income (loss) .

Critical Accounting Policies and Estimates

The preparation of financial statements require®usake estimates and assumptions that affecefhmrted amounts of assets and liabilities andlibaosure of
contingent liabilities at the date of the finandtdtements, and the reported amounts of revemaesxpenses during the reporting period. We evaloat estimates and
judgments on an ongoing bas

We base our estimates and judgments on historxgedreence and on various other factors that weebielto be reasonable under the circumstancesesiés of which
form the basis for making judgments about the ¢agryalues of assets and liabilities that are patily apparent from other sources. Under diffeeessumptions or conditions,
actual results may differ from these estimates.

Our discussion and analysis of our financial candiind results of operations are based on ourtidiased financial statements, which have beengrexpin
accordance with generally accepted accounting ipieein the U.S. ("US GAAP"). Our significant acading principles are presented within Note 2 to Gansolidated
Financial Statements. While all the accountinggieti impact the financial statements, certain pedienay be viewed to be critical. These policiesthose that are most
important to the portrayal of our financial conditiand results of operations. Actual results califiér from those estimates. Our management bedi¢ghat the accounting
policies which affect the more significant judgmeand estimates used in the preparation of ourotidiased financial statements and which are thetmaiscal to fully
understanding and evaluating our reported resutfsidle the following:

« Revenue recognition;

« Allowance for doubtful accounts;

« Contingencies;

« Stock Based Compensation;

« Goodwill and other intangible assets; and
« Going concern.

Revenue Recognition

We generate our revenues from the sale of prodoasjtenance, royalties and long term contractisidiicg training and installation. The sale of prottucurrently
involves the sale of active RFID products and éxise-ID project. We sell our products in the W8ough distributors and our local subsidiary, R, Inc., and directly
throughout the rest of the world.

Product sales are recognized in accordance wifti Staounting Bulletin No. 104, “Revenue Recognitid“SAB No. 104"), when persuasive evidence ofamneement
exists, delivery of the product has occurred, #ei$ fixed or determinable, collectability is pable, and inconsequential or perfunctory perforreastdigations remain. If the
product requires specific customer acceptancentevés deferred until customer acceptance occuttseoacceptance provision lapses.

We recognized certain long-term contract revennescordance with ASC Topic 605-35, "Constructignpd and Production-Type Contracts”. Pursuant to ASgic
605-35, revenues from these contracts are recodjuizéer the percentage of completion method. Wasome the percentage of completion based on oatpoput criteria,
such as contract milestones, percentage of engigesompletion or number of units shipped, as aajie in each contract. Provisions for estimatedds on uncompleted
contracts are made during the period in which dosbes are first identified, in the amount of teéreated loss on the entire contract. As of Decar3he2010, no such
estimated losses were identified. As of DecembeRB10, all the long-term contracts were completed their related revenues were recognized in\d.believe that the use
of the percentage of completion method is approgrigince we have the ability, using also indepahdebcontractor's evaluation, to make reasonagheddable estimates of
the extent of progress made towards completiontracirevenues and contract costs. In additiontracts executed include provisions that clearcdfy the enforceable rights
of the parties to the contract, the consideratiobet exchanged and the manner and the terms lefnsetit. In all cases, we expect to perform our remttial obligations and the
parties are expected to satisfy their obligatiomdan the contract. In contracts that do not mdehalconditions mentioned above, we utilize zestineates of profits; equal
amounts of revenue and cost are recognized ustiltseecan be estimated with sufficient accuracyeRees and costs recognized pursuant to ASC T@iie36 on contracts in
progress are subject to management estimates. |Aetudts could differ from these estimates.
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We are not obligated to accept returned producissoie credit for returned products, unless a prodaiurn has been approved by us in advance amt@rding to
specific terms and conditions. As of December 31,we had an allowance for customer's returns imsignificant amount.

Our warranty period is typically 12 months. Baseidharily on our historical experience, we do nadyide for warranty costs when revenue is recognigede such
costs are not material.

Deferred revenues and customer advances includargmeceived from customers for which revenue et been recognized.

We are entitled to royalties upon of the issuarfce aertificate. Such royalties are recognized witensales are reported to us (usually on a moitdys).
Allowance for doubtful accounts

The allowance for doubtful accounts is determinéith wespect to specific debts that we have detezthin be of doubtful collection.

We perform ongoing credit evaluations of our cuseshfinancial conditions and we require collatemwe deem necessary. An allowance for doubtitdatts is
determined with respect to those accounts thatave determined to be doubtful of collection. If fimancial conditions of our customers were to detate, resulting in an
impairment of their ability to make payments, aidial allowances would be required. The allowamredbubtful accounts was $3,470,000 and $1,55320@kcember 31,
2009 and 2010, respectively.

Contingencies

From time to time, we are the defendant or pldimifvarious legal actions, which arise in the nalmourse of business. We are required to assesikétihood of any
adverse judgments or outcomes to these matterglaasyotential ranges of probable losses. A detetion of the amount of reserves required fos¢éheontingencies, if any,
which would be charged to earnings, is made afiefal and considered analysis of each individetiba with our legal advisors. The required resemey change in the futu
due to new developments in each matter or chamgeiscumstances, such as a change in settlemeatggyr A change in the required reserves wouldcaffer earnings in the
period the change is made. Other than as desanibéer the heading “Legal Proceedings” in Item 8rérare no material pending legal proceedings iiclwive are a party or of
which our property is subject.

Stock-Based Compensation

Share-based compensation, including grants of siptikns, are recognized in the consolidated stat¢mf operations as an operating expense, basttwdair value
of the award on the date of grant. The fair valuistock-based compensation is estimated using aarspricing model.

The value of the portion of the award that is u#tiely expected to vest is recognized as an expmresethe requisite service periods in our constéidatatement of
operations.

We estimate the fair value of employee stock optiasing a Black-Scholes valuation model. We ameitampensation costs using the graded vestingaitn
method over the vesting period, net of estimateftiioires.

Goodwill and other intangible assets

Under ASC Topic 350, "Intangibles - Goodwill anchét', goodwill acquired in a business combinat®deéemed to have indefinite life and is not to erized. ASC
Topic 350 requires goodwill to be tested for impent at least annually or between annual testsritaio circumstances, and written down when impkirather than being
amortized. Goodwill is tested for impairment by quaring the fair value of each reporting unit todgsrying value ("step 1"). If the fair value exdsehe carrying value of the
reporting unit net assets, goodwill is consideretlimpaired, and no further testing is requiredh# carrying value exceeds the fair value of gorting unit, then the implied
fair value of goodwill is determined by subtractithg fair value of all the identifiable net assfetsn the fair value of the reporting unit. An impaent loss is recorded for the
excess, if any, of the carrying value of the goddaliocated to the reporting unit over its impliédr value ("step 2").
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During 2008, we recorded an impairment of goodimithn amount of $3,235,000.

Due to the sale of activities in January 2010 gemve), we recorded in 2009 an impairment losé®ftire remaining balance of the goodwill whicksvattributed to
the components sold in an amount of $685,000 amdidition we recorded an impairment loss of certdiirer intangible assets in an amount of $434,000.

Going concern

We incurred substantial losses and negative casisffrom operations since our inception. We hadparating cash flow deficit in each of 2008, 2088d 2010. As
December 31, 2010, we had an accumulated defi@ppfoximately $49 , 344 ,000 . We incurred nesdssof approximately $12 , 358 ,000, $85,000 and $1,965,000 in
years ended December 31, 2(, 2009 and 2010respectively. We may continue to have an annuabpetating losses and negative cash flows for #& future, and expec
spend significant amounts of capital to enhancepooducts and services, develop further sales aedations and fund expansion. As a result, weneéd to generate signific
revenue to achieve annual profitability. Even if We achieve annual profitability, we may not beeald sustain or increase profitability on a qudyter annual bas
Continuation of our current operations after uiiiz our current cash reserves and other currert@$s dependent upon the generation of additiinahcial resources.
described in Item 4.A under the caption “Recent &epment”,we wishes to complete the Creditor Arrangementctvlis pending approval by the District Court inaksl; an
also are seeking to raise funds either via issuafeelditional equity or through receipt of additéd bank credit lines. These matters raise subatatdubt about our ability
continue as a going concern. The financial statésnbave been prepared assuming that we will coatami a going concern. The financial statementsalanelude ar
adjustments that might result from the outcomehf tincertainty.

Results of Operations

The following table sets forth selected our corgaikd income statement data for each of the theaesyended December 31, 2008, 2009 and 2010 egfdrass
percentage of total revenues.

2008(**) 2009 2010

Revenue! 10C% 10(% 10C%
Cost of revenue 38.2 36.2 27.¢
Gross profit 61.7 63.¢ 72.2
Operating expense

Research and developme 9.6 9.7 5.2
Selling and marketin 54.7 55.1 59.¢
General and administrati\ 14.4 17.7 26.€
Other (income) expens: -(*) 1.2 (5.9)
Total operating expens: 78.7 83.¢ 86.2
Operating los: 17.7) (20) (14.2)
Financial expenses, n (17.0) (6.7) (9.2)
Loss before income te (34.)) (26.7) (23.9)
Income tax (0.8) (0.) (0.7)
Loss from discontinued operatio (33.9) (27.7) (2.6
Net loss (68.2) (54.¢) (26.€)

(*) Less than 0.1%.

(**) Due to the sale of certain business activifiedanuary 2010, as described in Iltem 4 abovegthoisiness activities are presented as discodtimperations in accordance
with U.S. GAAP.
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Operating Results
Year Ended December 31, 2010 Compared to Year Endé&kcember 31, 2009
Revenues

Our revenues from continuing operations in 2010ev#,389,000, compared to $9,304,000 in 2009, eedee of 21%. The decrease in our revenues frotmoary
operations is primarily due to a completion of Egagrport control system in a European countryrdp2009.

Gross Profit

Our gross profits from continuing operations in @@dere $5,332,000 compared to $5,939,000 in 20d@ceease of 10%. The gross profit margin for tsary2010 was
72% compared to 64% in 2009. The increase in gyos# margin attributed to changes in our mix efenues.

Expenses

Our operating expensefrom continuing operations in 2010 were $6,380,@@Mnpared to $7,807,000 in 2009, a decrease of I8 decrease in operating expenses
from continuing operations was primarily due a @éase in Research and development expenses, ingS&ld marketing expenses and in Other expensam{i).

Research and development from continuing operagapsnses consist primarily of salaries and rejJatagl material, subcontractors, depreciation andréipation cost
and overheads allocated to research and develomogvities. Our research and development expefinsescontinuing operations in 2010 were $386,0@npared to $898,0(
in 2009, a decrease of 57%. The decrease in ogargs and development expenses from continuingatipes was primarily due to a decrease in stocledb@®mpensation
accounted for in 2009.

Sales and marketing expenses from continuing opesatonsist primarily of salaries and related, nossions earned by sales and marketing persondegdanners,
trade shows and overheads allocated to sellingraarlleting activities, as well as depreciation amddization expenses and travel costs. Our salésrearketing expenses from
continuing operations in 2010 were $4,405,000, caneqgh to $5,131,000 in 2009, a decrease of 14%d€&heease in the sales and marketing expenses fintimaing operations
was primarily due to the decrease in revenues.

General and administrative expenses from continapgrations consist primarily of salaries and eslaallocated overheads, office supplies and adinatiive, costs of
our board of directors, bad debts expenses, hussaurce, information technology, depreciation amorization, and professional service fees, inglgdegal counsel,
insurance and audit fees. Our general and adnatiigrexpenses from continuing operations in 20&6ev$1,985,000, compared to $1,648,000 in 200harase of 20%. The
increase in general and administrative expenses fantinuing operations was primarily due to améase in legal expenses in year 2010.

Additionally, other (income) expenses from contirgibperations consisted in 2010 other income aatativith the selling of our Hong Kong subsidiang avith debt
restructuring. Other expenses from continuing dj@ra in 2009 consisted of expenses that relaliéigations that settled during the reported persddescribed in "Legal
Proceedings" in Item 8 and accruals related tol lpgeeeding exposures. Our other income from oaiig operations in 2010 were $396,000, comparedher expenses of
$130,000 in 2009.

Financial Expenses, net
Financial expensedrom continuing operations consist primarily oférgst related to our Convertible Bonds, barfkes and exchange rate expenses. Financial eq
from continuing operations for the twelve monthgesh December 31, 2010 and 2009 were $678,000 &2@|CBD, respectively. The increase in financialemges from

continuing operations is mainly due to an incraageancial expenses with respect to our Convigtifonds and due to an increase in exchange ratnegs arise from the
decline in the NIS/dollar rate.
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Income Tax

Income taxes from continuing operations are maéyenses related to withholding tax at sourceedl&i our project with a European country. Incoemes$ on income
from continuing operations for the twelve monthsgeth December 31, 2010 and 2009 were $50,000 an0CkY, Irespectively. The decrease is mainly duedoeatime
allowance for income taxes recorded in 2009 inti@tato our Israeli subsidiary.

Loss from discontinued operations

Loss from discontinued operations for the twelventhe ended December 31, 2010 and 2009 were $1881@082,526,000, respectively. The loss from disnaed
operations is attributed to the sale of our EAC @&MS businesses, which were sold in January 2010.

Net Loss

As a result of the factors described above, outasstin 2010 was $1,965,000, compared to a netdb$5,085,000 in 2009.
Year Ended December 31, 2009 Compared to Year Endé&kcember 31, 2008

Revenues

Our revenues from continuing operations in 2009%3,304,000, compared to $18,112,000 in 2008¢eedse of 49%. The decrease in our revenues frommaing
operations is primarily due to a decrease in regeritom our European Airport Project as a resuthefcompletion of our contractual obligations dgr2009. Under this project
we recognized revenues in 2009 in the amount &&11000 compared to $9,722,000 in 2008.

Gross Profit

Our gross profits from continuing operations in 2@@re $5,939,000 compared to $11,167,000 in 28@@&crease of 47%. The gross profit margin forytrar 2009
increased by 2.1% to 63.8%. The decrease in grogissoirom continuing operations was due to a dase in revenues from our European Airport Prajeatescribed above.

Expenses

Our operating expensefrom continuing operations in 2009 were $7,807,@@dnpared to $14,262,000 in 2008, a decrease of #h&decrease in operating expenses
from continuing operations was primarily due to thduction in sales and marketing expenses retatpcbmotion and commissions expenses resulting tiee decrease in
revenues from the European Airport Project, asritesd above, and the reduction of our operatiorpeases from continuing operations including labent, and other
administration expenses.

Research and development from continuing operatapenses consist primarily of salaries, benefitbcontractors, allocated overhead expense, seppiie
equipment for software developers and architeesjware engineers and program managers, as weljalsfees associated with our intellectual propedur research and
development expenses from continuing operatior2d09 were $898,000, compared to $1,738,000 in 20@@crease of 48%. The decrease in our reseatictleaelopment
expenses from continuing operations was primatily t an efficiency plan we implemented to achi@veduction in subcontractors and labor expendateceto our efforts to
develop our RFID technologies.

Sales and marketing expenses from continuing opesatonsist primarily of salaries and commissieasied by sales and marketing personnel, prometipenses,
trade show expenses, allocated overhead and ssigplietravel and entertainment costs. Our salesnamkleting expenses from continuing operations0@2were $5,131,000,
compared to $9,905,000 in 2008, a decrease of Z8&decrease in the sales and marketing expermsascimtinuing operations was primarily due to teerdase in sales
promotion and commission expenses related to theedse in revenues from the European Airport Progescdescribed above, and labor, rent, travelingraarketing expenses
related to our activities in the U.S.
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General and administrative expenses from continajygrations consist primarily of salaries, bengéit®cated overhead and supplies, and related éosbur
executive, finance, legal, human resource, infoimnatechnology and administrative personnel, ardgssional service fees, including legal counsaliiance and audit fees.
Our general and administrative expenses from cominoperations in 2009 were $1,648,000, comparyek2611,000 in 2008, a decrease of 37%. The deeieagyeneral and
administrative expenses from continuing operatioas primarily due to reductions in labor, rent, atiter administration expenses.

Additionally, other expenses from continuing opienas consist of expenses that relate to litigatithas settled during the reported periods as desdrin “Legal
Proceedings" in Item 8 and accruals related tol legeeeding exposures. Our other expenses frorinuing operations in 2009 were $130,000, compé&wekB,000 in 2008.
The increase in our other expenses from continapegations in 2009 related to the litigation withc8-Systems Ltd., aglescribed in Item 8 "Legal Proceedings".

Financial Expenses, net

Financial expensedrom continuing operations for the twelve monthdeshDecember 31, 2009 and 2008, were $620,000&08%000, respectively. The decrease in
financial expenses from continuing operations isnfgalue to the decrease in financial expenses weitipect to Convertible Bonds from $2,214,000 i6&® $565,000 in 2009.
The financial expenses in 2008 were higher duetieach of certain convertible bond covenantsrggired us to amend the convertible bond agreemelutding penalties ar
the acceleration of deferred expenses and the némgadiscount amounts (attributed to warrants &edbeneficial conversion feature), and due to filrexpenses related to
marketable securities. During 2008, we realizeddedrom the sale of marketable securities in theumt of $862,000, compared to $0 during 2009.

Income Tax

Income taxes from continuing operations are magxiyenses related to withholding tax at sourceedl&d our project with a European country. Incoexes from
continuing operations for the twelve months endeddinber 31, 2009 and 2008 were $71,000 and $13#&¢)fectively. The decrease is mainly due to aghan the
percentage of the withholding tax at source.

Loss from discontinued operations

Loss from discontinued operations for the twelventhe ended December 31, 2009 and 2008 were $2E26td $6,039,000, respectively. The loss fromatisnued
operations is attributed to the sale of our EAC @8&MS businesses, which were sold in January 201@ss from discontinued operations in 2008 indhsount of $272,000,
related to Vuance - RFID Inc. activity to distrieutomplementary locks and electronic locks whicimeeenced in 2008 and was terminated in the fourtrtgn of 2008.

Net Loss

As a result of the factors described above, outasstin 2009 was $5,085,000, compared to a netdb$12,358,000 in 2008.

Impact of Inflation and Currency Fluctuations

Because the majority of our revenue is paid irirdeed to the U.S. dollar, we believe that inflatiamd fluctuation in the NIS/dollar exchange rate lmited effect on
our results of operations. However, a portion ef ¢bst of our Israeli operations, mainly personisahcurred in NIS. Because some of our costsraMS, inflation in
NIS/dollar exchange rate fluctuations does haveesmnpact on our expenses and, as a result, onatimeome. Our NIS costs, as expressed in dobaesinfluenced by th
extent to which any increase in the rate of inflatin Israel is not offset, or is offset on a deldyasis, by a devaluation of the NIS in relatmihe dollar.

Historically, the New Israeli Shekel has been deedlin relation to the U.S. dollar and other majarencies principally to reflect the extent to ehinflation in Israel
exceeds average inflation rates in Western ecoror8igch devaluations in any particular fiscal pgeace never completely synchronized with the réieftation and therefore
may lag behind or exceed the underlying inflatiater

In 2010, the rate of appreciation of the NIS agiaihe U.S. dollar was 6% and the rate of inflatiorisrael, was 27%. It is unclear what the devaluation/evaluatiod

inflation rates will be in the future, and we magy aterially adversely affected if inflation indsl exceeds the devaluation of the NIS against/tBe dollar or the evaluation of
the NIS against the U.S. Dollar, or if the timinigtioe devaluation lags behind increases in inffatiolsrael.
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We do not engage in any hedging or other transaefittended to manage risks relating to foreigmenay exchange rate or interest rate fluctuatidhecember 31,
2010, we did not own any market risk sensitiverinsients except for our revolving line of credit.Jyizver, we may in the future undertake hedging beosimilar transactions
or invest in market risk-sensitive instrumentsuf smmanagement determines that it is necessaryvisale to offset these risks.

Seasonality

Our quarterly operations are subject to fluctuatidne to several factors, including the factorsuied under the caption “Risk Factors—The time foaminitial
contact with a customer to a sale is long and stibjedelays which could result in the postponenoéiatur receipt of revenues from one accountingogkto the next, increasing
the variability of our results of operations andisiag significant fluctuations in our revenue frgonmarter to quarter” in Item 3.D. It is our exp@ge that, as a general matter, a
majority of our sales are made during the lattéfr dfethe calendar year consistent with the budgetapproval and order processes of our governrhagencies customers.
Additionally, the period between our initial contadgth a potential customer and the purchase ofppaducts and services is often long and subjedetays associated with the
budgeting, approval and competitive evaluation psses that frequently accompany significant exgeneeticularly for government and government agenorganizations. A
lengthy sales cycle may have an impact on the grofrour revenue, which may cause our quarterlyatpey results to fall below investor expectatiove believe that a
customer's decision to purchase our products anitss is discretionary, involves a significant coitment of resources, and is influenced by custonueigetary cycles. To
successfully sell our products and services, wegdly must educate our potential customers reggrttieir use and benefits, which can require sicguit time and resources.
This significant expenditure of time and resounces not result in actual sales of our productsserdices, which could have an adverse effect omemuits of operations.

New Accounting Pronouncements
ASC Topic 605 - 25 “Revenue Recognition - Multifiéement Arrangements”

In October 2009, the FASB issued amendments ta¢beunting and disclosure for revenue recognifldrese amendments, effective for fiscal years beginon or
after June 15, 2010 (fiscal year 2011 for us), wdlly adoption permitted, modify the criteria fecognizing revenue in multiple element arrangesantl require companies to
develop a best estimate of the selling price tassp deliverables and allocate arrangement camagide using the relative selling price method. Aiddally, the amendments
eliminate the residual method for allocating aremegnt considerations. The adoption of the new guielés not expected to have a material impact orfioancial position,
results of operations or cash flows.

ASC Topic 985 - 605, "Software - Revenue Recognitio

In October 2009, the FASB issued Accounting Staaslalpdate (ASU) 2009-14, Certain Revenue Arrangésniemat Include Software Elements — a consensttseof
FASB Emerging Issues Task Force, to amend the sab@eangements under ASC 985, Software, 605, &Rae Recognition” to exclude tangible products aiming software
components and non-software components that funadigether to deliver a product’s essential fun@idy. Such components shall be subject to ASGA65 - 25 “Revenue
Recognition - Multiple-Element Arrangements”.

The amended guidance in ASC 605-25 and ASC 985%66fective prospectively for revenue arrangementered into or materially modified in fiscal yedreginning
on or after June 15, 2010, with early applicatiod eetrospective application permitted. We expegirbspectively apply the amended guidance in AB&@&D5, concurrently
with the amended guidance in ASC 605-25, beginnimdanuary 1, 2011.

The adoption of the new guidance is not expectdtht@ a material impact on our financial positi@sults of operations or cash flows.
ASC Topic 820, “Fair Value Measurements and Diagles”

In January 2010, the FASB updated the “Fair Vali@mablirements Disclosures” accounting standard.Uidate will require (a) an entity to disclose sepely the
amounts of significant transfers in and out of Usvieand 2 fair value measurements and to destirdbeeasons for the transfers; and (b) informagibout purchases, sales,
issuances and settlements to be presented sepdraepresent the activity on a gross basis rathen net) in the reconciliation for fair value aserements using significant
unobservable inputs (Level 3 inputs). The updaef@s existing disclosure requirements for theeleof disaggregation used for classes of assetdianilities measured at fair
value, and requires disclosures about the valué¢ioiniques and inputs used to measure fair valuledth recurring and nonrecurring fair value measents using Level 2 and
Level 3 inputs.
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As applicable to us, the update became effectivaf #e first interim or annual reporting periodgbening after December 15, 2009, except for theldsires of the
Level 3 roll forward information, which is requirdor annual reporting periods beginning after Debeml5, 2010 and for interim reporting periods witthose years (fiscal
2011 for us). The adoption of the new guidancendithave a material impact on our financial positiesults of operations or cash flows. Moreoveg,adoption of the
provisions that will be effective in 2011 is notpexted to have a material impact on our finanaigiton, results of operations or cash flows.

B. Liquidity and Capital Resources

Net cash used in operating activities for the twetonths ended December 31, 2010 was $1,212,000acethto $1,661,000 during the period ended Decefithe
2009, a decrease of $449,000 , or 27%. This deemgas primarily due to an increase in inventor$t32,000 compared to a decrease in inventory @000 during 2009;
due to an increase in advances from customers#g,800 in 2010 compared to a decrease of $1,484n0P009; due to a decrease in net loss from $50086in 2009 to
$1,965,000 in 2010 and due to an impairment losseramount of $1,119,000 recorded in 2009 which mat recorded in 2010.

Net cash provided by investing activities during fieriod ended December 31, 2010 was $639,000,am@ahpo $1,676,000 during the period ended DeceBihe2009
a decrease of $1,037,000 . This decrease was jilsirdae to a decrease from proceeds from restricéesth deposits, net .

Net cash provided by financing activities during $fear ended December 31, 2010 was $114,000 , eethftanet cash used in financing activities duthmgyear
ended December 31, 2009 of $171,000 , an incrdeB285,000 which attributed primarily to issuandesloare capital during 2010 .

As of December 31, 2010, our cash and cash eguitsatotaled $197,000, compared to $656,000 asoémber 31, 2009. Restricted cash totaled $13&O@d
December 31, 2010, compared to $330,000 as of Deee81, 2009. The decrease in restricted cash deposlated to a bank deposit to secure a doctangeredit to a
supplier, related to our certain project with adpean country which was paid to the supplier. Restt cash is invested in a deposit, which matutkimup to one year, and is
used to secure agreements with a supplier .

We have accumulated net losses of approximately3849000 from our inception through December 31,020

Since May 1999, we have funded operations prim#hnilgugh cash generated from our initial publicafig on NASDAQ Europe in April 1999, which resulte total
net proceeds of approximately $23,600,000 (beftfexing expenses), and, to a lesser extent, fromsale of the shares of our former subsidiary, LrkeSTechnologies, Inc.,
from borrowings from financial institutions, fronmipate placements of our ordinary shares and wsranpurchase our ordinary shares, in 2004, 20052810, from issuance
of convertible bonds and warrants, from the saleeofain activities of Vuance Inc. in January 20d1@l in 2006, 2007 and 2008 from the sale of O&ftehthat were received
from the sale of the E-ID Division to OTI. As of Bember 31, 2010, our principal source of liquiditgs $197,000 of cash and cash equivalents. As céber 31, 2010 , we
had $5,247,000 of debt outstanding relating togations under our Convertible Bonds, accrued exgent$2,244,000, advances from customer of $10000and an obligation
for severance pay to Israeli employees of $254,@F@vhich $234,000 is already covered by monttdpaskits to severance pay funds and insurance @slici

During June and July 2004, we received aggregassgrroceeds of $1,225,000 from the private planéwfe265,001 ordinary shares and fiyear warrants to purche
106,001 ordinary shares at an exercise price df7$ger share. In connection with the private plaaetmour placement advisors received warrants tohase 77,941 ordinary
shares at an exercise price of $6.47 per share.

In August and September 2004, we received grosepds of $2,200,000 from a private placement toegited investors of 420,000 ordinary shares avelyear
warrants to purchase 168,000 ordinary shares exartise price of $6.47 per share. In connectidh thie private placement, our placement agentvedavarrants to purchase
30,240 ordinary shares at an exercise price offfpet share and 75,601 ordinary shares at an egguoice of $5.00 per share. All of such warrasgsiéd in this private
placement, except 75,601 warrants with an exepise of $5.00, were called by us at a redemptigcepf $0.0588 per warrant pursuant to our rightio so if the closing price
(or closing bid price) of our ordinary shares onlhB. stock exchange, NASDAQ or the OTC BulletiraBbwas equal to or greater than $14.70 per sbarEfout of any 15
consecutive trading days. The investors exercisagants to purchase an aggregate of 194,627 oydémeres. During the fourth quarter of 2004, 126 Warrants were exerci:
for an aggregate amount of approximately $778,866,approximately $130,000 was received with retSjpeshares to be allotted in 2005. During the 205, 54,451 warran
were exercised for an aggregate amount of apprazign&352,000.
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In November and December of 2005, we received aggesgross proceeds of $3,050,000 from a privategphent by certain investors of 836,292 ordinagresh (of
which 150,807 shares were issued after Decembe2(8B) and five-year warrants to purchase 292, 7@ihary shares at an exercise price of $3.53 paresiihe private
placement was made to accredited investors pursodule 506 of Regulation D, promulgated underSkeurities Act of 1933, as amended (the “Secsriiet”) and to foreign
private investors in offshore transactions in rigon Regulation S promulgated under the Secsifkt@. In connection with the private placement, pilacement agent received
a cash fee of $150,000 and our placement advisoesved five-year warrants to purchase 8,446 ordishares at an exercise price of $3.53 per sfitieinvestors that
participated in this private placement were granltedright, for one year following the closing betprivate placement and subject to certain linoites, to participate in future
issuances of our capital stock or securities (b$8guent Financing”) up to an amount which wouldrgieeach investor to maintain its fully dilutedrpentage equity ownership
at the same level existing prior to the SubseqgBerancing (after giving effect to such Subsequenafcing). The warrants are callable, subject ttage limitations, at our
option if the closing bid price per ordinary shafeur ordinary shares equals or exceeds $7.08(fdrading days during the term of the warrants.iiég however only call, in
any 3-month period, the lesser of (i) 20% of thgragate amount of the warrants initially issued twarrant holder, or (ii) the total number of watsathen held by such holder.

In November 2006, we raised $3,156,500 throughshigance of units consisting of convertible bormaghe Convertible Bonds and warrants. Units valaed
$2,500,000 were issued to Brevan Howard Master fiméed or “BH” and units valued at $656,500 wéssued to Special Situation Funds (SSF), basdteparticipation
rights provided in a private placement during 200Bich were existing shareholders of us. Accordmtheir original terms the Convertible Bonds matuthree years from the
date of issuance and bore interest at an anneabf&@%. The Convertible Bonds provided that anthiélding and other taxes payable with respediéanterest will be grossed
up and paid by us (approximately 3% of the prinicgdahe bonds); and payment of interest will bé ofeany tax. Subject to certain redemption praisi, the Convertible Bont
may be converted at any time, at the option otiblders, into our ordinary shares at an originavession price of $5 per share. The holders wese gtanted warrants entitling
them to acquire a total of 134,154 ordinary shaaean original exercise price of $5 per sharerduthe next five years. In respect of this trarisactve paid approximately
$215,000 cash as issuance expenses and grant@ti@nto acquire up to 25,000 of our ordinary skdcea third party, exercisable at an original $6ghare. The fair market
value of this grant was $ 40,000.

Pursuant to their terms, if we fail to fulfill caih conditions of the Convertible Bonds, the haodd®iay accelerate repayment of the principal amofii8,123,500 of the
Convertible Bonds, in which case all interest pagaip to the maturity date will immediately becocthee and payable.

We have determined that the embedded conversiduréeshould not be separated from the host instntiimecause it is qualified for equity classificatid herefore the
transaction was accounted for in accordance wit A8pic 470 — 20, “Debt — Debt with Conversion @itther Options”.

In November 2007, due to a breach of certain canditof the Convertible Bonds, the holders hadritpet to accelerate the repayment of the principih all the
interest payable until the maturity date of thedmrHowever, we signed an amendment to the agrdesitbrthe holders under which we were requiregdy to one of the
holders interest in the amount of$276,000 (togewithr any withholding and other taxes payable wéhpect to the interest (approximately 3% of theqipal of the Convertible
Bonds)) and with respect to the other holder wengked the conversion ratio of the Convertible Boimd$4.25. In a consideration the holders waived thight to accelerate the
repayment of the Convertible Bonds. We accounteth® amendment as a modification of the Convexrtiibnds.

In June 2008, following a breach in the amendetis$esf the Convertible Bonds, we reached an agreewitmBH, pursuant to which, among other thingsl Baived
the requirement that we comply with certain coveésamder its Convertible Bonds, in exchange for:

1. Increasing the interest rate to 10% stamftitagch 31, 2008. Any withholding and other taxegaide with respect to the interest will be grosspaand paid by us
(approximately 3% of the principal of the bonc

2. Reducing the exercise price of the bond and theamts to $3 and $2.8, respective

3. Our undertaking to place a fixed charge lbmeome and/or rights in connection with a cent&iuropean Airport Project. This charge shall beaeo any
indebtedness and/or other pledge and encumbrantshall, however, be subject to certain rights®fo use part of the incon

4. Our granting of certain ar-dilution rights with respect to the warrants heydBH.
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In addition, it was agreed that under certain airstances BH may demand an early payment in pamtfatl of the principal amount of its ConvertibBond. We
accounted for the amendment as an extinguishmeheafonvertible Bonds.

Due to the breach of certain of the covenants utideConvertible Bonds, we had to recognize, inR2@@ancial expenses in the amount of $553,00@ct®lerate
deferred expenses in the amount of $138,000 aaddelerate the remaining discount amounts (at&thtd warrants and beneficial conversion featuréhé amount of
$724,000. In addition, as of December 31, 2008Ctbmvertible Bond was classified as a current ligbi

On August 12, 2009, we entered into an agreemihtBiH to make additional amendments to certaimeeof its Convertible Bond, (the “Amendment Agreeitig
pursuant to which, in exchange for security ina@erbf our assets, including all incomes and/dntsgn connection therewith to which we and our Sdilaries are and shall be
entitled to as a result of certain legal proceeslimgolving our Slovakian subsidiary SuperCom Sldaaand all amounts in connection with the projetated to the legal
proceedings, BH agreed to (a) waive the requirertieitwe comply with and (b) amend certain provisiof, its Convertible Bond including, (i) incregithe applicable rate of
interest to 12% and by 0.5% every 180 days aftetw@) releasing us from certain payments upondbpletion of certain payments of principal aniast due under the
Convertible Bond, (iii) making monthly payments$sf1,000 against the total amount due under the €tible Bond over an eight (8) year period, andl ificreasing the numb
of warrants granted to 159,375 and amend theircesesprice of all the warrants to $0.40 per sh@he modification was determined to be a debt existynent.

For more information on the legal proceedings invaling SuperCom Slovakia, see Item 8 — Legal Proceedis.

On November 9, 2009, we entered into an amendnggaement with Special Situation Funds or “SSF”, hthiler of the Convertible Bond in the amount 023665,
pursuant to which, in exchange for a security iraie of our assets, SSF agreed to (a) waive gsirement that we comply with and (b) amend cerpabvisions of, its
Convertible Bond including, (i) increasing the apable rate of interest to 12% and by 0.5% evely d8ys afterward, (ii) releasing us from certaigmants upon the
completion of certain payments of principal anaiest due under its Convertible Bond, (iii) makimgnthly payments of $10,000 against the total arhdue under the
Convertible Bond over an eight (8) year period) (aducing the exercise price of the Convertible@and the warrants to $3 and $0.4, respectivaly @) increase the number
of warrants granted to 31,238. The modification determined to be a debt extinguishment.

As of December 31, 2009, in light of the above admeents, total principal amount of $430,000 is pnése in current liabilities and a total principlmaunt of
$2,624,000 is presented in long-term liabilitiesatdition, an amount of $1,693,000 which incluitksrest and penalties that it was agreed to e gfér the principal amount
is paid, and therefore is presented among long-team and others.

As of December 31, 2009 we were in compliance withenants under the amendment Convertible Bonceaggets.

In January 2010, we have received the investorssent to sell our EAC and CSMS businesses (asibdeddn Item 4). In addition, we created a spedifixed) charge
in favor of the investors on the intellectual prapeights belonging to our remaining RFID business

On August 24, 2010, BH entered into an Absoluteigksaent and Transfer of Bond and Warrant (“Assigntijewith Sigma Wave Ltd. (“Sigma”), an Israeli cpany
and our major shareholder. Pursuant to the AssighrBd transferred to Sigma all of its rights irtBH Convertible Bonds and warrants.

The Assignment had no impact on our assets ofitiabior our financial results.

In 2010 we petitioned the Petach Tikva District @da approve the Creditor Arrangement. (For mofermation on the Creditor Arrangement see aboutem 4A.
History and Development of the Corporationunder "Recent Developments.") We requested thaupint to the proposed arrangement all creditone{fner secured,
preferential (by statute) and unsecured) shalldmsiclered to have released us from our debt obBigatowards them as of such date in exchangenéaliotment to all such
creditors of our ordinary shares or warrants tapase our ordinary shares (that are immediatedyogsable in a cashless transaction and with exjatg of December 31, 201
at a price of $0.09 per ordinary share, against 40%ur total outstanding debt to our creditors andonsideration for which the creditors woulddiwe the remaining 60% of
the outstanding debt. The Creditor Arrangement aygsoved by a general meeting of our shareholdevgedl as a meeting of our creditors, and is awgifinal court approval,
pending the resolution by the court to an objectamthe proposed arrangement filed by Special 8andunds, one of our major creditors. Shoulddbeapletion of the Creditor
Arrangement occur, we will be required to issuéaificant additional number of ordinary shares aratrants convertible into our ordinary shares waedwill be released from
approximately $5,954,000 (as of December 31, 2010)r obligations. However, should the court nmpve our request, and if we are unable to otrsennéstructure our debt
obligations, our ability to satisfy our debt seevimbligations, will depend, among other things,rupar future operating performance and our abitityefinance indebtedness
when necessary.
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On March 30, 2011, we entered into a financing egrent with Sigma that entitles us to refinancestart-term obligations under the Convertible Bohdkl by Sigma
on a long-term basis. Pursuant to the agreemedtsanject to certain conditions and covenants, Sigostponed all mature amounts, relating to pradapd interest, as of
December 31, 2010, to January 1, 2012. As of tie afethe agreement we met the required covenamtsiecording to our management assessment it isomsidered probable
that we will fail to meet such covenants until Desber 31, 2011. In addition, the agreement requivasinterest amounts with respect to fiscal 201llllbecome due during July
2011 and thereafter. As a consequence of the fingregreement, as of December 31, 2010, our totatanding debt to Sigma under the Convertible Baa&4,262,000, of
which $2,453,000 is presented among convertiblelbglong-term balance) and $1,810,000 is presertezhg long-term loan and others.

As of December 31, 2010, we were in compliance withcovenants under the amended Convertible Baggzments with respect to bonds held by SSF.

As of the filing date of this annual report, howgwee were not in compliance with the covenantsauride amended Convertible Bonds with respect tmbdeld by
SSF due to the legal proceeding held in the DisB@urt in connection with our petition to the Dist Court for approval of the Creditor Arrangemésee also Item 4.A under
the caption “Recent Developments”). We intend tude the Convertible Bonds held by SSF within@neditor Arrangement. The petition, however, isjsabto final approval
of the District Court, pending the resolution bg istrict Court to an objection to the proposediagement filed by SSF.

On December 31, 2006, we concluded the sale oEdir division to On-Track Innovations Ltd., or Ofthe "OTI Transaction") for consideration which stted of
2,827,200 restricted ordinary shares of OTI.

As a result of the OTI Transaction, we recogniz&@,$36,000 as a capital gain on the sale of thB BiVision in fiscal year 2006.

The capital gain was calculated based on OTI'seshédce on the closing date, less a discount ddieetdock up restrictions of the shares (basedoim@ependent
appraisal), the carrying value of the assets tleewransferred to OTI and direct expenses (innaouat of $1,550,000) associated with the sale.

The direct expenses included, inter alia, theviaiue of 212,040 shares out of the shares recdiyers from OTI that were transferred to consultaassa finder and
legal fee, in connection with the transaction.

In connection with the completion of the sale, dgrlanuary 2007, a financial institution extend&2 00,000 loan to us. In order to secure this lva deposited our
OTI shares in favor of the financial institutiofhis loan was repaid in full during 2007.

During 2007 and 2008, we sold 1,414,716 and 1,2@0shares of OTI for a total consideration of $8,680 and $3,192,000, respectively.

In January 2010, Vuance, Inc., our wholly-ownebssdiary, completed the sale of certain of its tsaad certain of its liabilities related to oueatonic access control
market as well as our Government Services Divigiumsuant to certain agreements signed at that tim

For additional information on the sale of these bugesses please see Item 4.A under "History of theo@pany".

On March 22, 2010, we entered into a SubscriptigneAment with a private investor, Mr. Yitzchak Bwda (the “Investor”),pursuant to which at a March 23, 2
closing we issued 1,538,461 ordinary shares o€Citimpany (the “Transaction Shares”) in consideratiba one-time cash payment in the amount of $20D,0

Concurrent with the issuance of the Transactiomré&have entered into a Warrant Agreement with tivestor, pursuant to which the Investor receivedeant (the

“Warrant”) to purchase up to 553,846 of our ordynsinares at an exercise price of $0.15 per shtweeWarrant has a term of five (5) years and coatsiandard adjustments for
stock dividends, stock splits, reclassification aidilar events.
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During the period from January 1, 2010 to Decen®er2010, our capital expenditures totaled appraséty $4,000 (compared to $100,000 during 2009%#&J000
during 2008), of which approximately $4,000 (conguhto $7,000 during 2009 and $39,000 during 2008) expended at or upon our facilities in Israed, approximately $ 0
(compared to $93,000 during 2009 and $34,000 d@0i) was expended upon the various facilitieswfsubsidiaries outside of Israel. During thetfirsancial quarter of
2011, our capital expenditures totaled approxinyz$&,000 .

Continuation of our current operations after uitiigzour current cash reserves is dependent upogetheration of additional financial resources eitheough the
issuance of additional equity or debt securitiestber sources of financing or the sale of certdiour assets. These matters raise substantiat @aloit our ability to continue
a going concern. The financial statements have pesgpared assuming that we will continue as a goorgern. The financial statements do not includeadjustments that
might result from the outcome of this uncertainty.

C. Research and Development

Our past research and development efforts haveetielp to achieve our goal of offering our custonaecemplete line of products and solutions. As e€@mber 31,
2010 the number of employees in our research avel@gment activities was 4. We focus on the newrtetogy of our active RFID, and expect to maintim current research
and development efforts. We spent $1.7 million93gillion and $0.4 million on research and develepirin 2008, 2009 and 2010, respectively. Theseuatsavere spent on
the development or improvement of our technologied products, primarily in the area of RFID. Welwdntinue to research and develop our RFID teatmobnd products.
There can be no assurance that we can achiever aflyod our research and development goals.

D. Trend Information
See — “Results of operations” in Item 5.A for agigil information.
Industry Trends

The increased demand for better security systemseainvices has positively affected trends withmitidustry. Personnel and asset management aréeading
security concerns in commercial and governmentgrprises. This has created an increasing demarskéure, precise and cost-effective means toipelsitidentify, locate,
track, monitor, count and protect people and objentluding inventory and vehicles. Our RFID-eealsecurity solutions provide an optimal solutiorthese problems as our
solutions reliably identify and track the movemehpeople and objects in real time enabling outamers to detect unauthorized movement of vehittase packages and
containers, control personnel and vehicle accepsaimises.

Market and Operational Trends

Our quarterly operations results may be subjestgnificant fluctuations due to several factorsm®omf these factors are based primarily on thentinof large orders,
which represent a significant percentage of ouemees, customer budget cycles and impact on thedifor buying decisions, as well as competitivegaures and the ability of
our partners, distributors and system integratisetome effective in selling and marketing ourdpieis, as well as other factors.

We expect to benefit from marketing programs amadi$egenerated by partnerships, distributions astesys integration network, as well as sales oppiiits identifiec
by them. We intend to expand our marketing and é@mglntation capacity through these third partieduging vendors of complementary products and plens of service
applications. By employing third parties in the k&ting and implementation process, we expect t@ecd sales by taking advantage of their markeepies

A significant portion of our 2010 revenues was dedlifrom our governmental projects and the remainde derived from commercial customers. Histolycalur
revenues have been concentrated in a few largesoate in a relatively small number of customers. &pect this trend to change and we expect thatefuevenues will come
from larger number of orders and customers.

For more information about our expectations regayduture cost of revenues, future operating exeeasd liquidity and capital resources, please tefthe section
captioned “Risk Factors” in Item 3.D., the sectieaptioned “Results of Operations” in Item 5.A dhd section captioned “Liquidity and Capital Res@&s® in Item 5.B.

Our development and marketing efforts for the sotuand product platforms are aimed at addressmgral systems and service trends that we seeaferglin the
industry.
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In December 2006, we concluded the sale of our BiBsion to OTI. The sale allowed management wufoprimarily on the market opportunities we idiéed for our
former CSMS and active RFID solutions. Following #vents of September 11, 2001 and other majostéisait has become increasingly important for agento track
personnel, assets, and other objects on a locdiqusg basis. Prior to January 2010, we offered @SMS and RAPTOR solutions to fulfill critical ineland security
requirements for public safety and emergency sesviagencies and local counter-terrorism task fotoefanuary 2010, we completed the sale of outtEmic Access Control
business and our CSMS business to focus our satemarketing efforts on our core competenciesyad®FID technology and our PureRFid Suite.

As of the date of this Annual Report, we expect tha 2011 revenues will be primarily derived from:

« Smart ID technologies; and
« Active RFID.

Recent Developments and Outlook

We expect revenues to continue to be derived froeitome sales and recurring fees, sales of highsehdions, sales of products, consumables andchtéahy. Sales
are expected to continue through OEM partnershipscantinual upgrades, maintenance and supportuiinue to be provided to customers. For morerin&tion see the
section captioned Recent Developmeritsn Item 4.

E. Off Balance Sheet Arrangements

We do not have any off-balance sheet transacttatshiiave or are reasonably likely to have a matefiect on our current or future financial conditi changes in
financial condition, revenues, expenses, resultspefations, liquidity, capital expenditures oritapresources.

F. Tabular Disclosure of Contractual Obligations
Contractual Obligations

The following table summarizes our material cortiratobligations and commitments as of Decembe2810:

Less than 1 More than 5
Contractual Obligations Total year 1-3 years 3-5 years years
Long-term debt obligation - - - -- --
Capital (finance) lease obligatio - - - - -
Operating lease obligatiol $ 350,00C $ 166,00C $ 128,00C $ 56,00C -
Purchase obligatior $ 2,015,00Cc $ 2,015,00C - - -
Convertible bonds $ 5,247,000 $ 122,00 $ 4,508,00C $ 246,00C $ 371,00C
Total contractual cash obligatio $ 7,612,000 $ 2,303,000 $ 4,636,000 $ 302,000 $ 371,00(

Operating lease obligations represent commitmemiguseveral lease agreements for our facilitiestae facilities of certain subsidiaries. Purchalskgations represent
purchase orders to an account payable. Convelidnids represent the amount due to the investomsruhd convertible bonds assuming there will noveosion to shares, whit
is described in Item 18, Note 13 to the financiatements included in this Annual Report. Totaltcactual cash obligations represent significanstautding commitments for
loans from banks, convertible bonds, purchase atitigs and lease agreements for facilities. Wenate party to any capital leases.

(*) As of December 31, 2010, we were in compliandth the terms and conditions of our ConvertiblenBs, as amended. See Item 5.B, “Liquidity and @hpiesources,”
regarding recent amendments to our agreementshétholders of the Convertible Bonds. As of thimdjldate of this Annual Report, however, we arein@ompliance with the
terms and conditions of our convertible bonds gl SF. Despite of the contractual cash obligatiefeted to our Convertible Bonds, should the Goedh\rrangement (see
Item 4.A) be approved by the District Court in Er60% of these obligations shall be forgiven a@#bbf these obligations shall be converted intatgqand thus, in such event
no cash outlay will be required with respect te thibligation. We intend to include the ConvertiBlends held by SSF within the Creditor Arrangem@&hte petition, however, is
subject to final approval of the District Courtnging the resolution by the District Court to anjeattion to the proposed arrangement filed by SSF.
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ITEM 6. Directors, Senior Management and Employees.
A. Directorsand Senior Management
Board of Directors

We are managed by our Board of Directors. Pursteaotir Articles of Association, the number of die@s may be determined from time to time by the il az
Directors, and unless otherwise determined, thebmurof directors comprising the Board of Directewi be between four and ten. Directors are eledtedh one year term
ending at the following annual general meetinghafreholders, except for our external directors, ateelected for three year terms in accordande twé Israeli Companies
Law. However, if no directors are elected at anua@hmeeting, then the persons who served as digeictonediately prior to the annual meeting shaltlbemed re-elected at the
same meeting. The General Meeting may resolveatidaector be elected for a period longer thartithe ending at the next annual meeting but notdortigan that ending at the
third next annual meeting. The Board of Directdess one of its members to serve as the Chairman.

The Board of Directors is composed as follows (abe date of this Annual Report):

_Name Age Position

Tsviya Trabelsi 53 Director, Chairman of the Board (1)
Menachem Mirski 55 Director

Shimon Cohen 41 External Director (2)

David Mimon 50 Director

Shlomo Benjamin 60 External Director (2)

(1) In 2010 The Board of Directors has acceptedelegnation of Mr. Eli Rozen from the Board of &tors, which resignation became effective on 26ly2010. He was
replaced as board chairman by Mrs. Tsviya Trablesi
(2) “External Director” as defined in the Israelb@panies Law.

Tsviya Trabelsi has served as the Chairman of the Board of Directimce July 25, 2010. Mrs. Trabelsi is a CedifRublic Accountant with extensive financial marmageat
experience in Israel and the United States. Mrabdlsi is currently the CFO of Sigma Wave Ltd,ieeless and internet based company and a majoelsblaier of us and one
our convertible bonds holders, and also PresideshiCarector of Klikot Inc., an internet based compaMrs. Trabelsi holds a BA in Economics and Aatting from the
University of Tel-Aviv. Mrs. Trabelsi is the wifef our CEO and the sister of Mr. Mimon, one of ouedtors.

Menachem Mirski has served as a Director on the Board of Dire@otsas a member of our audit committee since Jyl2@10. Mr. Mirski is the founder and a partneReiz
- El Ltd., a software and system development compamsrael. He has more than 25 years of sigaifiexperience and expertise as a software devedogieproject manager
for embedded real time systems, including RF-bagstems. Mr. Mirski holds a Bachelor of Scienc€omputing and Electrical Engineering from Ben-Goridniversity.

David Mimon has served as a director on the Board of Diredfioice July 25, 2010. Mr. Mimon is an Israeli adwecand notary with extensive experience in progdagal
representation and consulting services to indiMi&laad companies in various areas of law. He i®theer of a legal practice with offices in Netarayad Haifa, Israel. Mr.
Mimon holds a LLM from the University of Tel-AviMr. Mimon is also the brother of Mrs. Trabelsi, tteirman of our board of directors.

Shimon Cohen, an external director, became a member of thedoBDirectors on September 15, 2010. Mr. Cohem @ertified Public Accountant with extensive acding
tax and management experience in the Israeli Takdkity. Mr. Cohen served until recently as the C&®lamal, a network of 90 educational institutipaslirector of Mishan
Ltd., a network of 9 quality senior living centeasdirector of BAZAR Company Ltd., an asset manag@ncompany, a director of Sport Club Ltd., a netaf country clubs in
Israel, and a director of Histadrut Fund. Mr. Coheids a Bachelor of Arts in Economics and Accaugptnd a Master of Arts in Economics from the Beuri@h University.

Shlomo Benjamin, an external director, became a member of thedBofDirectors on September 17, 2009. Mr. Benjaimia shareholder and managing director of 4BEST
Consulting and Management Ltd., a company engagédancial consulting to companies and businessesm 2004 to 2006, Mr. Benjamin was CFO of GloBusup Ltd.
From 2002 to 2003, Mr. Benjamin was CEO of H. Al&miterprises Ltd. From 1992 to 2002, Mr. BenjamaswZFO and Deputy CEO of Ytong Industries Ltd. F@#87 to
1992, Mr. Benjamin was Finance and Administratioandger in the Azorim group. From 1981 to 1987, B&mjamin served in several executive positiontbafTadiran Groug
including as Deputy CEO of T.F.L Ltd. and Chief Aanitant of Tadiran Communications Ltd. From 19771381, Mr. Benjamin was a “Senior” at Braude & @ocounting
firm. Mr. Benjamin is an authorized accountantsrakl and holds a first degree in economics andweting from the Tel Aviv University.

51




Executive Officers and Key Employees

As of the date of this Annual Reportr executive officers and certain key employees ateonot also directors are:

Name Age Position

Arie Trablelsi 53 Chief Executive Officer

Kevin Michael 49 Vice President of Marketing

Mickey Ben Harush 34 Chief Financial Officer

Israel Kalman 59 Chief Technology Officer

Brenda Gebhardt 47 President and Chief Operations Officer of Purelricl

Arie Trabelsi , Chief Executive Officer. Mr. Trabelsi, formerlydérector on our board of directors appointed faresent shareholder Sigma Wave Ltd., resigned frism
position as a director, and was appointed as oigf@xecutive Officer, effective October 28, 201r. Trabelsi replaces former Chief Executive OdficRon Peer. Mr. Trabel
has over 28 years of experience in the global esglinternet and communication industries. Pdqgoining us, Mr. Trabelsi led Sigma Wave Ltd. éigma Wave Inc.,
providers of innovative internet and wireless testhgies & solutions. Mr. Trabelsi is the chairmdrite board of directors of Sigma Wave Ltd.. Mrabelsi holds Bsc in
Electrical and Computer engineering from the Bemi@uUniversity, Israel and Msc in Electrical andr@puter engineering from Drexel University, USA..Mrabelsi is also
the husband of Mrs. Tsviya Trabelsi, our chairmétine board of directors.

Kevin Michael , Vice President of Marketing (formally, Vice Presidef Operations and President of PureRFid Incifh\Wver 15 years of experience in the privatesedfr.
Michael has managed projects at EMC2, Intel, antibNal Semiconductors. Mr. Michael has extensiveegience in operations and sales including thegnatéon of RFID
technologies and facility management applicatiensontrol space and assets.

Brenda Gebhardt, PureRFid, Inc.- President and Chief Operations Officer. With o¥Bryears of experience in the fire and securitysiry, Ms. Gehhardt has managed
projects at Vuance Inc., ADT and Cintas. She haggance in operations including the integratiolR&ID technologies and facility management applices to control space
and assets. Ms. Gehhardt holds a diploma in nursing

Israel Kakman , Chief Technology Officer. Mr. Kalman has overy&fars in the Israeli Hi-Tech industry accumulatingcessful and intensive experience in researching,
developing and implementing state-of-the-art wgsland RFID solutions and products. After serving years in the IDF Signal Corps as a radio comnaiion systems
engineer, Mr. Kakman joined Tadiran Ltd. where @es/ed for over two decades in various key positiomsst recently as Vice President of Business Dgreent and
Transportation Management Systems, at Tadiran TalesnLtd. Since 2002, Israel Kalman has been fidiglicated to developing and promoting RFID proslactd their
implementation. Mr. Kalman has served as our Chégthnology Officer since October 2008. Mr. Kalmands BSc EE from Ben-Gurion University, Israel.

Mickey Ben Harush, Chief Financial Officer. Prior to joining us i®20, Mr. Ben Harush served for four years as tiheiée Controller of Elbit Vision Systems Ltd.
(OTCBB:EVSNF.OB). Mr. Ben Harush began his finahcareer at KPMG Israel in 2003, where he servea &enior Auditor. Mr. Ben Harush holds a Bachefohrts in
Economics and Accounting from the Haifa Universigrael and a Master of Business Administratiomfithe Tel Aviv University, Israel and is a Certdi®ublic Accountant in
Israel.

B. Compensation

The aggregate amount of compensation paid by aartboard members, our former Chief Executive @ffi¢ our former Vice President of Operations, oapilly
CEO, Marketing, Technology and Finance, Presidadt@hief Operating Officer of Purerfid Inc. (colteely, the “Named Executive Officers”) as a grdop the twelve months
ended December 31, 2010 was approximately $578.SuUm includes amounts paid for salary and soeiagfit. In addition, we have provided automobilestr certain
executive officers at our expense.

In accordance with the requirements of Israeli lawr,determine our directorsbmpensation in the following manner. First, oudianommittee reviews the proposal
compensation; second, provided that the audit cdreenapproves the proposed compensation, the mbisaben submitted to our Board of Directorsreview, except that a
director who is the beneficiary of the proposed pensation does not participate in any discussioroting with respect to such proposal; and finafiyur Board of Directors
approves the proposal, it must then submit itsrenendation to our shareholders, which is doneérféihum of our shareholders’ general meeting. Tiraval of a majority of
the votes cast by our shareholders is requiredrgrsuch compensation proposal.
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As of the date of this annual report the monthly & a director is $1,500 and the monthly fee oé=rernal director is approximately $650 plus agprately $500 for
every board or audit committee meetikgr more information on the compensation of the Chiaman of the Board See Item 7.B under Related Partyfransactions.

As of December 31, 2010 , we had set aside appairi;n$11 to provide pension, retirement or similanefits for our named executive officers.

Option/SAR Grantsduring the Year Ended December 31, 2010
During the twelve months ended December 31, 20&0di not grant options to purchase ordinary shaneler our Option Plan.

As part of the creditors arrangement (see also #4&X), certain named executive officers agreed parial forgiveness of the debts due to them uttgeformer
consulting agreements accrued from October 1, 2069July 8, 2010 which total amount was $245,@0d agreed to repayment in 1,083,071 warrantsnchpse our ordinary
shares as consideration for the entire debts dae exercise price of $0.00, all expires on Decar3the2012.

During the twelve months ended December 31, 20@3granted options to purchase 564,655 ordinaryeshamnder our Option Plan to 7 of our then exeeutificers a
an exercise price of $0.015. All options will expin 2019.

During 2009, according to the board resolution @toBer 27, 2008 and the special general meetimyio$hareholders dated December 21, 2008, we grémi@) the
Chairman of our Board of Directors, (b) a membeowf Board of Directors who is also one of the corfders, (c) one of our co-founders, and (d) amottesmber of our Board
of Directors, options to purchase up to 256,458,966, 126,944 and 42,121 shares, respectivelyoptiens have an exercise price of 0.0582235 NéSting immediately and
will expire after ten years. The options were gedrds compensation for three months of servicedhange for waiving their right to receive cashmpants for such months,
according to their agreement with us. In additiang]l options held by the Participants on Octd®&r2008 shall be re-priced so that the exercige pnereof shall be $1.1 (the
closing price of the Ordinary Share on said dateyl, (b) all such options with an expiration datemto October 27, 2013 shall nonetheless be esalte until October 27, 201

During the twelve months ended December 31, 20@8gnanted options to purchase 23,000 ordinary sharder our Option Plan to two of our then exeautfficers
at an exercise price of $1.88. All options will éepin 2018.

In September 2008, the Board of Directors appravestpricing of options for three executive offeéor 149,600 options, which had exercise pricegiray between
$2.47 and $14.8235. The re-pricing changed theceseeprice of the options to $1.86. The incremiectanpensation cost at the date of the modificatias $66,000, of which
$59,000 was recognized during 2008.

Please refer to the Section captioned “Share Oftian” under Item 6.E below for a description of 8hare Options Plan.
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C. Board Practices

Our Board of Directors and senior management cengjdod corporate governance to be central to ffecteve and efficient operations. The followindta lists our
directors, the positions they hold with us anddhtes the directors were first elected or appointed

Name Position Period Served in Office Date of Expiration of Current Term (if
applicable)
Tsviya Trabelsi Director July 25, 2010 — present(*) Next annual general meeting
Chairman of the Board

Shimon Cohen External Director September 15, 2010 - present September 15, 2013

Shlomo Benjamin External Director September 17, 2009 — present September 17, 2012

David Mimon Director July 25, 2010 — present Next annual general meeting
Menachem Mirski Director July 25, 2010 — present Next annual general meeting

(*) In 2010, the Board of Directors has acceptedlréfsignation of Mr. Eli Rozen from the Board ofditors, which resignation became effective on 28ly2010. He was
replaced as board chairman by Mrs. Tsviya Trablesi.

Our Articles of Association provide that the numbédirectors may be determined from time to tinyethe Board of Directors, and unless otherwiserdatesd, the
number of directors comprising the Board of Direstwill be between four and ten. The Board of Dioeg is presently comprised of five members, twavbbm were elected as
external directors under the provisions of thedér@ompanies Law (discussed below). Our Articlégssociation provide further that the majoritytbe directors appointed to
the Board of Directors will be independent direstdMr. Benjamin, Mr. Cohen and Mr. Mirski satisfietapplicable requirements for independence ungieAdicles of
Association.

All directors hold office until their successorg alected at the next annual general meeting eébhblders, except for our external directors Shi@eajamin, who
shall hold office until September 2012, and Mr. €ojwho shall hold office until September 2013.

Under the Israeli Companies Law and the regulafmonsnulgated pursuant thereto, Israeli public conigs namely companies whose shares have beeedffethe
public or are publicly traded, are required to dppat least two natural persons as “external dins¢. A person may not be appointed as an extetinattor if the person, or a
relative, partner or employer of the person, or antjty under the person’s control, has or hadprowithin the two years preceding the date of thespn’s appointment to serve
as an external director, any affiliation with trempany to whose board the external director is @ged to be appointed; with the controlling sharéaobf such company or wi
any entity controlling or controlled by such compam by the controlling shareholder of such compare term “affiliation” includes an employmentagbnship, a business or
professional relationship maintained on a regudesi$) control and service as an office holder (Whérm includes a director).

Pursuant to a recent amendment to the Companieswiieh came into effect on May 14, 2011, (therfiendment Date"), as of the Amendment Date:

« the scope of persons who may not be appointedtasnexk directors will be expanded to also incluelatives of the controlling shareholder, and if tioenpany doe
not have a controlling shareholder or a shareholder holds company shares entitling him to votkeast 25% of the votes in a shareholders meetimgenson me
be appointed as an external director if the persothe person’s relative, partner, employer or antity under the persas'control, has or had, on or within the
years preceding the date of the pe’s appointment to serve as external director, afijasibn on the date of the person's appointmeithwhe Chairman of tt
Board, chief executive officer, substantial shatdeoor chief financial officer

« No person may serve as an external director iphreon, the pers'’s relative, spouse, employer or any entity coritrglbr controlled by the person, has a busine
professional relationship with someone with whoriliafion is prohibited, even if such relationship not maintained on a regular basis, except nibig
relationships

« A public company, entity controlling or entity urrdeommon control with the company may not graneaternal director, his spouse or child, any benefid ma
not appoint him, his spouse or child, to serve mofficer of the company or of an entity under coomtontrol with the company , may not employ oreree
professional services in consideration from hinamrentity controlled by him unless two years haagspd as of the end of service as external directhe compan'
and regarding a relative who is not a spouse dd — one year as of the end of service as externaltdire

In addition, no person may serve as an externattlr if the person’s position or other businegssgies create, or may create, a conflict of iesrwith the persos’
responsibilities as an external director or interfeith the persois ability to serve as an external director or & fferson is an employee of the Israel Securitigbdkity or of ar
Israeli stock exchange. If, at the time of electidran external director, all other directors aféhe same gender, the external director to betedemust be of the other genc
Following the Amendment Date, if, at the time ertdrdirectors are to be appointed, all current mensibf the board of directors who are not contngléhareholders or relatiy
of such shareholders are of the same gender, tHeash one external director must be of the ogfeerder.
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Pursuant to the Israeli Companies Law, at leastobtiee external directors, as well as a numbehefnon-external directors to be determined byBard of Directors,
are required to have “accounting and financial etpe’ and the other external directors are reglicehave “professional skillsds such terms are defined in regulations rec
promulgated under the Israeli Companies Law.

Each committee of a company’s Board of Directost thas the authority to exercise powers of the @o&Directors is required to include at least enternal director
and its audit committee must include all exterrigdators.

Following the Amendment Date, external directoeselected at the general meeting of shareholdessdiyple majority, provided that the majority indés at least
one-half of the shareholders who are not contr@lfihareholders and disinterested parties, whorasept and voting, or that the non-controlling shatders and disinterested
parties who vote against the election hold two @etror less of the voting power of the company.

On September 6, 2009 our general meeting appoMte8enjamin as an External Director. In additidr, Benjamin has been appointed to the audit cotesitMr.
Cohen was appointed as an External Director putdoasur general meeting, effective as of Septemibe2010. Mr. Cohen has also been appointed taubé committee.

Under the Israeli Companies Law, the initial terfrap external director is three years and, and beagxtended for an additional three year term (folldwing the
Amendment Date, up to two additional three yeanteunless otherwise restricted in the articlessgbaiation to one additional term), subject toaiartonditions (which
following the Amendment Date will also depend onetVter the external director was nominated by tredbof directors or by the shareholders). An extedirector cannot be
dismissed from office unless: (i) the Board of Biggs determines that the external director no éomgeets the statutory requirements for holdingofffiee, or that the external
director has breached the external direstéiduciary duties, and the shareholders vote hkyseame majority required for the appointmentetaave the external director after
external director has been given the opportunifgrésent his or her position; (ii) a court deteresinupon a request of a director or a sharehdldgtrthe external director no
longer meets the statutory requirements of an eatefirector or that the external director has bined his or her fiduciary duties to the companyjigra court determines, upc
request of the company or a director, shareholdereditor of the company, that the external dwect unable to fulfill his or her duty or has bemmvicted of specified crimes.

Each committee of a company'’s board of directorstrimclude at least one external director. We hhedollowing committees:
Audit Committee

The Israeli Companies Law requires public compatoesppoint an audit committee. The responsibdité the audit committee include identifying irrégities in the
management of the compasybusiness and approving related party transacesnsequired by law, and following the Amendmeratd) the responsibilities of the at
committee shall also include approving the termahpensation of company officers, classifying camptransactions as extraordinary transactionsoorextraordinar
transactions and as material or moaterial transactions in which an officer has aerist (which will have the effect of determinirng tkind of corporate approvals required
such transaction), assessing the proper functidheofompanys internal audit regime and determining whetheinitsrnal auditor has the requisite tools and resssirequired 1
perform his role and to regulate the companiessrale employee complaints, reviewing the scope ofkwad the company independent accountants and their fees
implementing a whistleblower protection plan wispect to employee complaints of business irretjigisr An audit committee must be comprised ofeaist three directol
including all of the external directors, and pursut the recent amendment to the Companies Labsesjuent to September 15, 2011, a majority of tambers of the auc
committee must be independent or external directors

Following the Amendment Date the Companies Law m@fines independent directors as either extermakttirs or directors who: (1) meet the requiremerfitar
external director, other than the requirement tespes accounting and financial expertise or priofleakqualifications, with Audit Committee confirmian of such; (2) have be
directors in the company for an uninterrupted daraedf less than 9 years (and any interim periodnduwhich such person was not a director whicless than 2 years shall |
be deemed to interrupt the duration); and, (3) wetassified as such by the company.

The Israeli Companies Law further stipulates that¢hairman of the Board of Directors of a pubbenpany, any director employed by or providing otbenvices on

regular basis to the company and the controllirgredtolder or any relative of the controlling shaidbr of such company may not be members of thé& aodhmittee of th
company and subsequent to September 15, 2011 ,ii@eyodt who derives his salary primarily from a tofing shareholder may also not be a memberafahdit committee.
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Subsequent to September 15, 2011: (1) the chaiohtdre audit committee must be an external direc{@) all audit committee decisions must be magla majority o
the committee members, of which the majority ofhmbers present are independent and external disg@nod (3) any person who is not eligible to semehe audit committe
is further restricted from participating in its ntiegs and votes, unless the chairman of the awditnsittee determines that such persopresence is necessary in order to pr
a certain matter, provided however, that compangleyees who are not controlling shareholders atineds of such shareholders may be present in #etings but not in tt
actual votes and likewise, company counsel ancetzgrwho are not controlling shareholders or redat of such shareholders may be present in meeting decisions if su
presence is requested by the audit committee.

In 2007 the Audit Committee adopted an audit cort@mitharter which regulates its operations. Acoaydd our Audit Committee charter, the objectivehe Audit
Committee is to assist the Board of Directors’ gigint of the Company’s accounting practices; thiegrity of the Company’s financial statements; @wmpany’s accounting
and financial reporting processes; the Companysgiance with legal and regulatory requirements;ittdependent auditors’ qualifications, independenaad performance;
audits of the Company’s financial statements aedrternal audit function, and to locate deficiesdin the business management of the Company, aotbagthings, in
consultation with the Company’s independent auslitord internal auditors, and to suggest to thedofbirectors the measures to be taken regardinf deficiencies. Mr.
Benjamin, Mr. Cohen and Mr. Mirski are the memhbafrthe Audit Committee.

Compensation (Remuneration) Committee

We have a compensation committee (the “Compens&@nmittee”). In 2007, the Compensation Commitéepgéed a Compensation Committee charter, which
regulates its operations. According to the Compims&ommittee charter it is responsible for detieing the compensation (including salaries, bonasekequity incentive
compensation awards) of executive officers, inglgahe Chief Executive Officer, other senior mamaget and members of the Board of Directors. The @omation
Committee is currently comprised of Mr. Benjamin,. \ohen and Mr. Mirski.

Nominating and Corporate Governance Committee Chawrr

On May 15, 2007, our Board of Directors approvesl@htablishment of a Nominating and Corporate Gmrere Committee (the “Nominating and Corporate
Governance Committee”). The Nominating and Corgo@dvernance Committee is responsible for idemigfyndividuals qualified to become board membensséstent with
criteria approved by the Board of Directors, amtbramending that the Board of Directors select fhectbr nominees for election at the general meetiishareholders. The
Committee is also responsible for developing amdmemending to the Board of Directors a set of caafgogovernance guidelines applicable to the Compazariodically
reviewing such guidelines, recommending any chatigereto, and overseeing the evaluation of the o&Directors. The Nominating and Corporate Goaege Committee is
currently comprised of Ms. Trabelsi, Mr. Cohen &md Mirski.

Management Employment Agreements

We maintain written employment agreements with grtglly all of our key employees. These agreesmenbvide, among other matters, for monthly sasaeeir
contributions to Managers’ Insurance, an Educdtiond and severance benefits. All of our agreemeitisour key employees are subject to terminatipreither party upon the
delivery of notice of termination as provided there

Internal Auditor

Under the Israeli Companies Law, ther8az Directors must appoint an internal auditongosed by the Audit Committee. The role of thetlinal auditor is to examine,
among other matters, whether the company’s aa#/itomply with the law and orderly business prooedunder the Israeli Companies Law, the intern@itar may be an
employee of the company but may not be an intedlgstety or office holder, or a relative of any irsted party or office holder, and may not be a bwmof the company’s
independent accounting firm, or its representaffréor to June 2010, the office of Chaikin CoherbRW& Co. served as our internal auditor in accomawith the requirements
of the Israeli Companies Law. On June 27, 2010egeived a resignation letter from Chaikin CoheniR@bCo., indicating their resignation due to timestraints. We are
currently seeking an internal auditor to replac@i€ih Cohen Rubin & Co.
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D. Employees

As of December 31, 2010, 2009 and 2008, we hadZ1and 52 fultime employees, respectively (not including senpeeviders). The following table describes
employees and the employees of our subsidiarieepgrtment.

Dec. 31, Dec. 31, Dec. 31,
2008 2009 2010
Research, Development & Manufactur 21 20 9
Marketing and Sale 20 11 3
Administration 11 6 5
Total 52 37 17
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Over the past three years, the number of our eneplpy geographic area was as follows:

Dec. 31, Dec. 31, Dec. 31,
2008 2009 2010
Israel 16 14 11
United state: 30 23 6
Rest of the world 6 -
Total 52 37 17

From time to time, we have engaged temporary enggleyo fill open positions. These temporary emmeybowever, historically have not comprised a neteumbe
of our employees.

Vuance's Israeli employees are not part of a ctiledbargaining agreement. However, in Israel weesabject to certain labor statutes and natiorarlaourt precedent
rulings, as well as to certain provisions of cdilee bargaining agreements betweenktigadrut, which is the General Federation of Labor inésrand the Coordinating
Bureau of Economic Organizations, including theustdalists’ Association. These provisions of coliee bargaining agreements are applicable to mpleyees by virtue of
expansion orders issued in accordance with reldahot laws by the Israeli Ministry of Labor and Wége and which apply such agreement provisiorsutoemployees even
though they are not directly part of a union thet Bigned a collective bargaining agreement.

The labor statutes and labor court rulings thatyafgpour employees principally concern the minimwage laws , procedures for dismissing employeetgrthination
of severance pay, leaves of absence (such as aramatlon or maternity leave), sick pay and otteerditions for employment. The expansion orders Wiipply to our
employees principally concern the requirement fandatory pension schemes, transportation allowam®jal recreation allowance, the lengths of thekday and workweek,
and periodic automatic adjustment of wages relatviacreases in the Consumer Price Index in Isi&el provide our employees with benefits and wagkionditions that
comply with the required minimums.

Generally, all nonexempt adult male citizens antnaaent residents of Israel, under the age of #6lder for reserves officers or citizens with eémtoccupations, as
well as certain female adult citizens and permanesitients of Israel, are obligated to perform ahmilitary reserve duty and are subject to beialied for active duty at any
time under emergency circumstances. Some of oigeoéfand employees are obligated to perform amesakve duty. While we have operated effectivelgiar these
requirements since we began operations, no assessarebe made as to the full impact of such requémts on our workforce or business if conditidmsusd change, and no
prediction can be made as to the effect on us peapansion of such obligations.

Our employees have entered into confidentialityeagrents. We have also granted certain employeemsfib purchase shares of our ordinary sharesrungeption
plan. We consider our relationship with our empks/& be good and we have never experienced a siriwork stoppage.

E. Share Ownership

The following table sets forth certain informatitegarding the beneficial ownership of our ordingimares by our directors and named executive offiasrof May 3:
2011. As of that date, we had 7,280,821 ordinagyeshoutstanding, and securities exercisable wifidays of May 31, 2011.

Name Ordinary Shares % of Outstanding Number of outstanding Exercise price Expiration date
held directly and Ordinary Shares as of | convertible securities
beneficially May 31, 2011
Eli Rozen 1,458,919(1) 17.52% 194,817 1.1{October 27, 2013
51,000 1.1{January 11, 2015
51,000 1.1{January 19, 2017
49,311 0.015|January 1, 2019
113,943 0.015/June 30, 2019
93,202 0.015| September 30, 2019
493,334 0.00| December 31, 2012
Avi Landman 963,328(2) 12.28% 8,500 1.1| October 27, 2013
8,500 1.1 January 11, 2015
20,400 1.1 January 19, 2017
34,702 0.015|January 1, 2019
79,673 0.015|June 30, 2019
65,591 0.015| September 30, 2019
347,182 0.00| December 31, 2012
Ron Peer 138,680(3) 1.90% - --
Eyal Tuchman 164,530(4) 2.21% 5,100 1.86|June 19, 2012
12,750 1.86|March 28, 2014
25,500 1.86|November 7, 2014
21,250 1.86| October 4, 2014
51,000 1.86|May 29, 2016
43,980 0.015 March 12, 2019
Tsviya Trabelsi.(5) 2,186,903(6) 26.48% 159,375 0.40|November 15, 2011
817,555 3.00| No later than repayment of the
debt under the Sigma Convertible
Bond
Directors and Named Executive 4,143,510(7) 41.14% 2,789,907 0.015 5| April 2012 — September 2019 and
Officers as a no later than repayment of the
Group (8 persons)(8) debt under the Sigma Convertible
Bond
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(1) Includes (a) 412,312 shares held directly hyRBlzen, (b) options to purchase 553,273 ordinhares which are currently exercisable or exercésalithin 60 days of May
31, 2011, of which 376,462 options to purchasenangi shares are held by Finel Architecture and Eewjing Ltd., a company owned solely by Mr. RoZ&iingl”) and (c)
warrants to purchase 493,334 ordinary shares warielturrently exercisable or exercisable withirdé9s of May 31, 2011.

(2) Includes (a) 398,780 ordinary shares held bylaandman, of which 85,000 shares are held by Aghlavestments LLC, a limited liability company slyl owned by Mr.
Landman (“Ashland”), (b) options to purchase 218,86dinary shares which are currently exercisablexercisable within 60 days of May 31, 2011 anjdnarrants to purchase
347,182 ordinary shares which are currently exabtesor exercisable within 60 days of May 31, 2011.

(3) Includes (a) 138,680 shares held directly by Reer.

(4) Includes (a) 4,950 shares held directly by Byathman, and (b) options to purchase 159,580 ardishares which are currently exercisable or ésa&bte within 60 days of
May 31, 2011.

(5) Mrs. Tsviya Trabelsi controls Sigma Wave LtdSigma, and may be deemed to have a beneficeidst the holdings of Sigma. Mrs. Trabelsi is deowife of Mr. Arie
Trabelsi who may also be deemed to have such dib@heterest by virtue of the marriage.

(6) Includes warrants to purchase 159,375 ordishgyes and a convertible bond which may be corvémte 817,555 ordinary shares, both of which armediately
exercisable/convertible, or exercisable within @yslof May 31, 2011. Also includes 412,312 outsitagndrdinary shares held by Mr. Eli Rozen and 388,@utstanding
ordinary shares held by Mr. Avi Landman who ardiparo a voting agreement with Sigma, which h@88,881 ordinary shares, dated July 2010, purdoamhich Messrs.
Rozen and Landman shall vote their shares in aeocslwith the instructions of Sigma.

(7) Includes options to purchase 972,461 ordinheyes which are currently exercisable, warranfautchase 999,891 ordinary shares which are cuyreréircisable and
convertible bonds which may be converted into 835 &rdinary shares.

(8) See notes 1 to 5. Each of the directors andugive officers not separately identified in thevab table beneficially owns less than 1% of oustartding ordinary shares
(including options held by each such party, andcivldire exercisable) and has therefore not beemagefyadisclosed.

All of our ordinary shares have identical votinghts.

59




Share Option Plans

In 2003, we adopted a new stock option plan undechwve now issue stock options (the “Option Plaithe Option Plan is intended to provide incentitesur
employees, officers, directors and/or consultagtproviding them with the opportunity to purchasg ordinary shares. The Option Plan is subjechéoprovisions of the Israeli
Companies Law, administered by the Compensationmitee, and is designed: (i) to comply with Secti@? of the Israeli Tax Ordinance or any provisidnich may amend
or replace it and the rules promulgated thereuaddrto enable us and grantees thereunder to b&oefitSection 102 of the Israeli Tax Ordinance #relCommissioner’'s
Rules; and (ii) to enable us to grant options &sdé shares outside the context of Section 1Q2dftaeli Tax Ordinance. Options granted undeQpton Plan will become
exercisable ratably over a period of three to figars or immediately in certain circumstances, cemeing with the date of grant. The options gengrpire no later than 10
years from the date of grant. Any options, which farfeited or canceled before expiration, becoraglable for future grants. As of December 31, 204M 161,339 ordinar
shares are available for future grants of optirrants, shares and other financial instruments.

As a result of an amendment to Section 102 ofdheeli Tax Ordinance as part of the 2003 Israglréform, and pursuant to an election made by eretinder, capital
gains derived by optionees arising from the salghafres issued pursuant to the exercise of opgicarged to them under Section 102 after Janua29d3 will generally be
subject to a flat capital gains tax rate of 25%wdwer, as a result of this election, we will nodenbe allowed to claim as an expense for tax mepthe amounts credited to
such employees as a benefit when the related tapitss tax is payable by them, as we had prewoosén entitled to do under Section 102. For aeitdbrmation as to the
Israeli tax reform, see “Taxation.” In ltem 10.

During 2008, the Board of Directors approved grartsptions as follows:
Number of options grante Exercise pric¢

2,00( 3.3¢
43,00( 1.8¢

In addition, in September 2008, the Board of Divesapproved a re-pricing of options for three eiee officers for a total of 149,600 options, wiicad exercise
prices ranging from $2.47 to $14.8235. The re-pgathanged the exercise price of the options t868 I he incremental compensation cost at the dateeanodification was
$66,000 of which $59,000 was recognized during 2808 the remaining during 2009.

In December, 2008, according the Special Generaitidg, 20,400 options held by a director, with aareise price of $5, were f@iced to an exercise price of $1.1 ¢
it was decided that all such options with an expradate prior to October 27, 2013 shall nonetelee exercisable until October 27, 2013. The $pE&aneral Meeting
approved also the re-pricing and the extensioagfflicable) of 334,217 options held by relatedipartThe total incremental compensation cost atitiie of the modification
amounted to $44,000 and was recognized as experseal of the options were fully vested.

On January 9, 2009, according to the board resmuth October 27, 2008 and the Special GeneraliMgdated December 21, 2008, we granted to: a)r@laai of the
Board of Directors; b) a member of our Board ofd@tors who is also one of the co-founders; c) drmuoco-founders d) another member of our BoarBioéctors options to
purchase up to: 256,456, 179,966, 126,944 and 4fldur shares, respectively. The options (thevalue of which was estimated to $266,000) havexarcise price of NIS
0.0582235 per share, vest immediately and expiez t&&n years. The options were granted as a ppayenent for certain liabilities with respect teetterms of their appointment
with us.

On March 12, 2009, we granted options to purchas® 161,718 shares to several employees and elogegs as compensation for waiving part of theiarya The
options (the fair value of which was estimated 63,$00) have an exercise price of NIS 0.0582238teckimmediately and will expire after ten years.

During 2010 no options were granted.
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A summary of our stock option activity and relatefbrmation is as follows:

Year ended December 3.

2008 2009 2010

Weighted

Weighted Weighted average
Number of average Number of average Number of exercise price

options exercise price options exercise price options (*)
Outstanding at beginning
of year 1,076,75 $ 4.45 981,46 $ 2.55(%) 1,489,171 $ 1.3¢
Grantec 45,000 $ 1.95 767,20 $ 0.01t - -
Exercisec (27,03) $ 0.3 (93,05¢) $ 0.01¢ (11,007 $ 0.01¢€
Canceled and forfeited (113,26) $ 6.17 (166,43) s 3.3C (73,950 $ 3.52
Outstanding at end of year 981,46: $ 2.55(*) 1,489,171 $ 1.34*) 1,404,21' $ 1.28
Exercisable at end of year 663,02 $ 2.51(%) 1,413,02 $ 1.2€(*) 1,404,211 $ 1.2t
*) The weighted average exercise price israfte re-pricing made during 2008, as mentioned/@abo

The weighted average fair value of options grauii@thg the reported periods was $0.88 and $0.43pion, for the years ended December 31,
2008, 2009, respectively. In 2010 no options grénte

The fair value of these options was estimated erdtte of grant using the Black & Scholes optidnipg model. The following weighted average
assumptions were used for the 2008, 2009 grastsfmee rate of 4.24% and 0.75%, respectively,d#ind yield of 0%, expected volatility factor of
52.29% and 193.27%, respectively and expected ¢édrand 2.08 years, respectively. In 2009, thevialue of 125,142 options was calculated
using the Black & Scholes option pricing model. Birother options granted in 2009, the fair vadfi¢he options issued (as a partial payment of
payroll liability) was based on the fair value bétshares on the date of the related payroll, whdighals the related payroll liability, since the
exercise price was close to nil.

The expected volatility was based on the historoddtility of our stock. The expected term wasdzhen the historical experience and based on
management estimate.

We recognized compensation expenses related te-blased employee compensation awards of $856,888,@0 and $14,000 for the years
ended December 31, 2008, 2009 and 2010, respsci

The following table summarizes the allocation @& gtock-based compensation charge in thousand$ afdlars:

Year ended December 31

2008 2009 2010
Cost of revenue $ 16 $ 7 $ 3
Research and development exper 352 22¢ 2
Selling and marketing expens 151 43 3
General and administrative expenses 33€ 207 6
$ 85€ $ 48z $ 14
The options outstanding and exercisable as of Dbeefil, 2010, have been separated into rangesafis& prices as follows:
Options outstanding anc
exercisable Weighted average
Range of as of remaining Weighted average Aggregate intrinsic
exercise price December 31, 2010 contractual life (years) exercise price value
$0.01- $ 0.06 720,82t 7.87 $ 0.0z $ 38,00(
$1.10-$1.88 476,81 3.6¢ $ 1.32 -
$2.47-$3.38 31,07¢ 2.17 $ 2.9¢ -
$4.12-$4.90 90,40( 3.71 $ 4.37 -
$5.00- $ 5.24 68,10( 2.9C $ 5.07 -
$14.82 17,00( 1.2t $ 14.8 -
1,404,21! $ 1.2¢
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The aggregate intrinsic value of the above talpeagents the total intrinsic value, based on asaksprice of $0.07 as of December 31, 2010, less
the weighted average exercise price per range.répresents the potential amount received by thieropolders had all option holders exercised
their options as of that date.

The total intrinsic value of options exercised dgrthe years ended December 31, 2008, 2009 andw84$53,000, $36,000 and $1,000,
respectively, based on our average stock pric@ &6} $0.4 and $0.14, during the years ended asettates respectively.

A summary of the status of our non-vested optiaasitgd to employees as of December 31, 2010 amjebaluring the year ended December 31,
2010 is presented below:

Weighted—

average

grant-date

Options fair value
Non-vested at January 1, 20 76,14¢ $ 1.1t
Grantec - -
Vested (including cancelled and exercis (67,149 $ 1.1C

Forfeited (9,00)) $ 1.64
Non-vested at December 31, 2010 -

As of December 31, 2010, there was no unrecogrimetpensation cost related to non-vested share-lzasepensation arrangements granted under the sk
plans.

ITEM 7. Major Shareholdersand Related Party Transactions.
A. Major shareholders

The following table lists the beneficial ownersbipour securities as of May 31, 2011 by each peksmwn by us to be the beneficial owner of morenth&o of the
outstanding shares of any class of our securities.

Beneficial ownership is determined in accordandh wie rules of the SEC and generally includesngptir investment power with respect to securiflése principal
address of our Beneficial Owners listed below (pthan Sigma and Homeland Security Capital Corpmmabr HSCC) is c/o Vuance Ltd., Sagid House “Hash Industrial
Park” P.O.B 5039, Qadima 60920 Israel. We beliénat &ll persons named in the table, except HSCCRdeen, Mr. Landman, and Sigma have sole votirngsate investment
power with respect to all shares beneficially owhgdhem. All figures include ordinary shares iddeaupon the exercise of convertible bonds, optamd warrants exercisable
within 60 days of May 31, 2011, and deemed to listanding and beneficially owned by the person inglthose bonds, options or warrants for the piepiomputing the
percentage ownership of that person, but are rerned to be outstanding for the purpose of compuliagpercentage ownership of any other person. lbtiee following
major shareholders have different voting rightsrfrihe other holders of our ordinary shares

Number of

Shares Percentage

Beneficially of Shares

Name of Beneficial Owner Owned Outstanding
Sigma Waves Ltd. (1 2,186,90: 26.4t¢%
Avi Landman (2) 963,32¢ 12.2¢%
Eli Rozen (3) 1,458,91! 17.52%
Jack Hassan (¢ 768,38( 10.0%%
Homeland Security Capital Corporation 692,66( 9.51%
Yitzchak Babayov (6 1,773,421 22.43%

(1) Sigma Wave Ltd. or Sigma is controlled by ohairman of the Board, Mrs. Tsviya Trabelsi, vibialso the wife of our chief executive officer Myrie Trabelsi.
Includes warrants to purchase 159,375 ordinaryeshand a convertible bond which may be converteddh7,555 ordinary shares, both of which are imiatety
exercisable/convertible or exercisable within 6@gdaf May 31, 2011. Also includes 412,312 outstagdirdinary shares held by Mr. Eli Rozen and 398 G@tstandin
ordinary shares held by Mr. Avi Landman who ardiparto a voting agreement with Sigma, which h@88,881 ordinary shares, dated July 2010, pursoamhich
Messrs. Rozen and Landman shall vote their sharasdordance with the instructions of Sigi

Includes (a) 398,780 ordinary shares hgld Landman, of which 85,000 shares are held yland, (b) options to purchase 217,366 ordinaayeshwhich are
currently exercisable or exercisable within 60 dafyMay 31, 2011, and (c) warrants to purchase B prdinary shares which are currently exercisablexercisable
within 60 days of May 31, 201

@

—
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(3) Includes (a) 412,312 shares held direcflfEb Rozen, (b) options to purchase 553,273 omgirshares which are currently exercisable or ezatie within 60 days of
May 31, 2011, of which 376,462 options to purchasinary shares are held by Finel, and (c) warrempirchase 493,334 ordinary shares which arentiyr
exercisable or exercisable within 60 days of MayZ111.

(4) Includes (a) 398,881 ordinary shares, flijoms to purchase 126,944 ordinary shares whieltairently exercisable or exercisable within 6@sdaf May 31, 2011, and
(c) warrants to purchase 242,555 ordinary sharéshndre currently exercisable or exercisable wirdays of May 31, 201

(5) HSCC granted an irrevocable power of atgro our Chairman of the Board of Directors toreise all voting rights related to its Vuance Sksauatil the sale or
transfer of such Vuance Shares by HMSC to an uiséfd third party in an ar’s-length transactior

(6) Includes (a) 1,139,580 ordinary shares bgl¥itzchak Babayov, and (b) warrants to purché3® 846 ordinary shares, which are currently esetiie or exercisable
within 60 days of May 31, 201

To the best of our knowledge based on the infomnatnown to us, there has not been any significhahge in the percentage ownership of our majaesioédders
during the last three years other than the assighofehe BH Convertible Bonds in August 2010, #iares issued to Mr. Yitzchak Babayov in March 2846 Mr. Babayov's
subsequent transfer of the beneficial ownershipi®B98,881shares to Mr. Jack Hassan, and thetalea 641,291 shares held by Special SituatiordBun January 2011.

As of April 30, 2011, to the best of our knowledzgsed on the information available to us, we hatiéenUnited States approximately 23 registeredédrsldf our
ordinary shares, representing 67% of our totalnangi shares registered at that date.

Should the Creditor Arrangement be approved byDis&ict Court in Israel, Sigma, which, prior t@ icquisition of Convertible Bond from BH (for mandormation
on the convertible bond see Item5.B), held 5.48%uwfissued and outstanding share capital, andated via voting agreements an additional 11.14%uw issued and
outstanding share capital, would become our cdirtgpshareholder. The voting agreements with Sigritllbe terminated upon completion of the Credikorangement.

To the best of our knowledge based on the infomnaturrently available to us, other than our patitio the District Court in Israel for the Creditrangement, which
as of the date of this Annual Report is still pewgihe final approval of the District Court, themr@ no existing arrangements that may at a futare ésult in a change of control
of Vuance.

B. Related Party Transactions

It is our policy to enter into transactions withated parties on terms that, on the whole, areess favorable than those that would be availabla funaffiliated parties.
Based on our experience in the business segmewtsiaéh we operate and the terms of our transactiatisunaffiliated third parties, we believe théitaf the transactions
described below met our policy standards at the tiney occurred.

On October 1, 2001, we entered into a consultimgegent with a company owned by the former Chairofasur Board of Directors who was one of our caffders.
In consideration of these consulting services, axeehundertaken to pay $10,500 per month plus nvaloicle expenses. In addition, we were requirgubp $1,500 per month .
a director’s fee. (Regarding the partial paymerdptions during 2008 and 2009, see Note 15d, ititiaacial reports and regarding debt extinguishinaeming 2010, see Note
15e in the financial reports)

In December, 2008, according the Special Generaitidg (see note 15d in the financial reports), 828,0ptions with an exercise price between theeari$2.4706 to
$5 were re-priced to $1.1 and all such options witlexpiration date prior to October 27, 2013, Istahetheless be exercisable until October 27, 2013

On July 8, 2010, the Board of Directors acceptedrésignation from the board of directors of th@i@han of the Board of Directors, effective July 2810. We
recorded during 2010 an expense of $75,000 retatéte former consulting agreement. In additionJoly 8, 2010, we entered into a Services Agreeméhtthe former
Chairman of the Board of Directors and one of oajanshareholders (the “Service Provider”), effeetimmediately, pursuant to which the parties teated the former
consulting agreement and agreed that the Servimeder will provide us with ongoing consulting sems as may be reasonably required by us, for sideration of 2% of our
gross receipts from a major customer and reimbueséwf reasonable costs and expenses incurrecelyetvice Provider.

During 2010, we recorded an expense of $83,00@dnrdance with the above noted Services Agreement.
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On October 1, 2001, we entered into a consultimgeagent with a company owned by a former membeuoBoard of Directors, who was also one of oufammders
and a principal shareholder. On January 13 20@5G#neral Shareholders Meeting approved the fafigmendments to the consulting agreement:

« As of the date of the approval of the General Shaders Meeting, the consideration shall be toranunt of $7,000 per month.
« Upon the termination of the car lease agreemerihc@ase the car lease, to a price of up to N28@(approximately $ 1,200 as of December 31, 20&&luding
tax) per month

In addition, we were required to pay $1,500 per th@s a director’s fee. (Regarding the partial paynin options during 2008 and 2009, see Note itbthe financial
reports and regarding debt extinguishment durinfd2®e Note 15e in the financial reports)

In December, 2008, according the Special Generatidg (see note 15d in the financial reports), 8@ dptions with an exercise price between the rafi@?.4706 to
$5 were re-priced to $1.1 and all such options witlexpiration date prior to October 27, 2013 shafietheless be exercisable until October 27, 2013.

On July 8, 2010, the Board of Directors acceptedrésignation from the board of directors of thenher of our Board of Directors, effective immedipt&Ve recordec
during 2010 an expense of $53,000 related to ttradoconsulting agreement. In addition, on Julg®l0, we entered into a Services Agreement witlidheer member of the
Board of Directors and one of our major sharehaldtire “Service Provider”), effective immediatebyrsuant to which the parties terminated the forocegsulting agreement
and agreed that the Service Provider will providevith management services with respect to ouaiteproject for a consideration of (i) a monthl fef $3,000, (ii)
reimbursement of reasonable costs and expenseasadduy the Service Provider, and (iii) we will pide the Service Provider with a cellular phone ancautomobile. We shall
also grant the Service Provider options to purchigse 50,000 of our ordinary shares accordingtms to be determined by the Board of Directorscivkerms have not been
yet determined by the date of filing of this anntegdort.

During 2010, we recorded an expense of $38,00@dnradance with the above noted Services Agreement.

On October 1, 2001, we entered into a consultirgergent with a company owned by one of our co-feasidn consideration for these services, we wegeired to
pay $4,600 per month plus motor vehicle expenstesgdrding the partial payment in options during®86d 2009, see Note 15d, in the financial repmtsregarding debt
extinguishment during 2010 see Note 15e in thenfifed reports). We recorded during 2010 an expeh§37,000 related to the consulting agreementJ@y 8, 2010, we
entered into a Services Agreement with our co-feuraathd one of our major shareholders (the “Servitavider”), effective immediately, pursuant to which the parterminatec
the former consulting agreement and agreed theBéneice Provider will provide us with ongoing calisg services as may be reasonably required Hgnes consideration of
monthly fee of $3,000 and reimbursement of reaslenadists and expenses incurred by the Service dpin connection with the services. We shall gismt the Service
Provider options to purchase up to 100,000 of edinary shares according to terms that will be deiteed by the Board of Directors, which terms hawebeen yet determined
by the date of filing of this annual report.

During 2010, we recorded an expense of $21,00@énrdance with the above noted Services Agreement.

On December 21, 2008, the Special General SharetsoMeeting approved that as part of a cost cufilag, all of our non-external directors will jagntemporary
arrangement pursuant to which the remunerationtpaya them shall be paid in fully vested optionptirchase our shares instead of in cash, effeGtoteber 1, 2008, for a
minimum period of three months, with an option sota extend it from time to time for additional secutive periods of up to twelve (12) months indggregate. In addition
(a) all options held by such non-external directarOctober 27, 2008 shall be re-priced so thaeiegcise price thereof shall be $1.10 (the clogince of our ordinary shares
on October 27, 2008), and (b) all such options aittexpiration date prior to October 27, 2013 shatletheless be exercisable until October 27, 2013.

During the year 2009, according to the board resmiion October 27, 2008 and the Special Generativig dated December 21, 2008, we granted to (@Cbairman
of the Board of Directors, (b) a member of our Bbaf Directors who is also one of our co-foundéc$,one of the cdeunders, and (d) another member of our Board oféd@drs
options to purchase up to 256,456, 179,966, 126a94442,121 shares, respectively. The options hawxercise price of 0.0582235 NIS per share, vgétimediately, and wi
expire after ten years. The options were granted@ertial payment for certain liabilities with pest to the terms of their appointment with us.

As part of our debts extinguishments plan (see ldtste 1d to the financial reports) and in accor@anith their Services Agreement, the abovementi®edice
Providers agreed to a partial forgiveness of thesldue to them under the former consulting agre¢sreccrued from October 1, 2009 until July 8, 2@/bich total amount was
$245,000 and agreed to repayment in 1,083,071 ntarta purchase our ordinary shares as considerfiticdhe entire debts due. The fair value of tlegrants was estimated as
$130,000. The difference between the carrying amofithe amounts due and the fair value of the arster was recognized as a capital gain.
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On July 25, 2010, our Board of directors elected.Misviya Trabelsi to serve as the Chairman oBthard of Directors. Mrs. Trabelsi is an officerSigma Wave Ltd.,
which is one of our major shareholders and the mtajider of a principal amount of convertible bonaisd is also the wife of our current chief exegaivfficer and the sister of
one of the members our board of directors. On M3y2011, the special general meeting approved ¢ngice Agreement of our chairman of the board odéaibrs whereby, her
monthly fee will be calculated at 60% of our chégkcutive officers monthly cost. In addition to the above consideratwe shall bear all reasonable costs and expensarrec
by the chairman in connection with her services pmdide her with an automobile.

As of December 31, 2010, we accrued $71,000 asnsegearising from related party transactions piogidonsulting services.

As of December 31, 2009, we accrued $252,000 asogempand payroll expenses arising from a bridge linat we received from our former Chairman ofBleard of
Directors. This loan was paid in full by us on Jaryu10, 2010.

On March 30, 2011, we entered into a financing egrent with Sigma that entitles us to refinancesthart-term obligations under the Convertible Bohdkl by Sigma
on a long-term basis. Pursuant to the agreemedtsanject to certain conditions and covenants, Sigostponed all mature amounts, relating to pradcpd interest, as of
December 31, 2010, to January 1, 2012. As of tie afethe agreement we met the required covenamtsiecording to our management assessment it isomsidered probable
that we will fail to meet such covenants until Deser 31, 2011. In addition, the agreement requivasinterest amounts with respect to fiscal 201lllbecome due during July
2011 and thereafter. As a consequence of thading agreement, as of December 31, 2010, ourdotatanding debt to Sigma under the ConvertibledBds $4,262,000, of
which $2,453,000 is presented among convertiblelbglong-term balance) and $1,810,000 is presartezhg long-term loan and others.

C. Interestsof Expertsand Counsel
Not applicable.
ITEM 8.  Financial Information.
A. Consolidated Statements and Other Financial Information (Audited)
Refer to Item 18, which contains the following firtéal statements:

« Consolidated Balance She:

¢ Consolidated Statements of Operati

« Statements of Changes in Sharehol' Deficit

« Consolidated Statements of Cash Flc

* Notes to Consolidated Financial Stateme

Export Sales

Sales in Israel during each of the years 2008, 201@92010 was $294,000, $72,000 and $83,000, rissplgc Export sales during each of the years 2@0®9 and 201
was $17,818,000 (98% of the total sales volumeR3FB000 (99% of the total sales volume) and $7 805 (99% of the total sales volume), respectively.

Legal Proceedings
We are party to legal proceedings inrthemal course of our business. Other than as itbestbelow, there are no material pending legat@edings to which we are a
party or of which our property is subject. Althouile outcome of claims and lawsuits against us aigoe accurately predicted, we do not believe déingtof the claims and

lawsuits described in this paragraph, individuallyn the aggregate, will have a material adveffeeeon our business, financial condition, resofk®perations or cash flows for
any quarterly or annual period.
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(A) On November 3, 2010, we petitioned the Petai&hd District Court of the Central District in Ish for the court approval of a Creditor Arrangemiaraccordance
with Section 350 of the Israeli Companies Law 571999. We requested that the court apply the arraegg which was approved by our shareholders dsasdly a meeting of
our creditors, to all of our creditors as of Augli8t 2010, or Determining Date, and who were stéditors as of December 17, 2010 and who had gtésira claim of debt no
later than January 6, 2011. We requested that potsa the proposed Creditor Arrangement all suelitors (whether secured, preferential (by stataitel unsecured) shall be
considered to have released us from our debt dldigatowards them as of such date in exchangthéallotment to all such creditors of our ordinahares or warrants to
purchase our ordinary shares at a price of $0.09nunary share, against 40% of our total outsirandebt to our creditors and in considerationviiich the creditors would
forgive the remaining 60% of the outstanding debt.

The completion of the Creditor Arrangement is sabje the approval of the District Court, whichadghe filing date of this Annual Report has not peen granted,
pending resolution of an objection by SSF, onewfaeditors.

For more information on the creditor's arrangementplease see Item 4.A "History of the Company" undet'Recent Developments".

(B) In April 2004, the Department for Resources [@ypf the Ministry of Ukraine (the “Departmentfdd with the International Commercial Arbitrati@ourt at the
Ukrainian Chamber of Commerce and Industry (thebihation Court”) a claim to declare Contract N6/82 (the “Contract”), dated April 9, 2002, betwaenand the Ministry
of Internal Affairs of Ukraine (the “Ministry”) val due to defects in the proceedings by which weevegrarded the Contract. In July, 2004, the ArhidgraCourt declared the
Contract void. On April 27, 2005, we appealed theision in the High Commercial Court of Ukraine Miay, 2005, the Department filed with the ArbitcatiCourt a new
statement of claim for restitution of $1,047,748idoto us by the Department under the ContractS€ptember 27, 2005, we received a negative awsuedsby the Arbitration
Court in the second claim (the “Award”). On Decemb2, 2005, we were informed that the Supreme Cafudkraine had dismissed our appeal regardingltig, 2004
decision. On June 29, 2006, the Supreme Court cdib& held that the Arbitration Court award wasdrahd legal under applicable law.

On September 28, 2008, the Department filed aipetfthe “Petition”) in the Central District Coust Israel (the “Court”), under which the Departmesquested the
approval of the Award as a valid foreign arbitralead under the laws of the State of Israel.

During November 2008, we filed with the Court arjestion to the Petition and a petition to decldre Award null and void. Our objection and petitrety on what we
believe to be welbased evidence that we have against the manner whitgh the arbitration proceedings were condutigthe Arbitration Court and against their validnasic
legality. We believe that the arbitration proceegdinvere conducted partially and jeopardized ouichiéghts. Our claims are also corroborated by rtr@wy legal opinion written
in the arbitration decision by one of the arbitrat@Arbitrator”).

On February 16, 2009 the Department filed its raspdo our claims (the “Response”). The Departmased in its Response procedural and other clamkiding a
claim that we filed in Ukraine a monetary claim aHis based on the Award and the filing of suclintlaasically affirms our acknowledgment that theakais valid. On March
25, 2009, we filed a response to the Departmeaspanse and a requisition to order the Arbitraidestify in the scope of the Petition proceedings.

On June 6, 2009, a preliminary court session whsregarding the Petition. During the session,Department’s counsel claimed that one of the twolimes that we
previously supplied pursuant to the Contract (whiechine is priced higher than the amount of thpabnent’s claim), was not supplied to the Departinaad was transferred
by us to another Ukrainian governmental authofitis noted that we have documents that evidenae tontrary to the Department’s claim, we suppbeth of the machines
directly to the Department.

At a hearing held on September 23, 2009, the Gmagpted our application to summon the Arbitratoa avitness. At the hearings which took place omextber 29
and November 30, 2010, the Arbitrator testifiecCiourt. In his testimony the Arbitrator describedgedural flaws which occurred, in his view, durthg arbitration and also
related to threats which were made against hinhbySecretary of the Ukrainian Chamber of Commenckeladustry in the course of the arbitration sassio

Following the testimony of the Arbitrator, the Deaent asked the Court to summon the other two idkama arbitrators as witnesses. The Court accehiedequest
and scheduled hearings for their testimonies irteSeper 2011.
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Based on the opinion of our legal advisors reprisgmus in this matter, we believe that the aboentioned Ukraine Arbitration Court decision is in&et, as a matter
of law, that the Ukrainian government'’s claim hasmerit and that the Ukrainian Arbitration Proceepi were legally defective. Based on the opinioawflegal advisors, we
further believe that there is a good chance thati&rewill be denied. Therefore no provision haeh made in the financial statements with respettte claim for restitution of
$1,047,740.

(C) On October 30, 2003, SuperCom Slovakia, a gidryi (66%) of Vuance Ltd., received an award fribve International Arbitral Centre of the Austriaederal
Economic Chamber (“IAC"), in a case against the istiy of Interior of the Slovak Republic relating the agreement on delivery of Technology, Coojparatnd Services
signed on March 17, 1998. Upon the Arbitral Awales Ministry of Interior of the Slovak Republic waslered to pay SuperCom Slovakia the amount of 88)00,000
(approximately $3,519,000 as of December 31, 2@k interest accruing from March, 1999. In additithe Ministry of Interior of the Slovak Republi@s ordered to pay the
costs of arbitration in the amount of EUR 42,71pfaximately $57,000 as of December 31, 2010) aqgeBCom Slovakia’s legal fees in the amount of EB3611
(approximately $84,000 as of December 31, 2010) h&fe begun an enforcement proceeding to collecathitral award. The Ministry of Interior of théo8ak Republic filed a
claim with the Commercial Court in Vienna, Austoa February 10, 2004, whereby it challenged andesigd to set aside the arbitral award. Duringesepér, 2005, the
commercial court of Vienna dismissed the claim.@mober 21, 2005, the Ministry of the Interior bétSlovak Republic filed an appeal. On August ZBI& the Austrian
Appellate Court rejected the appeal and ordered/inéstry to reimburse Supercom Slovakia's costthefappellate proceeding in the amount of EUR&6Bhin 14 days. On
October 3, 2006, we were informed that the Minisiayl decided not to file an extraordinary appeahé&Austrian Supreme Court’s decision rejectisgajppeal. To date, our
efforts to enforce the Commercial Court’s decidiave been unsuccessful.

(D) On December 16, 1999, Secu-Systems Ltd. (“Sgstems”) filed a lawsuit with the District Count Tel-Aviv-Jaffa jointly and severally against us and InkSuce
(“InkSure”) (our former subsidiary, which becamsubsidiary of InkSure Technologies, Inc.) seekimgpananent injunction and damages arising fronptirging method
applied to certain products developed by Inksurétsl lawsuit, Secu-systems asserted claims ofthrefia confidentiality agreement between Secuesgstand us, unjust
enrichment by us and InkSure, breach of fiduciartfed owed to Secu-systems by us and InkSure, mispgation of trade secrets by us and InkSure,dardage to Secu-
systems’ property. On March 15, 2006, the Couriatethe breach of contract claim, but upheld ttaénclfor misappropriation of trade secrets and @dénkSure and us to
cease all activity involving the use of the confitdal knowledge and/or confidential information®écu-systems. In addition, the court ordered udrmksilire to provide a report
certified by an accountant setting forth in fulktincome and/or benefit received by InkSure andsua result of the misappropriation activity thriodlge date of the judgment,
and ordered us and Inksure, jointly and severtdlpay to Secu-systems compensation in the sumM®flR0,000 ($28,000 as of December 31, 2010) ayal Expenses as well
as attorney'’s fees in the sum of NIS 30,000 ($8#96f December 31, 2010). Secu-systems has filegppeal, and we and InkSure filed a counter-appeahe ruling above.

During the years thereafter several court sessi@ne held, judgments were made and appeals wetkeli each of the parties.

On December 15, 2009, the court suggested thatatiees attempt to resolve this dispute throughiatesh. All of the parties agreed to mediate thetera

In the course of the mediation process, during 28htagreement in principle was reached, accordinghich the mediator will be authorized to detarenthe sum,
within the range between NIS 750,000 (approxima$2¥%1,000 as of December 31, 2010) and NIS 1,000&0@proximately $282,000 as of December 31, 2040)ch we
shall pay to Secu-Systems. Pursuant to such agréemprinciple, the amount determined by the mediill be paid by us during 2011 in 10 equal, secutive monthly
installments.

As of December 31, 2009 we made an allowance imtheunt of $230,000 related to this litigation.

Following the said agreement in principle, a birgdinediation agreement was signed by the partiesparSeptember 1, 2010, a mediation session wds @Qal
November 30, 2010, the mediator determined thastime we will have to pay to Se-System is NIS 893,000 (approximately $252,000fd3exember 31, 2010).

(E) We lease office space in Qadima, Israel, fram&t HaSharon (“Somet”) under a lease agreemeetazhinto in 2005. In 2009, we discovered a disanep in the

lease agreement between the amount of space iediaatleased in the agreement and the amountad spgtually possessed by us. Accordingly, we semte$ a set-off notice
regarding the excess lease payments that, accaalimg Somet has collected from us from the conueent of the lease period.
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The entire dispute has been submitted to an agrped-Arbitrator.

On June 28, 2010, the arbitral award was recepedsuant to which the claim against us was accemtelcour counterclaim was rejected. In additiogaleexpenses in
the amount of NIS 20,000 (approximately $6,000fd3exember 31, 2010) were awarded in favor of Somet

We settled the entire debt in respect of that despuOctober 2010.

(F) Vuance Inc., our wholly-owned U.S. subsidiargsithe defendant in an action filed on March 28,02 the Circuit Court for Milwaukee County by tkmmer
employees, which are also our shareholders. ThePtaiotiffs in that matter claimed that each wasmey to an Employment Agreement with Vuance Imd ¢hat Vuance Inc.
was in breach of those agreements. Each of thed&ymgnt Agreements provides, inter alia, that aspuliies arising under or in connection with the &grent shall be
resolved by third-party mediation and, failing tHag binding arbitration. Accordingly, counsel etmatter have agreed to have the dispute medigtadhird party. Counsel
has agreed that the time for Vuance Inc. to answetherwise respond to the complaint in the masténdefinitely extended. Together, the Plaintiffaimed they have been
damaged in an amount of $168,000. Vuance Inc. raaddlowance of $168,000, in 2009 that reflectsetkgected expenses related to this litigation.

On July 15, 2010 the two Plaintiffs voluntarily disssed the case without prejudice. As of DecemtieB10, we reassessed the allowance and decicked tioe
allowance at an amount of $100,000, since we asstina the employees’ claim remained valid.

Dividend Policy

We have not distributed a cash dividend since Augiés1997 and we do not anticipate any dividerstritiution in the foreseeable future. Under thagéirCompanies
Law, dividends may only be paid out of profits ligavailable for distribution (the “Profits Critit”) and provided that there is no reasonable cont®t such payment will
prevent us from satisfying our existing and foredée obligations as they become due. In additiagrapetent court may approve, as per a motion fiddzeby a company in
accordance with the Israeli Companies Law requirgme payment which does not meet the Profit Gaitprovided that the court was convinced thatehg no reasonable
concern that such payment will prevent the comgdemy satisfying its existing and foreseeable olilgyss as they become due.

In accordance with our Articles of Association, @aard of Directors may from time to time declanel@ause the Company to pay to the shareholdehsistarim or
final dividends as the Board of Directors deemgappate considering the profits of the Company Bndompliance with the provisions of the Israetir@panies Law.

Subject to the rights of the holders of share@abvidends, and to the provisions of our ArtictdsAssociation, dividends, whether in cash or im®shares, shall be
paid or distributed, as the case may be, to shitetsopro rata to the amount paid up or creditepeéd up on account of their shares, without takitig consideration any
premium paid thereon.

B. Significant Changes

On March 30, 2011, we entered into a financing egrent with Sigma that entitles us to refinancestiart-term obligations under the Convertible Bohdkl by Sigma
on a long-term basis. Pursuant to the agreemedtsaject to certain conditions and covenants, Sigostponed all mature amounts, relating to pradapd interest, as of
December 31, 2010, to January 1, 2012. As of tie afethe agreement we met the required covenamtsiecording to our management assessment it isomsidered probable
that we will fail to meet such covenants until Desber 31, 2011. In addition, the agreement requivasinterest amounts with respect to fiscal 20llllbecome due during July
2011 and thereafter. As a consequence of thading agreement, as of December 31, 2010, ourdotatanding debt to Sigma under the ConvertibledBds $4,262,000, of
which $2,453,000 is presented among convertiblelbglong-term balance) and $1,810,000 is presartezhg long-term loan and others.
ITEM 9. The Offer And Listing.

A. Offer and Listing Details

The tables included below set forth informationamting the price history of the ordinary sharestb@ Euronext Brussels stock market and the OTCeBno

Board/NASDAQ/Pink OTC Market for the periods indied.
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We were traded on the NASDAQ Europe stock marketesiApril 19, 1999. On October 23, 2003, followihg closing of the NASDAQ Europe stock market, we
transferred the listing of our shares to EuronaxtsBels stock market where we traded under the alytWbJNC.” We applied for delisting of our share®m the Euronext
Brussels stock market, and our application was@ma on May 6, 2008, effective August 4, 2008.

Our ordinary shares were quoted on the OTC BulBtiard Market under the symbol “VUNC.OB,” from Nawber 5, 2004 until August 22, 2007.
Our ordinary shares approved for listing on NASDAQI began trading effective August 23, 2007. Treeshwere traded on NASDQ under the symbol “VUNC.”

On September 29, 2009 we received a NASDAQ StaféiD@nation letter indicating that we failed to goisnwith the minimum stockholders’ equity requiremef
$2.5 million as set forth in Listing Rule 5550(iirfnerly Marketplace Rule 4310(c)(3)). As a resalir securities were delisted from The Nasdaq Skéakket and trading in
our shares was suspended effective at the opemsafdss on October 1, 2009.

Following the delisting from the NASDAQ, as of thpen of business on October 1, 2009, we had begseaidby Pink OTC Markets Inc., which operates leateonic
quotation service for securities traded over-thenter, that our securities were immediately eligifdr quotation in the Pink Sheets. Our ordinagreh are currently quoted
under the ticker symbol “VUNCF".

The following table shows, for the periods indichtéhe high and low closing prices of our ordinahares in U.S. dollars as reported on the NASDA@ @I stock
market or the Euronext Brussels stock market, aficgble until August 4, 2008 (conversion to U.8llars is based on the exchange rate publishetidBank of Israel). The
following table also shows, for the periods indézhtince November 5, 2004, the high and low clopiices of our ordinary shares on the Pink OTC Made OTC Bulletin
Board Market or NASDAQ, as applicable.

The Company has not issued any securities in céiomewith a pre-emptive issue.

Period European market (1) US market (2)
Per share ($) Per share ($)
High Low High Low
Annual
2006 6.71 8.l 6.5¢ 3.24
2007 5.2¢ 3.5¢ 6.1¢ 3.82
2008 3.9((1) 2.40(1) 4.6¢ 0.2¢
2009 N/A N/A 0.6¢ 0.2C
2010 N/A N/A 0.2¢ 0.0
Financial quarters

2009

First quartel N/A N/A 0.6¢ 0.24
Second quarte N/A N/A 0.64 0.2€
Third quartel N/A N/A 0.4t 0.3C
Fourth quarte N/A N/A 0.5t 0.2C
2010

First quartel N/A N/A 0.2¢ 0.0¢
Second quarte N/A N/A 0.24 0.1C
Third quartel N/A N/A 0.1€ 0.1C
Fourth quarte N/A N/A 0.14 0.0t
2011

First quartel N/A N/A 0.1z 0.0€
Most recent six months

May 2011 N/A N/A 0.1z 0.04
April 2011 N/A N/A 0.14 0.07
March 2011 N/A N/A 0.1z 0.07
February 201: N/A N/A 0.1C 0.0€
January 201 N/A N/A 0.1z 0.07
December 201 N/A N/A 0.11 0.0t

(1) Our shares were quoted on the NASDAQ Europekstearket since April 19, 1999 and since October2B®3, on the Euronext Brussels stock market. Wydied
for delisting of our shares from the Euronext Balsstock market, and our application was appraretay 6, 2008, effective August 4, 2008.

(2) Our ordinary shares were quoted on the OTCehinlboard from November 5, 2004 and since Aug8s2R07, our ordinary shares were approved foiirigadn
NASDAQ under the symb“VUNC” and the trade on the OTC Bulletin Board cedsOn October 1, 2009 our ordinary shares stéeéath quoted under the ticker symbol
“VUNCF” on the Pink OTC Market.

(3) Share prices are adjusted to give effect tolefor-5.88235 reverse share split effective fading purposes on May 14, 2007.
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On June 10, 2011, the last reported sale pricaiobalinary shares on Pink Sheets was $0.12 pee sha
Lack of Liquidity

The delisting of our ordinary shares from the NASDAarket, significantly affects the ability of irsters to trade our securities and negatively asfdwe liquidity of
our ordinary shares. "Penny stock" rules may ntakeng or selling our ordinary shares difficultveeely limiting the market price of our ordinaryashs and the liquidity of our
shares in the U.S. Trading in our ordinary shamag be subject to the "penny stock" regulationpeetbby the SEC. These regulations generally defitgenny stock” to be
any equity security that has a market price of teas $5.00 per share, subject to certain exceptibhnese rules require that any broker-dealer whommends our securities to
persons other than prior customers and accreditezsiors must, prior to the sale, make a speci#ienrsuitability determination for the purchasadaeceive the purchaser's
written agreement to execute the transaction. Wrdesexception is available, the regulations reqdélivery, prior to any transaction involving &fmy stock," of a disclosure
schedule explaining the penny stock market andisike associated with trading in the penny stockkeia In addition, broker-dealers must disclose gossions payable to both
the broker-dealer and registered representativeamdnt quotations for the securities they offdre additional burdens imposed upon broker-dedlgsuch requirements may
discourage broker-dealers from effecting transastia our stock, which could severely limit thedlidity of our stock.

B. Plan of Distribution

Not applicable.

C. Markets

Our ordinary shares were listed for trade on the&ext Brussels stock market, from October 23, 20@er the symbol “SUP,” which became “VUNC” after
corporate name change on May 14, 2007. We appdieddiisting of our shares from the Euronext Brissstock market, and our application was approvetflay 6, 2008,
effective August 4, 2008.

Since November 5, 2004, our ordinary shares haeetedded on the OTC Bulletin Board under the syit®BCBF.OB," which, following our recent name chan
became “VUNCF.OB.” Since August 23, 2007, our oaglynshares were approved for trading on NASDAQ utige symbol “VUNC” and the trade on the OTC ButieBoard
ceased. On October 1, 2009 our ordinary sharetedtheing quoted under the ticker symbol “VUNCF”"tba Pink OTC Market.

D. Selling Shareholders

Not applicable.
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E. Dilution
Not applicable.
F. Expensesof the Issue
Not applicable.
ITEM 10.  Additional Information.
A. Share Capital
Not applicable.
B. Memorandum and Articles of Association
Our Memorandum of Association and Articles of Adation are attached hereto as noted in Item 19.

We are a public company organized in the Statsrael under the Israeli Companies Law. We are texgid with the Registrar of Companies of the Stétsrael as a
publicly traded corporation and we have been assigrublic company number 52-00-4407-4.
Set forth below is a summary of certain provisiohsur Memorandum of Association (the "Memorandurttfe Articles of Association (the "Articles") atlte Companies Law
as it applies to the company. This description daggurport to be complete and is qualified ireitsirety by reference to the full text of the Mawmwadum and Articles and by
Israeli law. The Memorandum, which integrates ithi® text all amendments thereto since our incotraand the Articles, which were adopted in Aug2@307, are
incorporated by reference as exhibits to this Ffaf.

OBJECTS OF THE COMPANY

Pursuant to Section 2 of the Memorandum, the grala@bject for which we were established is to grega the development, manufacture, implementatioh
marketing of computerized systems in general amdpeterized systems for producing tags, computenedograph databases for the purpose of idertiificand for issuing
various certificates in particular; consultatiortle above fields; development, manufacture, impleation and marketing of any product based orktlosvledge and expertise
of the parties; and the purchase, sale, importpgnd implementation of any action required @lize the above objectives.

DIRECTORS

Our Articles provide that the number of directoraynbe determined from time to time by the Boar®oéctors, and unless otherwise determined, thebsuraf
directors comprising the Board of Directors will between four and ten. With the exception of ouemal directors, who are elected for three yeanseand may only be elect
for three year terms in accordance with the Isi@elnpanies Law and the amendments thereto as bles@bove, our directors are elected for a onetgear ending at the
following annual general meeting of shareholdemwElver, if no directors are elected at an annuatimeg, then the persons who served as directorsaiately prior to the
annual meeting shall be deemed reelected at the saeting. The general meeting may resolve thaeatdr be elected for a period longer than byrteet annual general
meeting, but not longer than the third next anmu@éting. Directors may resign or in certain circtanses be removed by our general meeting pridrgeekpiration of his term.

The board may appoint additional directors (whetbdill a vacancy or create new directorship) éove until the next annual shareholders meetingase an office of
director has been vacated, the remaining direct@s continue to act in every matter so long astimaber of its members is not less than the quorguired at the time for
meetings of the board. If the number of membeithethoard decreases below said quorum, the bodirdatibe entitled to act except in case of emecgar for appointing
additional directors in order to fill vacant posiis on the board or to call a general meeting ®ftiareholders. The Board of Directors elects diits members to serve as the
Chairman.

The Board of Directors may meet and adjourn itstinge as it deems fit, provided, however, thatlibard must meet at least once in every three mqutied. A
meeting of the board may be called at the requesach director. The quorum required for a meetifithe board is not less than 30% of the numbaeliretctors and in any event
not less than two directors. Issues arising atBogrd of Directors’ meeting are decided by a majaf votes cast at the meeting. In lieu of a baaekting a resolution may be
adopted in writing if signed by all directors, amdneeting may also be held through telephone cenéeror other communications means, provided howteaé all participants
may hear each other simultaneously.
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Subject to the Companies Law, the board may dedegyay of its powers to committees consisting déast three directors, provided that each such dttesrshall
include at least one external director. The Boddicectors may from time to time revoke such del#an or alter the composition of any such comraitteny committee so
formed must exercise its powers in accordance aithdirections given to it by the board. Under@wnpanies Law the Board of Directors must appairaadit committee,
comprised of at least three directors and incluaithgf the external directors. Pursuant to the radeel Israeli Companies Law, as of the Amendmeng Batnajority of the audit
committee must be Independent Directors. Indeperdieactors are defined as either external directoras directors who i) meet the requirementqabdernal director, other
than the requirement to possess accounting anddialeexpertise or professional qualifications, émel audit committee confirms that the individuadets such requirements; ii)
have been directors in the company for no more ¢hgears (breaks of up to two years do not intertto@ duration); and iii) were classified as sughth®e company. The
chairman of the audit committee must be an extatinattor.

The function of the audit committee is to revievegularities in the management of our businessacdmmend remedial measures. The committee igedgored,
under the Companies Law, to approve certain relpéety transactions. Following the Amendment D#te,responsibilities of the audit committee shibanclude approving
the terms of compensation of company officers,sifgiig company transactions as extraordinary fatisns or non-extraordinary transactions and asmaaor non-material
transactions in which an officer has an interedti¢iv will have the effect of determining the kinfloorporate approvals required for such transajtiassessing the proper
function of the company’s internal audit regime aedermining whether its internal auditor has thguisite tools and resources required to perfoswdie and to regulate the
companies rules on employee complaints, reviewiegstope of work of the compasyihdependent accountants and their fees, and ingpleng a whistleblower protection p
with respect to employee complaints of businesgirfarities.

FIDUCIARY DUTIES OF OFFICERS

The Companies Law codifies the fiduciary dutieq tldfice holders," including directors and exewetofficers, owe to a company. An office holdeidsi€iary duties
consist of a duty of care and a duty of loyaltyeThuty of loyalty includes avoiding any conflictinoterest between the office holder's positiorhi@a tompany and his personal
affairs, avoiding any competition with the compaayoiding exploiting any business opportunity af tompany in order to receive personal advantagkifieself or others, and
revealing to the company any information or docutseelating to the company's affairs which theagfholder has received due to his position as ficediolder.

APPROVAL OF CERTAIN TRANSACTIONS
Transactions with Office Holders; Extraordinary Tigactions

Under the Companies Law, all arrangements as togpeosation of office holders who are not directanscontrolling parties, require approval of the iawdmmittee (an
following the Amendment Date or a compensation mittee to the extent that it complies with the stiaty requirements which apply to the audit comeeiftand the Board
Directors. Arrangements regarding the terms of esmpent and compensation of directors also requmgraval by the audit committee, the Board of Dicestand th
shareholders.

The Companies Law requires that an office holdehefcompany promptly disclose any personal inte¢hed he or she may have and all related matierfiatmation
known to him or her, in connection with any exigtior proposed transaction by the company. In agidiif the transaction is an extraordinary transacas defined under Israeli
law, the office holder must also disclose any peatiterest held by the office holder's spouddirgis, parents, grandparents, descendants, spalesendants (and subseqt
to the Amendment Date, also the siblings and parefithe office holder's spouse) and the spousasybf the foregoing. In addition, the office hetdnust also disclose any
interest held by any corporation in which the dadftwlder is a 5% or greater shareholder, direatgeaeral manager or in which he or she has tie tigappoint at least one
director or the general manager. An extraordineagdaction is defined as a transaction other thaneg ordinary course of business, otherwise thlemarket terms, or that is
likely to have a material impact on the companyitability, assets or liabilities.

In the case of a transaction which is not an extliaary transaction, after the office holder coraplivith the above disclosure requirement, only dagproval is
required unless the articles of association ofctirapany provide otherwise. The transaction musbeadverse to the company's interest. Furthernfdtes transaction is an
extraordinary transaction, then, in addition to approval stipulated by the articles of associatibalso must be approved by the company's awditrgittee and then by the
Board of Directors, and, under certain circumstanbg a meeting of the shareholders of the company.
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An individual who has a personal interest in a erdttat is considered at a meeting of the Boadiagctors or the audit committee may not be preagttie
deliberations or vote on this matter, however sgbsat to the Amendment Date, with respect to aie®ffolder, he/she may be present at the meetsugisiions if the chairm
determines that the office holder has to presennthtter. If a majority of the directors has a peed interest in a transaction with us, such doectmay be present at the
deliberations and vote in this matter, and shadsgradpproval of the transaction is required.

The Companies Law applies the same disclosurenagents to a controlling shareholder of a publimpany, which includes a shareholder that holds 26%ore of
the voting rights if no other shareholder owns nthen 50% of the voting rights in the company. Batdinary transactions with a controlling sharebolor in which a
controlling shareholder has a personal interest,the terms of compensation of a controlling shalddr who is an office holder, and subsequentiécAmendment Date also
relating to the provision of services to the compaaquire the approval of the audit committee,Bloard of Directors and the shareholders of thepammg by simple majority,
provided that either such majority vote must inelad least one-third (and following the Amendmeate) one-half) of the shareholders who have ncopetsnterest in the
transaction and are present at the meeting (wittaddirig into account the votes of the abstainirgysholders), or that the total shareholdings o$¢hoho have no personal
interest in the transaction who vote against taesaction represent no more than one percent ¢oaing the Amendment Date, two percent) ofWéing rights in the
company.

Following the Amendment Date, agreements and esdiiaary transactions with duration exceeding thyears are subject to epproval once every three years by
audit committee, board of directors and the shddehs of the company. Extraordinary transactiony fma approved in advance for a period exceedineetlyears if the aur
committee determines such approval reasonable uhdesircumstances. In addition, agreements an@@xdinary transactions with duration exceedingéehyears which we
approved prior to the Amendment Date will need ¢or&approved by the proper corporate actions at ther laft the first general meeting held after the Admaent Date, si
months after the Amendment Date or the expiratibthiee years from the date on which they approesén though they were properly approved priott® passing of tt
amendment to the Companies Law.

In addition, a private placement of securities thiéitincrease the relative holdings of a sharekolidhat holds five percent or more of the compaaytstanding share
capital (assuming the exercise or conversion odedlrities held by such person that are exer@dablor convertible into shares) or voting rightghat will cause any person to
become, as a result of the issuance, a holder of than five percent of the company's outstandiragescapital or voting rights, requires approvathmy Board of Directors and
the shareholders of the company. However, if tieeivéng party is not a director in the company GO, or a controlling shareholder, and will notd®e a controlling
shareholder as a result of the private placembéatesiolder approval is not required if the allotedurities amount to less than twenty percertt@tbmpany's outstanding
voting rights before the allotment. Since our shame traded and were offered to the public ontgide of Israel, and as long as our shares areffered to the public or
registered for trade in Israel, we are exemptenhfiitese limitations concerning private placements.

Under the Companies Law and as long as our Arteleshot amended to determine otherwise, certamlugons, such as resolutions regarding mergadsyandings
up, require approval of the holders of 75% of tharss represented at the meeting and voting thereon

Disclosure of Personal Interests of a Controllingageholder; Approval of Transactions with Controtli Shareholders

The disclosure requirements which apply to an effiolder also apply to such transaction with resggebis or her personal interest in the transacfide Israeli
Companies Law provides that an extraordinary tretica with a controlling shareholder or an extraoady transaction with another person in whom thietiolling shareholder
has a personal interest or a transaction with &ralling shareholder or his relative regarding terof service and employment, must be approved éwtitit committee, the
board of directors and shareholders. The sharehafgfroval for such a transaction must includeeast one- half of the shareholders who have nmpaténterest in the
transaction who voted on the matter (not includibgtentions). The transaction can be approved énekhlders without this one- half approval if tbtat shareholdings of those
shareholders who have no personal interest and against the transaction do not represent morettha percent of the voting rights in the company.
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Under the Companies Regulations (Relief from Rel&arty Transactions), 57&D00, promulgated under the Israeli Companies laaamended, certain extraordin
transactions between a public company and its ebiing shareholder(s) do not require sharehold@rayal. Such extraordinary transactions must beaymal by both the Board
and the audit committee and (i) must involve thieesion of an existing transaction that was dulyraped and does not involve any significant changee terms of the
existing transaction or the change is solely ferlikenefit of the company; (ii) is solely for thenkét of the company; (iii) is with the controllirghareholder or another person in
which the controlling shareholder has an interestthe transaction is in accordance with the tesfiismaster agreement that was duly approvedigiwjith the controlling
shareholder or another person in which the comigoBhareholder has an interest, the purpose aflwikia transaction of theirs with a third partyagoint proposal to enter intc
transaction with a third party, and the terms eftlansaction that apply to the controlling shalééioare not significantly different from the terthat apply to the controlling
shareholder or an entity controlled by him (whé&ing into account the extent of their respectiveolvement in the transaction); or (v) is among pamies controlled by the
controlling shareholder, or between the public campand the controlling shareholder or anothergrens which the controlling shareholder has a peasoterest, and the
transaction is on market terms, within the ordinesyrse of business and does not harm the compaagdition, under such regulations, directors’ pemsation and
employment arrangements in a public company doawtire the approval of the shareholders if bothathdit committee and the board of directors atireesuch arrangements
are solely for the benefit of the company. Alsoplsyment and compensation arrangements for aneofffidder that is a controlling shareholder of aljgulbmpany do not
require shareholder approval if certain criteria mret. The foregoing exemptions from shareholdpraal will not apply if one or more shareholdedding at least 1% of the
issued and outstanding share capital of the compan§the company’s voting rights, objects to tise of these exemptions provided that such objedisubmitted to the
company in writing not later than fourteen daysrirthe date of the filing of a report regarding #uption of such resolution by the company purstatie requirements of the
Israeli Securities Law. If such objection is dulydaimely submitted, then the transaction or conspéion arrangement of the directors will requirarsgholders’ approval as
detailed above.

In addition, a private placement of securities thifit (i) cause a person to become a controllingreholder or (ii) increase the relative holdingsiahareholder that
holds 5% or more of the company’s outstanding sbapéal, or (iii) will cause any person to becoraga result of the issuance, a holder of more 38amf the company’s
outstanding share capital in a private placementhith 20% or more of the company’s outstandingeicapital prior to the placement are offered,ghgment for which (in
whole or in part) is not in cash or not under matkems, requires approval by the board of directord the shareholders of the company.

The Israeli Companies Law provides that an acdarsiof shares in a public company must be made &gns of a special tender offer if as a result efabquisition the
purchaser would the control 25% or greater of tragany's voting rights. This rule does not applhére is already another such shareholder whiotrais 25% or greater of
the company's voting rights. Similarly, the Isra@impanies Law provides that an acquisition ofaham a public company must be made by means péa tender offer if as
a result of the acquisition the purchaser wouldifgreater than a 45% voting rights in the companygss there is another shareholder holding mane &45% voting rights in
the company. These requirements do not apply)tth€iacquisition of shares in a private placememyided that such private placement was apprawyetthe general meeting
the company’s shareholders as a private placemepbging to confer to the offeree the control 682 or greater of the company's voting rights if tikere is no other holder of
such a block of shares, or purporting to confehtofferee 45% of the voting rights in the compériliere is no other person holding fofiye percent of the voting rights in t
company; (ii) was from a shareholder which cont®&386 or greater of the company's voting rights Wwhisulted in the acquirer becoming a a sharehaoldiére company
shareholder which controls 25% or greater of themany's voting rights, or (iii) was from a shareteslholding a 45% of the voting in the company Whiesulted in the
acquirer becoming a holder of a 45% of the votiggts in the company. A special tender offer willy be considered accepted if: (i) half the oféaréexcluding the controlling
shareholders of the offeror and excluding the hsldé a 25% or more block of the voting rightstie tompany) that gave notice of their positioneispect of the tender offer,
accept the tender offer; and (ii) at least 5% efibting rights in the company are purchased irtéhder offer. Under the Companies Regulationsli¢Rfor Public Companies
whose Shared are Traded on Exchanges outsideaef)ishe above requirements for a special tender db not apply in instances whereby accordinthéolaws of the foreign
jurisdiction there are limitations regarding thejaisition of a controlling interest in the compaufyany specified portion or the acquisition of atolling interest of an’
specified portion necessitates an offer by themg@tkacquirer of a controlling interest to acqusteares from amongst the publicly traded shares.I3raeli Securities Authority
is of the view that US securities laws and exchaegelations of various exchanges do not purpolitii the acquisition of controlling interests @dncompany, do not require the
potential acquirer of a controlling interest to reaa offer to acquire shares from the public, anduch Israeli companies that are publicly tradede United States of Ameri
cannot benefit from these relief regulations aredtaus subject to the general provisions of the Gamies Law which require a special tender offeswgined above.

If, as a result of an acquisition of shares, thguaer will hold more than 90% of a public companyutstanding shares or a class of shares, thesgaumust be made |
means of a tender offer for all of the outstandshgres or a class of shares. If less than 5% obtis&tanding shares are not tendered in the teofflen, and (following th
Amendment Date) more than half of the shareholdéisout a personal interest in accepting the diéedered their shares, then all the shares thatdtpeirer offered to purche
will be transferred to the acquirer. The Israelin@@nies Law provides for appraisal rights if anyrsholder files a request in court within three thenfollowing the
consummation of a full tender offer (provided, hoee that following the Amendment Date and subjectertain exceptions, the terms of the tenderrafiay state that
shareholder that accepts the offer waives such)rifimore than 5% of the outstanding shares ateendered in the tender offer, then the acquiray not acquire shares in
tender offer that will cause his shareholding tae=d 90% of the outstanding shares; provided, heryekiat following the Amendment Date, if the distieg shareholde
constitute less than 2% of the issued and outstgnshare capital of the company then the full tendé be accepted and all of the shares that tguaer offered to purcha
will be transferred to the acquirer by operatiorany.
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DUTIES OF SHAREHOLDERS

Under the Companies Law, a shareholder has a dugttin good faith and in a customary way towahéscompany and other shareholders and to refram &busing
his or her power in the company including, amortgeothings, when voting in a general meeting ofshalders on the following matters:

« any amendment to the articles of association;

« anincrease of the company's authorized shareatapit

e amerger; or

« approval of interested party transactions whiclumegshareholder approval.

Furthermore, the Companies Law requires that aeslodder refrain from acting in a discriminatory mantowards other shareholders.

The Companies Law does not describe the substdribe aforementioned duties of shareholders, baviges that laws applicable to a breach of contadjusted
according to the circumstances shall apply to adire®f such duties. With respect to the obligatmrefrain from acting discriminatorily, a sharethel that is discriminated
against can petition the court to instruct the canmypto remove or prevent the discrimination, ad a&lprovide instructions with respect to futuréatcs.

In addition, the Companies Law dictates that amytrmdling shareholder, any shareholder who knoves thpossesses power to determine the outcomeslofi@holder
vote and any shareholder who, pursuant to the giems of a company's articles of association, hapbwer to appoint or prevent the appointmennaddféice holder in the
company, is under a duty to act with fairness talwsahe company.

The Companies Law does not describe the substdribe aforementioned duty to act with fairness fimaivides that laws applicable to a breach of cantedjusted
according to the circumstances and taking into aetthe status within the company of such shareratiall apply to a breach of such duty.

EXEMPTION, INSURANCE AND INDEMNIFICATION OF DIRECTO RS AND OFFICERS EXEMPTION OF OFFICE HOLDERS

Under the Companies Law, an Israeli company mayerempt an office holder from liability for breaohhis duty of loyalty, but may exempt in advanceoéfice
holder from liability to the company, in whole orpart, for a breach of his duty of care, provittegl articles of association of the company allote itlo so. Our Articles allow 1
to exempt our office holders from liability towards for breach of duty of care to the maximum expemmitted by law.

OFFICE HOLDER INSURANCE

Our Articles provide that, subject to the provisiaf the Companies Law, we may enter into a cohfoadhe insurance of the liability of any of oofifice holders for
any act done by him or her by virtue of being aficefholder, in respect of any of the following:

« ahbreach of duty of care towards us or any othesque

« abreach of fiduciary obligations towards us, pded that the office holder acted in good faith had reasonable grounds to assume that his or hesoaéd not
be to our detrimen

« afinancial liability imposed on him or her in favaf another person, or

« any other event for which insurance of an officédbois or may be permitted.
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INDEMNIFICATION OF OFFICE HOLDERS

Our Articles provide that we may indemnify an offinolder for the following cases of liability andpenses incurred by him or her as a result of ad@ee by him or
her by virtue of being an office holder:

« financial liability imposed upon said office holderfavor of another person by virtue of a decidigra court of law, including a decision by waysettlement or a
decision in arbitration which has been confirmedalyourt of law
« reasonable expenses of the proceedings, includimgers’ fees, expended by the office holder or isgabon him by the court for:
(1) proceedings issued against him by or on beaifaie Company or by a third par
(2) criminal proceedings in which the office haladeas acquitted; c
(3) criminal proceedings in which he was convidtedn offense, which did not require proof of dnai intent; or
« any other liability or expense for which the indéfization of an officer holder is not precluded layv.

We have obtained directors and officers liabiliigurance for the benefit of our office holders.
LIMITATIONS ON EXEMPTION, INSURANCE AND INDEMNIFICA  TION

The Israeli Companies Law provides that a compaay not exempt or indemnify an office holder, oregribto an insurance contract, which would provideerage fo
any monetary liability incurred as a result of afiyhe following:

« abreach by the office holder of his or her dutyogflty towards the company unless, with respe@s$urance coverage, the office holder acted oddaith and
had a reasonable basis to believe that the actdwmilprejudice the compan

« ahbreach by the office holder of his or her dutgafe if the breach was done intentionally or reskly;

« any act or omission done with the intent to deendllegal personal benefit; or

« any fine levied against the office holder.

REQUIRED APPROVALS

In addition, under the Companies Law, any exemptipimdemnification of, or procurement of insurareoverage for, our office holders must be apprdwedur audit
committee and our Board of Directors and, if thadfeiary is a director, an additional approvalday shareholders is required.

RIGHTS OF ORDINARY SHARES

Our ordinary shares confer upon our shareholdersigint to receive notices of, and to attend, shalder meetings, the right to one vote per ordirsdnrgre at all
shareholders' meetings for all purposes, and trestgually, on a per share basis, in such dividesdsay be declared by our Board of Directors;upah liquidation or
dissolution, the right to participate in the distriion of any surplus assets of the Company legadbjilable for distribution to shareholders aftayment of all debts and other
liabilities of the Company. All ordinary shares kawari passu in all respects with each other. CaarB of Directors may, from time to time, make sualis as it may think fit
upon a shareholder in respect of sum unpaid inetsyf shares held by such shareholder which ipagable at a fixed time, and each shareholdel gaglthe amount of every
call so made upon him (and of each installmentetbieif the same is payable in installments).

MEETINGS OF SHAREHOLDERS

An annual general meeting of our shareholdersheilheld at least once in every calendar year,atet than 15 months after the last annual genegeting at such time
and at such place either within or without the &tetlsrael as may be determined by our Board ofdors.

Our Board of Directors may, whenever it deemsbinvene a special general meeting. Special gemeralings may also be convened upon requisitiocdoraance
with the Companies Law. Our Board is obligateddowene a special general meeting if it receivesitiam request from any of (a) two Directors or 26%he total number of
Directors; (b) one or more Shareholders, holdinigast 5% of our issued share capital and at [E4sof the shareholders’ voting power; or (¢) onenare shareholders holding
no less than 5% of the our issued voting shares.
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MERGERS

A merger of the Company shall require resolutioopdd by a simple vote cast at a general meetigtaking into account abstentions provided, howetvet
following the Amendment Date, if the transactiomisextraordinary transaction with a controllingugtholder or in which a controlling shareholder asnterest, then
the approvals required will be the corporate apalounder the Companies Law for such extraorditrarysaction (i.e. approval of the audit committeeard of directors and
shareholders vote, which shareholder approval mittstr include at least one-half of the shares beldisinterested shareholders who are presepgrison or by proxy, at the
meeting, or, alternatively, the total shareholdinfthe disinterested shareholders who vote ag#iestransaction must not represent more than svoemt)..

As stated above, a recent amendment to the Congphaie made certain changes to the rules of corpaavernance, which changes were described abalditidnal change
to the Companies Law which were not described alioslade:

« Code of Corporate Conduct. A code of recommendagotate governance practices has been attachedet€dmpanies Law; we are currently determining
applicability of such code to our compa

« Fines.The Israeli Securities Authority shall behawized to impose fines on any person or compamfopeing an action specifically designated as aabheunder t-
Companies Law

Although we expect to be in compliance with the @ames Law, there is no assurance that we willbgotequired to adjust our current corporate govezegractices,
discussed in this annual report, pursuant to tbeigions of this recently passed amendment to traganies Law .

C. Material Contracts

Except for the material contracts described in ltemRecent Developments and in Item 5 — Liquiditgl Capital Resources, we are not a party to dmgr ohaterial
contracts outside of the ordinary course of busines

D. Exchange Controls

Pursuant to a general permit issued in 1998 bysttaeli Controller of Foreign Exchange under ther€ucy Control Law, 1978 (the "Currency Control L'ythere are
virtually no restrictions on foreign exchange ie tBtate of Israel, except for certain reportinggatilons.

E. Taxation

To the extent that the following discussion is lthse new or existing tax or other legislation thas not been subject to judicial or administrainterpretation, there
can be no assurance that the views expressed hélielie accepted by the tax or other authoritreguiiestion. This discussion is not intended, houfd it be construed, as legal
or professional tax advice and it is not exhaustivall possible tax considerations.

Israeli Taxation

The following is a summary of the current matelsaheli tax laws applicable to companies in Iskai¢th special reference to its effect on us. Thimswary does not
discuss all the acts of Israeli tax law that mayeddevant to a particular investor in light of loisher personal investment circumstances or to dgpes of investors subject to
special treatment under Israeli law. Some parthisfdiscussion are based on new tax legislatiahttas not been subject to judicial or administeainterpretation. Accordingl
we cannot assure you that the views expresseidisicussion will be accepted by the tax autharitiequestion. The discussion is not intended &odilsl not be construed as
legal or professional tax advice and does not callgrossible tax considerations.

POTENTIAL INVESTORS AND HOLDERS OF OUR SHARES ARE URGED TO CONSULT THEIR OWN TAX ADVISORS AS TO THE IS RAELI OR
OTHER TAX CONSEQUENCES OF THE PURCHASE, OWNERSHIP AND DISPOSITION OF OUR ORDINARY SHARES, INCLUDING, | N PARTICULAR, THE
EFFECT OF ANY FOREIGN, STATE OR LOCAL TAXES.

The following discussion describes the materiadétirtax consequences regarding ownership and sltspoof Vuance's ordinary shares applicable to-teraeli
shareholders, including U.S. shareholders.
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General Corporate Tax Structure

Israeli companies are generally subject, in 20d@orporate tax at the rate of 25% on their taxaideme. This rate was 29% in the 2007 tax yea¥ &3t the 2008 tax
year and 26% for the 2009 tax year. On July 239288 part of the Arrangements Law for the peri@dc-2010, article 126 of the Income Tax Ordinance (N&wsion) — 1961
was amended, whereby the corporate tax rate waufgtddually reduced commencing in the 2011 tax gedrthereafter, as follows: 2011 — 24%, 2012 — 23943 —22%, 201-
- 21%, 2015 — 20% and 2016 and thereafter — 18%.

Protection against the effects of inflation or changesin the US dollar exchange rate

In the past, in order to avoid erosion of corporapital in times of high inflation, Israeli compeas implemented the Income Tax Law (Adjustment fdiation) 1985
that adjusted taxable income for changes in treels€onsumer Price Index. Since inflation in I$iaegecent years has not been significant, theime Tax Law (Adjustment f
Inflation) 1985 was canceled as from the 2008 &arsubject to provisions that were set out.

Taxation of Capital Gains Applicableto I sraeli Shareholders and Non-Israeli Shareholders
General

Israeli law generally imposes a capital gains taxhe sale of any capital assets by residentsaélisas defined for Israeli tax purposes, ancherstile of assets located
in Israel, including shares in Israeli companigsbbth residents and non-residents of Israel, grdespecific exemption is available or unless areaty between Israel and the
shareholder’s country of residence provides otheewrl he law distinguishes between real gain ardtiohary surplus. The inflationary surplus is atfgm of the total capital
gain which is equivalent to the increase of theweht asset’s purchase price which is attributetbtbe increase in the Israeli consumer price immfexn certain circumstances, a
foreign currency exchange rate, between the dapei@hase and the date of sale. The real gaireisxbess of the total capital gain over the infladiy surplus.

Israeli residents:
Individuals:

Commencing in January 1, 2006, a real capital danving to an individual will be taxed at a rate26%, on condition that the income is not classifas business
income from the vantage point of the individualisTwill apply to the entire real capital gain acedusince the date of purchase, or since Janu&Q08 if the purchase preceded
that date.

Notwithstanding the above, the real capital gaithlpé taxed at a rate of 25% in the following instas:

1. The individual deducts interest expenses and lialdifferentials

2. The seller is a "significant shareholderthet date of the sale of the securities or at ang turing the 12-month period preceding the sal&significant
shareholder" is defined in general as shareholdierwolds, either directly or indirectly, alone ogéther with another, at least 10% of any form pfeans of
control in a company. The term "together with aeotimeans together with a relative, or togethehwimeone who is not a relative with which thevidiial,
either directly or indirectly, has a regular cogiafe agreement regarding the affairs of the comyp

Companies:

The real capital gain on the sale of securitiea lopmpany will be taxed at the corporate tax rpf#ieable during the year of sale, as follows: 26126%, 2011 — 24%,
2012 — 23%, 2013 — 22%, 2014 — 21%, 2015 — 20%5 2018%.

Companies that prior to January 1, 2006 were ngiestito the Income Tax Law (Adjustments for Infiaf) — 1985, were taxed at a rate of 25% upon #pétal gain on the sale
of securities in the period 2006-2009. Based ah%af the income tax ordinance instructions andevision number 147, the real capital gain onsile and/or redemption of
securities by us in connection with this Annual Bepvill be subject to taxation at the corporateiate stated in section 126(A) of the income tedirance. This tax rate will
gradually decrease to a rate of 18% for the tax 846 and for each tax year thereafter.

Non-Israeli residents:

Generally speaking, Non-residents of Israel wilexempt from capital gain tax in relation to thées# ordinary shares traded in a stock exchanderasas (a) the
capital gains are not accrued or derived by theesddent shareholder’'s permanent establishmeisrael, (b) the ordinary shares in relation to whtah capital gains are derived
were acquired by the nonresident after the inligtihg of the ordinary shares and (c) neitherghareholder nor the capital gain is subject tcatertections of the Israeli income
tax ordinance.
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However, non-Israeli corporations will not be detitto such exemption if an Israeli resident (i$ laacontrolling interest of 25% or more in such-tenaeli corporation,
or (ii) is the beneficiary or is entitled to 25%mpore of the revenues or profits of such non-Is@@jporation, whether directly or indirectly.

In addition, pursuant to the Income Tax Treaty lestwisrael and the U.S. (the “Tax Treaty”), gaieswed from the sale, exchange or disposition afaxdinary shares
by a person who qualifies as a resident of the Within the meaning of the Tax Treaty and who istke to claim the benefits afforded to US resideamnder the Tax Treaty,
referred to as a Treaty US Resident, would notubgest to Israeli capital gains tax, unless suchRéSident owned, directly or indirectly, sharesespnting 10% or more of the
voting power of our company at any time during 1#2emonth period preceding such sale, exchangesposition.

In some instances where our shareholders may e lia Israeli tax on the sale of their ordinarpiss, the payment of the consideration may be sutneéhe
withholding of Israeli tax at the source. Howevander the Tax Treaty, such U.S. resident woulddryenfited to claim a credit for such taxes againstW.S. federal income tax
imposed with respect to such sale, exchange oosligpn, subject to the limitations in U.S. lawgapable to foreign tax credits. The Tax Treaty sloet relate to U.S. state or
local taxes.

U.S. Federal Income Taxation
General

The following is a summary of the material U.S.deal income tax consequences of the ownership eposition of our ordinary shares and warrants. fbliewing
discussion is not exhaustive of all possible taxsierations. This summary is based upon the lat&avenue Code of 1986, as amended (the “Codsgulations promulgated
under the Code by the U.S. Treasury Departmenliu@iog proposed and temporary regulations), rulimgsrent administrative interpretations and offigronouncements of tl
Internal Revenue Service (the “IRS”), and judiclatisions, all as currently in effect and all ofigthare subject to differing interpretations orctange, possibly with retroactive
effect. Such change could materially and advera#ct the tax consequences described below. Noasse can be given that the IRS would not assethat a court would not
sustain, a position contrary to any of the tax eguences described below.

This discussion does not address state, locabreigh tax consequences of the ownership and digposf ordinary shares and warrants. (See “I$réakation” above)

This summary is for general information only anéslaot address all aspects of the U.S. federairiedaxation that may be important to a particutaldér in light of
its investment or tax circumstances or to holdatgest to special tax rules, such as: banks; firdiinstitutions; insurance companies; dealerstatks, securities, or currencies;
traders in securities that elect to use a mark-éoket method of accounting for their securitiesdiids; tax-exempt organizations; real estate imeest trusts; regulated
investment companies; qualified retirement plandividual retirement accounts, and other tax-deféaccounts; expatriates of the U.S.; persons ciitnehe alternative
minimum tax; persons holding ordinary shares orarés as part of a straddle, hedge, conversiosadion, or other integrated transaction; persdams acquired ordinary
shares or warrants pursuant to the exercise oéemptoyee stock option or otherwise as compenséiogervices; persons actually or constructivelidmy 10% or more of our
voting stock; and U.S. Holders (as defined belowpse functional currency is other than the U.Sladol

This discussion is not a comprehensive descripifail of the U.S. federal tax consequences that bearelevant with respect to the ownership angatigion of our
ordinary shares and warrants. We urge you to cogeul own tax advisor regarding your particulacamstances and the U.S. federal income and datat®nsequences to y
of owning and disposing of our ordinary shareswadants, as well as any tax consequences arisidgruihe laws of any state, local, or foreign d¢reottax jurisdiction and the
possible effects of changes in U.S. federal orrotivelaws.

This summary only addresses ordinary shares anamtarthat are held as capital assets within thening of Section 1221 of the Code, which genenaibans as
property held for investment, and were acquirednuprdginal issuance at their initial public offegiprice. For purposes of this discussion, the t&r$. Holder” means a
beneficial owner of our ordinary shares and wagdmat is any of the following:

« acitizen or resident of the U.S. or someone tekatea U.S. citizen or resident for U.S. federebme tax purposes;
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« acorporation (or other entity taxable as a corpamgfor U.S. federal income tax purposes) createdrganized in or under the laws of the U.S., staye thereof,
or the District of Columbiz

« an estate, the income of which is subject to UeBefal income taxation regardless of its source;

« atrustifa U.S. court can exercise primary suisém over the trust administration and one or more U.S. personsiteszed to control all substantial decisit
of the trust; o

« atrustin existence on August 20, 1996 that haalid election in effect under applicable TreasRagulations to be treated as a U.S. person.

The term “Non-U.S. Holder” means a beneficial owokour ordinary shares and warrants that is ndtS Holder. As described in “Taxation of Non-UtRlders”
below, the tax consequences to a Non-U.S. Holdgrdiféer substantially from the tax consequencea t4.S. Holder.

If a partnership (including for this purpose antitgrireated as a partnership for U.S. federal imedax purposes) is a beneficial owner of our adirshares and
warrants, the U.S. federal income tax consequetacapartner in the partnership will generally depen the status of the partner and the activitfebe partnership. A holder
our ordinary shares and warrants that is a paitipeennd the partners in such partnership shouldwbtheir own tax advisors regarding the U.S. fatilmcome tax consequenc
of the ownership and disposition of our ordinargrgls and warrants.

Taxation of U.S. Holders

The discussion in “Distributions on Ordinary Sharasd “Dispositions of Ordinary Shares or Warrartislow assumes that we will not be treated as siy@$oreign
investment company (“PFIC”) for U.S. federal incotag purposes. For a discussion of the rules thlyaf we are treated as a PFIC, see the discnssitPassive Foreign
Investment Company” below.

Distributions on Ordinary Shares

General.Subject to the discussion in “Passive Foreign Itnaest Company” below, if you actually or construety receive a distribution on ordinary shares, yaust
include the distribution in gross income as a téxalividend on the date of your receipt of theritisttion, but only to the extent of our currentamcumulated earnings and
profits, as calculated under U.S. federal incomeptinciples. Such amount must be included withreduction for any Israeli tax withheld. Dividendsigh by us generally will
not be eligible for the dividends received deduttdiowed to corporations with respect to divideneteived from certain domestic corporations. Dévids paid by us may or
may not be eligible for preferential rates applleai qualified dividend income, as described below

To the extent a distribution exceeds our curredtaotumulated earnings and profits, it will be teeldfirst as a notaxable return of capital to the extent of younatic
tax basis in the ordinary shares, and thereafteapial gain. Preferential tax rates for long-temapital gain may be applicable to non-corporat®. Blolders.

We do not intend to calculate our earnings anditsrahder U.S. federal income tax principles. Thanes you should expect that a distribution wilhgeally be reported
as a dividend even if that distribution would othise be treated as a non-taxable return of capitas capital gain under the rules described above.

Qualified Dividend Income.With respect to non-corporate U.S. Holders (iraividuals, trusts, and estates), for taxabley&aginning before January 1, 2011,
dividends that are treated as qualified dividermbime (“QDI") are taxable at a maximum tax rate 8%l Among other requirements, dividends generallybe treated as QDI
if either (i) our ordinary shares are readily tialéaon an established securities market in the, d1Sii) we are eligible for the benefits of a corahensive income tax treaty with
the U.S. which includes an information exchanggmm and which is determined to be satisfactoryhieyU.S. Treasury. For example, it is expecteddiaordinary shares w
be “readily tradable” if as a result of being lten The NASDAQ Capital Market.

In addition, for dividends to be treated as QDI,mast not be a PFIC (as discussed below) for ettieetaxable year in which the dividend was paitherpreceding
taxable year. We do not believe that we will beF&@Pfor our current taxable yeatHowever, please see the discussion under “Passigggh Investment Company” below.
Additionally, in order to qualify for QDI treatmentou generally must have held the ordinary shimesore than 60 days during the 121-day periodrivégg 60 days prior to
the ex-dividend date. However, your holding periall be reduced for any period during which thekref loss is diminished.

Moreover, a dividend will not be treated as QDthe extent you are under an obligation (whethespamt to a short sale or otherwise) to make rejaagthents with

respect to positions in substantially similar dated property. Since the QDI rules are complex,, sioould consult your own tax advisor regardingatailability of the
preferential tax rates for dividends paid on ordjrghares.
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Foreign Currency Distributions.We have the right to pay dividends in Israelireacy. A dividend paid in Israeli currency mustibeluded in your income as a U.S.
dollar amount based on the exchange rate in effethe date such dividend is received, regardiesshether the payment is in fact converted into.UWdlars. If the dividend is
converted to U.S. dollars on the date of receipt generally will not recognize a foreign currem@in or loss. However, if you convert the foreigmrency into U.S. dollars or
later date, you must include in income any gaitoss resulting from any exchange rate fluctuatidiee gain or loss will be equal to the differenegween (i) the U.S. dollar
value of the amount you included in income whendivedend was received and (ii) the amount that seneive on the conversion of the foreign currenéy U.S. dollars. Such
gain or loss will generally be ordinary income @s$ and U.S. source for U.S. foreign tax credippses.

In-Kind Distributions. Distributions to you of new ordinary shares ghts to subscribe for new ordinary shares thatereived as part of a pro rata distribution to all
of our shareholders will not be subject to U.Sefadlincome tax. The adjusted tax basis of the oilinary shares or rights so received will be deteed by allocating your
adjusted tax basis in the old ordinary shares batwiee old ordinary shares and the new ordinargeshar rights received, based on their relativerferket values on the date of
distribution. However, in the case of a distribatiaf rights to subscribe for ordinary shares, ttjeisted tax basis of the new rights will be zerthé fair market value of the new
rights is less than 15% of the fair market valu¢hefold ordinary shares on the date of distributiad you do not make an election to determinatiested tax basis of the
rights by allocation as described above. Your h@dieriod for the new ordinary shares or rightd géherally include the holding period for the oldiinary shares on which tl
distribution was made.

Foreign Tax Credits. Subject to certain conditions and limitationglirding potential limitations under the U.S.-Isr@alx Treaty, Israeli taxes paid on or withheld from
distributions from us and not refundable to you rhaycredited against your U.S. federal incomeitbillty or, alternatively, may be deducted fronuydaxable income. This
election is made on a year-by-year basis and apiall foreign taxes paid by you or withheld frgou that year.

Distributions will constitute foreign source incorfue foreign tax credit limitation purposes. Thedign tax credit limitation is calculated sepanatelth respect to
specific classes of income. For this purpose, ibistions characterized as dividends distributedibyvill generally constitute “passive category imed or, in the case of certain
U.S. Holders, “general category income.” Spedimlthtions may apply if a dividend is treated asI@&s defined above).

Special rules may apply to individuals whose fonesgurce income during the taxable year consigteegnof “qualified passive income” and whose dtable foreign
taxes paid or accrued during the taxable year dexmeed $300 ($600 in the case of a joint return).

Since the rules governing foreign tax credits amapglex, you should consult your own tax advisorreing the availability of foreign tax credits ioyr particular
circumstances.

Exercise or Lapse of Warrants

Upon the exercise of our warrants, a U.S. Holddérmwit recognize gain or loss and will have a tasib in the ordinary shares received equal to ti$e Holder’s tax
basis in the warrant plus the exercise price oftagrant. The holding period for the shares puretigaursuant to the exercise of a warrant will begirthe day following the de
of exercise and will not include the period durimgich the U.S. Holder held the warrant. If a watrapses unexercised, a U.S. Holder will recogaizapital loss in an amount
equal to its tax basis in the warrant. Such lodkbeilong-term if the warrant has been held forenihan one year. See “Disposition of Ordinary 8har Warrants” below for a
discussion of capital gains tax rates and limitaion deductions for losses. The loss will gengtadl from U.S. sources, but the loss may be froraraU.S. source under some
circumstances under the U.S.-Israel Tax Treaty. Hdders should consult their own independenta@xsors regarding the sourcing of any losses duleet lapse of our
warrants before exercise.

Dispositions of Ordinary Shares or Warrants

Subject to the discussion in “Passive Foreign Itmegt Company” below, you generally will recognitagable gain or loss realized on the sale or ddeable
disposition of ordinary shares or warrants equahéodifference between the U.S. dollar value pth@ amount realized on the disposition (i.e.,ah®unt of cash plus the fair
market value of any property received), and (iijilyadjusted tax basis in the ordinary shares oramés. Such gain or loss will be capital gain @slo

If you have held the ordinary shares or warrantsrfore than one year at the time of dispositiochszapital gain or loss will be long-term capitairgor loss.
Preferential tax rates for long-term capital gaiar(ently, with a maximum rate of 15% for taxabéays beginning before January 1, 2011) will applgdn-corporate U.S.
Holders. If you have held the ordinary shares arards for one year or less, such capital gaiross Will be short-term capital gain or loss taxaserdinary income at your
marginal income tax rate. The deductibility of ¢apiosses is subject to limitations.
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Generally, any gain or loss recognized will notegiise to foreign source income for U.S. foreigndeedit purposes, unless a different result iSeaed under the U.S.-
Israel Tax Treaty. You should consult your own &alvisor regarding the effect of such treaty onsiierce of
income.

You should consult your own tax advisor regardimg t).S. federal income tax consequences if youwea@arrrency other than U.S. dollars upon the digpm of
ordinary shares or warrants.

Passive Foreign | nvestment Company

We generally will be a PFIC under Section 1297hef Code if, for a taxable year, either (a) 75% orerof our gross income for such taxable year $sipa income (th
“income test”) or (b) 50% or more of the averagartgrly percentage, generally determined by fairketavalue, of our assets either produce passiv@nie or are held for the
production of passive income (the “asset test’as$ive income” includes, for example, dividendtenest, certain rents and royalties, certain gfxom the sale of stock and
securities, and certain gains from commoditiessaations.

Certain “look through” rules apply for purposestoé income and asset tests described above. lfwme directly or indirectly, 25% or more of the tbtalue of the
outstanding shares of another foreign corporatianwill be treated as if we (a) held directly apodionate share of the other corporation’s assetd,(b) received directly a
proportionate share of the other corporation’s imeoln addition, passive income does not includeiaterest, dividends, rents, or royalties thatraeeived or accrued by us
from a “related person” (as defined in Section @@ of the Code), to the extent such items aopg@nly allocable to income of such related per$an is not passive income.

Under the income and asset tests, whether or nareva PFIC will be determined annually based upercomposition of our income and the compositiod @aluation
of our assets, all of which are subject to chahgedetermining that we are not a PFIC, we are nglyan our projected revenues and projected capiaénditures. If our actual
revenues and capital expenditures do not matcipmjections, we may become a PFIC. For exampleeifio not spend enough of the cash (a passive) agsetise from any
financing transactions we may undertake, the redgtercentage of our passive assets will incrdaseddition, our determination is based on a curvatuation of our assets,
including goodwill, if exist. In calculating goodllyiwe should value our total assets based on @rket capitalization, determined using the markigepof our ordinary shares.
Such market price may fluctuate. If our market tajziation is less than anticipated or subsequetghlines, this will decrease the value of our gaitichnd we may become a
PFIC. Furthermore, we may make a number of assomgptiegarding the amount of value allocable to gdhdHowever, it is possible that the IRS will dlenge such valuation
of goodwill, which may result in our being a PFIC.

We do not believe that we are currently a PFIC. B\asv, because the PFIC determination is highlyifgensive and made at the end of each taxable tre&e can be
no assurance that we will not be a PFIC for theenuror any future taxable year or that the IRS mot challenge our determination concerning oul(P$tatus. If we determine
that we are a PFIC, we will take reasonable stepwtify you.

Default PFIC Rules under Section 1291 of the Ctfdee are a PFIC, the U.S. federal income tax cqusaces to a U.S. Holder of the ownership and ditipa of
ordinary shares and warrants will depend on whetheh U.S. Holder makes an election to treat wsqsalified electing fund (“QEF") under Section 528f the Code (a “QEF
Election”) or a mark-to-market election under Sexcti296 of the Code (a “Mark-to-Market Election®)U.S. Holder owning ordinary shares and warrartiiemve were or are
PFIC that has not made either a QEF Election oaskMb-Market Election will be referred to in ttiammary as a “Non-Electing U.S. Holder.”

If you are a Non-Electing U.S. Holder, you will babject to the default tax rules of Section 129fhefCode with respect to:
« any “excess distributionjaid on ordinary shares and warrants, which meapslstribution received by you which, togethertwétll other distributions received
the current taxable year, exceeds 125% of the geatistributions received by you during the threscpding taxable years (or during your holding getfor the

ordinary shares and warrants, if shorter);
« any gain recognized on the sale or other taxalsigogition (including a pledge) of ordinary shaned warrants.
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Under these default tax rules:

« any excess distribution or gain will be allocatathbly over your holding period for the ordinarasts and warrants;

« the amount allocated to the current taxable yedraany period prior to the first day of the firsxadle year in which we were a PFIC will be treaascrdinary
income in the current yee

« the amount allocated to each of the other yealdwitreated as ordinary income and taxed at thledsit applicable tax rate in effect for that yead

« the resulting tax liability from any such prior ysawill be subject to the interest charge applieablunderpayments of tax.

In addition, notwithstanding any election you magkm, dividends that you receive from us will notdtigible for the preferential tax rates applicatdeQDI (as
discussed above in “Distributions on Ordinary Skgré we are a PFIC either in the taxable yeathef distribution or the preceding taxable year illtinstead be taxable at
rates applicable to ordinary income.

Special rules for Noikelecting U.S. Holders will apply to determine Uf&reign tax credits with respect to withholding éaxmposed on distributions on ordinary she

If we are a PFIC for any taxable year during whioln hold ordinary shares or warrants, we will coné to be treated as a PFIC with respect to yoalf@ucceeding
years during which you hold ordinary shares or ats, regardless of whether we actually continugeta PFIC. You may terminate this deemed PFIG@stay electing tc
recognize gain (which will be taxed under the difeax rules of Section 1291 of the Code discusgsal/e) as if your ordinary shares or warrants reshisold on the last day of
the last taxable year for which we were a PFIC.

If we are a PFIC in any year with respect to yoay will be required to file an annual return on IR&m 8621 regarding distributions received onrmady shares and
any gain realized on the disposition of ordinargrels or warrants.

QEF Election. If you make a QEF Election, you generally wilthe subject to the default rules of Section 128the Code discussed above. Instead, you will be
subject to current U.S. federal income tax on ywoarrata share of our ordinary earnings and netalagain, regardless of whether such amounts elxeally distributed to you t
us. However, you can make a QEF Election only ifageee to furnish you annually with certain taoimfiation, and we currently do not intend to pregarprovide such
information.

Mark-to-Market Election. U.S. Holders may make a Mark-to-Market Electioat only if the ordinary shares are marketablelstdbe ordinary shares will be
“marketable stock” as long as they listed on NASDAQd are regularly traded. Stock is “regularlgéd” for any calendar year during which it is tradether than in de
minimis quantities) on at least fifteen days durgagh calendar quarter. There can be no assurdroesyer, that our ordinary shares will be treated;ontinue to be treated, as
regularly traded.

If the ordinary shares are marketable stock andyakie a Mark-to-Market Election, you generally widit be subject to the default rules of Section11@Bthe Code
discussed above. Rather, you generally will beireduo recognize ordinary income for any increiastne fair market value of the ordinary shares wadrants for each taxable
year that we are a PFIC. You will also be allowedéduct as an ordinary loss any decrease in thméaket value to the extent of net mar-to-market gain previously includ:
in prior years. Your adjusted tax basis in the maidy shares and warrants will be adjusted to refleeamount included or deducted.

The Mark-toMarket Election will be effective for the taxablear for which the election is made and all subsegtaxable years, unless the ordinary shares ancmte
cease to be marketable stock or the IRS consettitg t@vocation of the election. You should congalir own tax advisor regarding the availability afid procedure for makir
a Mark-to-Market Election.

Since the PFIC rules are complex, you should coysuir own tax advisor regarding them and how timay affect the U.S. federal income tax consequeotdse
ownership and disposition of ordinary shares andams.

Information Reporting and Backup Withholding

Generally, information reporting requirements \ailiply to distributions on ordinary shares or praseen the disposition of ordinary shares and wasrpaid within the
U.S. (and, in certain cases, outside the U.S.).8 Holders other than certain exempt recipientsh s corporations. Furthermore, backup withhgldaurrently at 28%) may
apply to such amounts if the U.S. Holder failsi)gpfovide a correct taxpayer identification numk@j report interest and dividends required toshewn on its U.S. federal
income tax return, or (iii) make other appropriegetifications in the required manner. U.S. Holdeh® are required to establish their exempt stga&merally must provide such
certification on IRS Form W-9.
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Backup withholding is not an additional tax. Amtaiwithheld as backup withholding from a paymenyda may be credited against your U.S. federalrimeoax
liability and you may obtain a refund of any excasmunts withheld by filing the appropriate claion fefund with the IRS and furnishing any requineidrmation in a timely
manner.

Taxation of Non-U.S. Holders
Distributions on Ordinary Shares

Subject to the discussion in “Information Reportargd Backup Withholding” below, as a Non-U.S. Holdeu generally will not be subject to U.S. fedéngome tax,
including withholding tax, on distributions recedven ordinary shares, unless the distributionseffextively connected with a trade or business yloatconduct in the U.S. and
(if an applicable income tax treaty so requiregjlaitable to a permanent establishment that yountaia in the U.S.

If distributions are effectively connected with aSJtrade or business and (if applicable) attribletdo a U.S. permanent establishment, you geyesdll be subject to
tax on such distributions in the same manner asSa lolder, as described in “Taxation of U.S. Hadde Distributions on Ordinary Shares” above. Iditdn, any such
distributions received by a corporate Non-U.S. léolehay also, under certain circumstances, be sutnjen additional “branch profits tax” at a 30%erar such lower rate as
may be specified by an applicable income tax treaty
Dispositions of Ordinary Shares and Warrants

Subiject to the discussion in “Information Reportargd Backup Withholding” below, as a Non-U.S. Holdeu generally will not be subject to U.S. fedéngome tax,
including withholding tax, on any gain recognizedabsale or other taxable disposition of ordindrgres and warrants, unless (i) the gain is effelitistonnected with a trade or
business that you conduct in the U.S. and (if gliegble income tax treaty so requires) attribwgabl a permanent establishment that you maintatnerJ.S., or (ii) you are an
individual and are present in the U.S. for at |d&88 days in the taxable year of the dispositiow, eertain other conditions are present.

If you meet the test in clause (i) above, you galhewill be subject to tax on any gain that iseffively connected with your conduct of a tradduasiness in the U.S. in
the same manner as a U.S. Holder, as describéthxation of U.S. Holders — Dispositions of Ordin&lyares and Warrants” above. Effectively connegted realized by a
corporate Non-U.S. Holder may also, under certatumstances, be subject to an additional “bramofitp tax” at a 30% rate or such lower rate as meppecified by an
applicable income tax treaty.

If you meet the test in clause (ii) above, you gele will be subject to tax at a 30% rate on theoaint by which your U.S. source capital gain exeggalir U.S. source
capital loss.

Information Reporting and Backup Withholding

Payments to Non-U.S. Holders of distributions anprmceeds from the disposition of, ordinary shaned warrants are generally exempt from informat&porting and
backup withholding. However, a Non-U.S. Holder nb&yrequired to establish that exemption by progdiartification of non-U.S. status on an appropri®&S Form W-8.

Backup withholding is not an additional tax. Amtaiwithheld as backup withholding from a paymenyda may be credited against your U.S. federalrimeoax
liability and you may obtain a refund of any excasmunts withheld by filing the appropriate claion fefund with the IRS and furnishing any requineidrmation in a timely
manner.

F. Dividendsand Paying Agent

Not applicable.

G. Statement by Experts

Not applicable.
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H. Documentson Display

We are subject to the informational requirementthefExchange Act, applicable to foreign privatiers. We, as a “foreign private issuer,” are exdnom the rules
under the Exchange Act prescribing certain disal®sund procedural requirements for proxy solicitasi and our officers, directors and principal ehatders are exempt from
the reporting and “short-swing” profit recovery pigions contained in Section 16 of the Exchange Wwith respect to their purchases and sales oesh#m addition, we are not
required to file annual, quarterly and current iepand financial statements with the SEC as fretiper as promptly as U.S. companies whose seesidre registered under
Exchange Act. However, we will file with the SE@naemencing with the fiscal year ending December2B1,1 within four months after the end of each figear, an annual
report on Form 20-F containing financial statementdited by an independent accounting firm. We aitend to furnish quarterly reports on Form 6-Kitzining unaudited
interim financial information for the first threeaugrters of each fiscal year, within 90 days aftereénd of such quarter.

You may read and copy any docurmenfile or furnish with the SEC at reference fah at 450 Fifth Street, NW, Washington, DC 205¥8u may also obtain
copies of the documents at prescribed rates byngrib the Public Reference Section of the SEC5atHifth Street, NW, Washington, DC 20549. Pleadkbthe SEC at 1-800-
SEC-0330 for further information on the operatidiihe public reference facilities. You can reviewr SEC filings and the registration statement lgeasing the SEC's internet
site at http://www.sec.gov.

I. Subsidiary Information
Not applicable.
ITEM 11. Quantitative and Qualitative Disclosures About Market Risk.
Quantitative and Qualitative Information about MatkRisk

The primary objective of our investment activiti#sany, is to preserve principal while at the saimee maximizing the income we receive from investrits without
significantly increasing risk. Some of the secestin which we may invest may be subject to maiikkt This means that a change in prevailing irserates and foreign
currency rates against the NIS may cause the dltie investment to fluctuate. For example, ifpugchase a security that was issued with a fixeetést rate and the
prevailing interest rate later rises, the valuewfinvestment will probably decline. To minimized risk, we may maintain our portfolio of cash rglents and short-term
investments in a variety of securities, includingUdollars, NIS bank deposits, money market fiardsgovernment and non-government debt securitiggeneral, money
market funds are not subject to market risk bectgusénterest paid on such funds fluctuates withghevailing interest rate.

Our financial market risk includes risks relatedrternational operations and related foreign awies. We anticipate that sales outside of NortreAca will continue
to account for a significant portion of our condalied revenue in 2011. To date, most of our saes heen valued in dollars. In future periods, weeet our sales to continue
be principally valued in dollars, narrowing foreigarrency exchange risk.

We value part of our expenses in some of our iatésnal operations, such as Israel, in each colsritsgal currency, and therefore are subject teifpr currency
exchange risk. However, through December 31, 201® have not experienced any significant negativaaict on our operations as a result of fluctuatiorfereign currency
exchange rates; we have incurred an expense dd@5ih the year ended December 31, 2010 due ttufitions in foreign exchange rates. We do not ism€ial instruments to
hedge operating expenses in Israel that are vatuledal currency. We intend to continue to asseemeed to utilize financial instruments to hedgeency exposures on an
ongoing basis.

We do not use derivative financial instrumentsdpeculative trading purposes, nor do we hedgeareign currency exposure to offset the effectshainges in foreign
exchange rates.

Our exposure to market risks for changes in intaeges relates primarily to our credit facilityt Becember 31, 2010 , our financial market rislated to this debt was
immaterial. Our general policy is to limit the riskprincipal loss and ensure the safety of inveéteds by limiting market and credit risk.

Foreign currency risk
Most of our sales are denominated in U.S. dolkams, we incur most of our expenses in U.S. dollacslaraeli Shekels. According to the salient ecoiediactors
indicated in ASC Topic 830, “Foreign Currency Magté our cash flow, sale price, sales market, egpefinancing and inter-company transactions arehgement indicators

are predominantly denominated in U.S. dollars.dditton, the U.S. dollar is the primary currencytioé economic environment in which we operate, tand the U.S. dollar is
our functional and reporting currency.
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In our balance sheet, we remeasure into U.S. dadithmonetary accounts (principally cash and egghivalents and liabilities) that are maintainedtimer currencies.
For this remeasurement we use the foreign exchaigeat the balance sheet date. Any gain or leggésults from this remeasurement is reflectatiénstatement of income as
financial income or financial expense, as appraeria

We measure and record norenetary accounts in our balance sheet (princigadéd assets, prepaid expenses and share capitalp. dollars. For this measurement
use the U.S. dollar value in effect at the daté¢ ttie asset or liability was initially recordeddnr balance sheet (the date of the transaction).

ITEM 12 . Description of Securities Other than Equity Securities.

Not applicable.

PART Il
ITEM 13 . Defaults, Dividend Arrearages and Delinquencies.

A. As of the filing date of this annual reposte were not in compliance with the covenants utideamended Convertible Bonds with respect to bdredd by SSF due to
the legal proceeding held in the District Courtannection with our petition for the Creditor Argement (see also Item 4.A under the caption “Reberntlopments”
and Item 5.B under the capti“Liquidity and Capital Resourc”).

B. None.

ITEM 14. Material Modifications to the Rights of Security Holders and Use of Proceeds .

A. None.

B. None.

C. Not applicable

D. No changes

E. None.

ITEM 15. Controls and Procedures.
Disclosure controls and procedures

Our management has evaluated the effectiveneasr afigclosure controls and procedures (as suchitedefined in Rules 13a-15(e) and 15d-15(e) uthieExchange
Act) as of December 31, 2010. Our disclosure cdmt@rad procedures include components of our intexatrol over financial reporting. Based on thaealeation, our Chief
Executive Officer and Chief Financial Officer has@ncluded that our disclosure controls and procesjuas of December 31, 2010, were not effectivesdiedy to the material
weakness in our internal control over financialaring as described below in “Management’s Reportreernal Control over Financial Reporting”.

Disclosure controls and procedures are our congnadsother procedures that are designed to enfsatréformation required to be disclosed by ushmreports that we
file or submit under the Exchange Act is recorgedcessed, summarized and reported, within the pien®ds specified in the Securities and Exchangm@i@ission’s rules and
forms. Disclosure controls and procedures includthout limitation, controls and procedures des@jt@ensure that information required to be disatolsy us in the reports that
we file or submit under the Exchange Act is accuated and communicated to our management, inclualingprincipal executive and principal financialioéfrs, as appropriate
to allow timely decisions regarding required distice.

In light of this material weakness, we performeditdnal analysis as deemed necessary to ensuréhthaonsolidated financial statements were pegpar accordance

with U.S. generally accepted accounting principfecordingly, management believes that the conatéid financial statements included in this repogspnt fairly, in all
material respects, our financial position, resafteperations and cash flows for the period presgnt

86




Management's Report on Internal Control over Finandal Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over ouriitial reporting (as defined in Rules 13a-15(f) 46d-15(f) of the
Securities Exchange Act) to provide reasonablerasse regarding the reliability of our financiapoeting and the preparation of financial statemémt&xternal purposes in
accordance with U.S. GAAP, and includes policied procedures that:

« pertain to the maintenance of records that in ne@sie detail accurately and fairly reflect our sactions and asset dispositions;

« provide reasonable assurance that transactionsee@weded as necessary to permit the preparationrdinancial statements in accordance with gehesaaicepted
accounting principles

« provide reasonable assurance that receipts anchéxpees are made only in accordance with authtiaza of our management and Board of Directors (as
appropriate); an

« provide reasonable assurance regarding the prewventitimely detection of unauthorized acquisitinge or disposition of assets that could have amaheffect
on our financial statement

Our management assessed the effectiveness ofahtemtrol over financial reporting as of DecemBgr 2010, the end of our fiscal year. In making #ssessment,
management used the criteria set forth by the Caieenof Sponsoring Organizations of the Treadwasn@éssion (COSO) in the report entitled “Internaln@ol — Integrated
Framework.”

Based on that assessment, our Chief Executive @féind Chief Financial Officer have concluded thatdid not maintain effective internal control ovieancial
reporting as a result of insufficient resources pasonnel to properly segregate duties in ounfieadepartment, resulting in a material weaknegisdriinancial statement
closing process.

Our independent registered public accounting fsmat required to provide an attestation on managé€sireport on internal control over financial ogfing.
Accordingly, this Annual Report does not includeadtestation report of our independent registerddip accounting firm regarding internal controlgofinancial reporting
pursuant to amendments to the rules and formseo$#turities and Exchange Commission that wadepted in order to conform them to Section 40d4{¢he Sarbanes-Oxley
Act of 2002, as added by Section 989G of the Doduk Wall Street Reform and Consumer Protectiohpbamit us to provide only managememntéport in this Annual Repo
Inherent limitations on effectiveness of contr

Internal control over financial reporting has ingrrlimitations. Internal control over financiapiating is a process that involves human diligesueé compliance and
subject to lapses in judgment and breakdowns feguttom human failures. Internal control over firwéal reporting also can be circumvented by cotlnsir improper
management override. Because of such limitatidresetis a risk that material misstatements willlmoprevented or detected on a timely basis byriatecontrol over financial
reporting. However, these inherent limitations lamewn features of the financial reporting procasserefore, it is possible to design into the precgafeguards to reduce, thot
not eliminate, this risk.

Changes in internal controls over financial reporthg

During the year ended December 31, 2010, due todh@nued reductions in headcount and substitatadremployees in our finance department, we haagem
adjustments to internal control over financial réjpg. Such adjustments are not deemed by our neanegt to materially affect, or to reasonably beliiko materially affect,
our internal controls over financial reporting .

ITEM 16. Reserved
ITEM 16A. Audit Committee Financial Expert
Our Board of Directors has determined that Mr. Gohed Mr. Bejamin, are an “audit committee finahebpert.”
ITEM 16B. Code of Ethics
Our Board of Directors adopted a code of ethicsapalies to our chief executive officer, chiefdircial officer (if any), director of finance, cooller, and other persons

performing similar functions a copy of which is pieusly filed and incorporated by reference to thimwual Report. A copy of our code of ethics wil provided, without
charge, upon written request of any person deldvesefollows: Sagid House “Ha’Sharon Industrial®#&.0.B 5039, Qadima 60920 Israel.
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ITEM 16C. Principal Accountant Feesand Services

The following table presents the fees to our exteanditors for professional services renderedéyears ended December 31, 2009 and 2010:

Audit Fees
Audit-Related Fee
Tax Fees

Total

Pre-Approval Policies for Non-Audit Services

The audit committee has adopted policies and proesdelating to the approval of all audit and ot services that are to be performed by ourpeddent auditors.
These policies generally provide that we will nngage our independent auditors to render audibondit services unless the service is specificgllyraved in advance by tl
Audit Committee or the engagement is entered intgyeant to the pre-approval procedure describeahbel

From time to time, the audit committee may pre-apprspecified types of services that are expectée tprovided to us by our independent auditor;xduthe next 12
months. Any such pre-approval is detailed as tq#récular service or type of services to be pilediand is also generally subject to a maximumadainount.

ITEM 16D. Exemptionsfrom the Listing Standards for Audit Committees

Not applicable.

ITEM 16E. Purchases of Equity Securities by the | ssuer and Affiliated Purchasers

None.

ITEM 17. Financial Statements.
Not applicable.

ITEM 18. Financial Statements.

PART IlI
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Fahn Kanne & Co.
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Levinstein Tower
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REGISTERED PUBLIC ACCOUNTING FIRM Tel-Aviv 66184, ISRAEL
TO THE SHAREHOLDERS OF P.0.B. 36172, 61361

VUANCE LTD.
T +972 3 7106666
F +972 3 7106660
www.gtfk.co.il

We have audited the accompanying consolidated balsheets of Vuance Ltd. (the "Company") and sudr$éd as of December 31, 2010 and 2009, and theedeconsolidate
statements of operations, changes in shareholdefiit and cash flows for each of the three yearthe period ended December 31, 2010. These fiakstatements are t
responsibility of the Company's management. Oyraesibility is to express an opinion on these cbdated financial statements based on our audits.

We did not audit the financial statements of Superdsia Pacific Limited (Supercom Asia Pacific)sabsidiary, which statements reflect total revernfek.6% of the relate
consolidated totals for the year ended Decembe2@18. Those financial statements were auditedtbgrauditors, whose report thereon have beendhedi to us. Our opinic
insofar as it relates to the amounts included fgre8com Asia Pacific, is based solely on the repbttie other auditors.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighaBo(United States). Those standards require tegblan and perfor
the audit to obtain reasonable assurance abouhehtte financial statements are free of materiagstatement. The Company is not required to hasewere we engaged
perform, an audit of its internal control over fircéal reporting. Our audit included consideratidnirdernal control over financial reporting as asisafor designing auc
procedures that are appropriate in the circumstnmet not for the purpose of expressing an opimonthe effectiveness of the Compasnynternal control over financ
reporting. Accordingly, we express no such opinidn audit also includes examining, on a test hasiglence supporting the amounts and disclosartiteifinancial statemen
assessing the accounting principles used and gignifestimates made by management, as well asairgj the overall financial statement presentatitie believe that ol
audits and the report of the other auditors progideasonable basis for our opinion.

In our opinion, based on our audits and the repbrthe other auditors, the consolidated financiatesnents referred to above present fairly, innaditerial respects, t
consolidated financial position of Vuance Ltd antbsidiaries as of December 31, 2010 and 2009, lamdesults of their operations, and their cash dléar each of the thr
years in the period ended December 31, 2010, ifocmity with accounting principles generally acaegin the United States of Americ

The accompanying financial statements have beepaped assuming the Company will continue as a goomgern. As discussed in Note 1f to the finanstatement, tt
Company has incurred substantial losses and negedish flows from operations since its inceptiod, & of December 31, 2010, the Company had amadated deficit ¢
$49,344 thousands and total shareholders' deficR7¢871 thousands. These conditions, along witteotatters as set forth in Note 1f, raise subistadbubt about tt
Company's ability to continue as a going concerandyement plans in regards to these matters asedakcribed in Note 1f. The financial statementsndbinclude an
adjustments that might result from the outcomehisf tincertainty.

FAHN KANNE & CO.
Certified Public Accountants (Isr.)

Tel-Aviv, ISRAEL
June 13, 2011




VUANCE LTD. AND SUBSIDIARIES

CONSOLIDATED BALANCE SH EE TS

U.S. dollars in thousands

December 31

2009 2010

ASSETS
CURRENT ASSETS

Cash and cash equivale $ 65€ $ 197

Restricted cash depos 33C 13C

Trade receivables (net of allowance for doubdftdounts of $ 3,470

and $ 1,553 as of December 31, 2009 and 2@%pectively 857 752

Other accounts receivable and prepaid expe 31E 38¢

Inventories, ne 82 197

Assets attributed to discontinued operations 1,99¢ -
Totalcurrent assets 4,23¢€ 1,66¢
SEVERANCE PAY FUND 282 234
PROPERTY AND EQUIPMENT, NET 157 11C
OTHER ASSETS, NET 6 -
Total assets $ 468: $ 2,00¢

The accompanying notes are an integral part o€tmsolidated financial statements.
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VUANCE LTD. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

U.S. dollars in thousands, except share data

December 31

2009 2010
LIABILITIES AND SHAREHOLDERS' EQUITY (DEFICIT)
CURRENT LIABILITIES:
Trade payable $ 98z $ 972
Employees and payroll accru: 462 151
Advances from custom 37 1,01C
Accrued expenses and other liabilit 2,822 2,244
Convertible bond 43C 12z
Liabilities attributed to discontinued operations 1,59¢ -
Total current liabilities 6,332 4,50(
LONG-TERM LIABILITIES:
Convertible bond 2,62¢ 2,86¢
Long-term loan and othe| 1,69: 2,25¢
Accrued severance pay 304 254
Totallong-term liabilities 4,621 5,37¢
COMMITMENTS AND CONTINGENT LIABILITIES
SHAREHOLDERS' DEFICIT
Share capital
Ordinary shares of NIS 0.0588235 par ve-
Authorized: 12,000,000 and 52,000,000 shares &eoémber 31, 2009 and 2010, respectiv
Issued and outstanding: 5,724,421 and 7,280,82¢slaa of December 31, 2009 and 2010, respec 89 113
Additional paic¢-in capital 41,01¢ 41,36(
Accumulated deficit (47,379 (49,344
Total shareholders' deficit (6,277) (7,879)
Totallliabilities and shareholders' deficit $ 4,68. $ 2,00¢

The accompanying notes are an integral part o€tmsolidated financial statements.
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VUANCE LTD. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERAT IO NS

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

Year ended
December 31,
2008 2009 2010

Revenue! $ 18,11 $ 930« $ 7,38¢
Cost of revenues 6,94% 3,36¢ 2,057
Gross profil 11,167 5,93¢ 5,33z
Operating expense

Research and developme 1,73¢ 89¢ 38€

Selling and marketin 9,90t 5,131 4,40t

General and administrati\ 2,611 1,64¢ 1,98t

Other (income) expenses 8 13C (396€)
Total operating expenses 14,26 7,807 6,38(
Operating los: (3,09%) (1,86¢) (1,04¢)
Financial expenses, net (3,087%) (62C) (67€)
Loss before income te (6,182) (2,48¢) (1,72¢)
Income tax (137) (71) (50)
Net loss from continuing operatio (6,319 (2,559 (1,77¢)
Loss from discontinued operations (6,03¢) (2,52€) (189)
Net loss $ (12,359 $ (5,08) $ (1,96%)
Loss per shar- basic and dilutec
Loss per share from continuing operations $ (1.22) $ (0.46) $ (0.29)
Loss per share from discontinued operations $ (1.17) $ (0.46) $ (0.0%)
Net loss per share $ (239 $ (092 $ (0.32)
Weighted average number of ordinary shares imsedmputing basic and diluted loss per share 5,171,401 5,511,94: 6,177,86.

The accompanying notes are an integral part oftimsolidated financial statements.
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STATEMENTS OF CHANGES IN SHAREHOLDERS' DE FICIT

VUANCE LTD. AND SUBSIDIARIES

U.S. dollars in thousands, except share data

Balance as of January 1, 2C

Issuance of shares (see Note 1

Exercise of option

Beneficial conversion feature on
convertible bond terrr

Stocl- based compensatic

Net loss

Total comprehensive loss

Balance as of December 31, 2(
Issuance of shares in connection with
acquisition
of Intelli-Site (see Note 1¢
Issuance of shares (see Note 1
Exercise of option
Beneficial conversion feature on
convertible bond terrr
Stocl- based compensatic
Net loss
Total comprehensive loss

Balance as of December 31, 2(
Issuance of shares in connection with
acquisition
of Intelli-Site (see Note 1¢
Issuance of shares (see Note :
Exercise of option
Warrants issued in connection with
extinguishments
of liabilities (see Note 1c¢
Stocl- based compensatic
Net loss
Total comprehensive loss

Balance as of December 31, 2010

*Less than $1.

Ordinary shares

Additional Total Total
Number Share paid-in Accumulated comprehensive shareholders'
of Shares capital capital Deficit loss deficit
5124770 $ 80 39,08¢ $ (29,936) $ 9,23:
108,06: 2 247 - - 24¢
27,03: -* 8 - - 8
- - 94 - - 94
- - 907 - - 907
- - - (12,359 $ (12,35§) (12,359
$ (12,359
5,259,87. $ 82 40,34 $ (42,299 $ (1,867%)
202,62t 3 68 - - 71
168,86! 3 60 - - 63
93,05¢ 1 - - - 1
- - 24 - - 24
- - 522 - - 522
- - - (5,085 $ (5,08%) (5,085)
$ (5,08%)
5,724,42.  $ 89 41,01¢ $ (47,379 $ (6,279)
6,932 -* = - - *
1,538,46. 24 17€ - - 20C
11,007 -* - - - -*
- - 147 - - 147
- - 18 - - 18
- - - (1,965 $ (1,96%) (1,965)
$ (1,96%)
7,280,82. $ 112 41,36( $ (49,349 $ (7,879

The accompanying notes are an integral part o€tmsolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH F LOW S

VUANCE LTD. AND SUBSIDIARIES

U.S. dollars in thousands

Cash flows from operating activitit:
Net loss

Adjustments to reconcile net loss to net cash usegerating activities

Depreciation and amortizatic

Impairment los:

Accrued severance pi

Stocl-based compensatic

Amortization of discount on convertible bor
Amortization of deferred charg

Realized loss from sale of marketable secur
Exchange differences on principal of lterm loan
Capital gain from sale of subsidiary (Appendix
Capital gain from extinguishments of liabiliti
Decrease (increase) in trade receiva

Decrease (increase) in other accounts receivablg@apaid expenst

Decrease (increase) in inventor

Increase (decrease) in trade paya

Increase (decrease) in employees and payroll dsc
Increase (decrease) in advances from cust
Increase in accrued expenses and other liabilities

Net cash used in operating activit

Cash flows from investing activitie:
Purchase of property and equipm
Acquisition of operation net of cash acquired (Apgig A)

Proceeds from sale of operations net of cash desp@Sppendix B

Sale of subsidiary net of cash disposed (Appendi
Decrease (increase) in severance pay
Restricted cash deposits, |

Proceeds from sale of marketable securities

Net cash provided by investing activiti

Cash flows from financing activitie:

Shor-term bank credit, n¢

Principle repayment of convertible bor

Issuance of share capital, net of issuance «
Proceeds from exercise of options and warrants
Payment of liability to a former owner of an acgei
Principal repayment of long-term loan

Net cash (used in) provided by financing activi

Decrease in cash and cash equival
Cash and cash equivalents at the beginning of¢he y

Cash and cash equivalents at the end of the year

*Less than $1.

The accompanying notes are an integral part oftimsolidated financial statements.

Year ended December 31

2008 2009 2010
(12,359 (5,085 $ (1,965)
651 708 53
3,23t 1,11¢ -
16 (74) (a7
907 527 18
81C - 20
15¢ - -
862 - -

5 - -

- - (272

- - (124)
1,61 (667) 108
1,37¢ 644 (105)
(1,009) 1,00¢ (132)
21€ 162 @
(86) 218 (311)
(2,819 (1,489 972
1,15( 1,27¢ 577
(5,26/) (1,66) (1,217)
(73) (100) (4)

- - 397

= = (3

) 31 49
1,02z 1,74 20C
3,19: - -
4,13¢ 1,67¢ 63¢
254 9) -

- (79 (86)

2 3 20C
8 1 *

- (87) -
(439) - -
(174) (171) 114
(1,307) (15€) (459)
2,11 812 65€
812 65€ $ 197




CONSOLIDATED STATEMENTS OF CASH FLOWS (Cont.)

VUANCE LTD. AND SUBSIDIARIES

U.S. dollars in thousands

Supplemental disclosure of cash flows information:

Appendix A:
Acquisition of operation net of cash acquir

Assets and liabilities of the operation, as of dstpurchase
Working capital (excluding cash and cash edeiva)
Property and equipment, r

Intangible assets, n

Shares issue

Liabilities to former owner of the acquiree (*)

(*) Including $68 which represents the acquisitéate fair value of contingent consideration tofrener owners.

Appendix B:
Sale of operations net of cash sc

Assets and liabilities of the operations, as oédsdtsale
Working capital (excluding cash and cash edaivs)
Property and equipment, r

Intangible assets, net

Appendix C:
Sale of subsidiary net of cash sc

Assets and liabilities of the subsidiary, as okdaftsale
Working capital (excluding cash and cash edeiva)
Property and equipment, r

Lonc-term liability

Capital gain from sale of subsidiary

Cash paid during the year f:
Interest

Income taxes, net

Supplemental disclosure of nofcash investing and financing activities:

Extinguishments of liabilities (see Note 1d)
Issuance of shares to service providers and officer

1. During 2008, additional goodwill in an amowin $276 was recorded with respect to the acdaisiof SHC, as a result of clarification of certgirovisions of the

acquired entity

Year ended
December 31,
2008 2009

-8 (62) -
- 4 -
- (313 -
- 68 -
- 311 -
- % - % _
- - % (208)
- - 88
- - 517
- $ - $ 397
= -8 (27€)
- - 4
- - (3
- - 272
- % - $ (3)

171 $ 10 % -

137 $ 31 §$ 50
- - % 147

247  $ 63 $ -

2. During 2008, a modification of terms of convertiblends with principal amount of $2,500 was detesdito be a debt extinguishme

The accompanying notes are an integral part oftimsolidated financial statements.




VUANCE LTD. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL ST ATE MENTS

U.S. dollars in thousands (except per share data)

NOTE 1:-

GENERAL

a.

Vuance Ltd. (the “Company") was incorporated988 in Israel. The Comparsydrdinary shares have been listed for trade ofttlienext Brussels sto
market since October 23, 2003. The Company apfdiedelisting of its shares from the Euronext Brisstock market, and its application was appr
on May 6, 2008, effective August 4, 2008. Since &haber 5, 2004, the Compasyordinary shares have also traded on the OTC Bulkoard. Sinc
August 23, 2007, the ordinary shares of the Compeeng approved for trade on the NASDAQ Capital Manknder the symbol “VUNCand trading ¢
the stock on the OTC Bulletin Board ceased.

On September 29, 2009, the Company received a NAZB#aff Determination letter indicating that then@many failed to comply with the minimt
stockholders'equity requirement of $2.5 million as set forthListing Rule 5550(b) (formerly Marketplace Rule 48d)(3)). As a result, NASDAQ h
notified the Company that its securities will bdisted from the NASDAQ Stock Market and tradingle Company's shares will be suspended effect
the open of business on October 1, 2009.

Following the delisting from the NASDAQ as of thpem of business on October 1, 2009 the Companyéead advised by Pink OTC Markets Inc., wl
operates an electronic quotation service for séesartraded over-thesunter, that its securities are immediately el@gifor quotation in the Pink Shee
The Company's common stock is quoted under thertiskmbol “VUNCF”.

Until January 2010 (the date of the sale of theviiets as described below in Note 1b), the Compdayeloped and marketed security solution:
viewing, tracking, locating, credentialing, and ragimg essential assets and personnel, which encs@galectronic access control, urban security
critical situation management systems as well agH{ange Active RFID for public safety, commercial,dagovernment sectors. Due to the sal
activities in January 2010, the Company is focugingts active RFID products and existing e-ID pot§. Regarding the I& activity after the sale of tl
e-|D Division to OTI in 2006, see below.

The Company is headquartered in Israel.
The Company sells its products through centraliradketing office in U.S and Israel.

The Company's subsidiaries includes: Vuance Ireorporated in the United States (see b2 below dégguthe presentation of certain activity of Vua
Inc as discontinued operations), Vuance RFID Ifincorporated in Delaware) which focused until #red of 2007 on new technology and solution:
active tracking of people and objects, and commmnizi 2008 until the fourth quarter of 2008 engagethe distribution of locks (see bl below regag
the presentation of certain activity of Vuance RRE®discontinued operations), S.B.C. Aviation L{thcorporated in Israel) which began operatior
2007, and focused until 2009 on executing perimsgeurity and a border control project at a Euragagernational Airport, PureRFid, Inc. (incorpae
in Delaware) which focuses on the marketing antingebf the Companys active RFID solutions and until October 21, 2@ufperCom Asia Pacil
Limited incorporated in Hong Kong which focusedmarketing (see ¢ below). As of December 31, 20llaha Companys activities were concentra
mainly through Vuance Ltd. and PureRFid, |




VUANCE LTD. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Cont.)

U.S. dollars in thousands (except per share data)

NOTE 1:-

GENERAL (Cont.)

a.

(cont.)

On July 3, 2007, through its wholly-owned subsigiaruance Inc., the Company entered into an agreeiftiee “Purchase Agreementt) acquire all ¢
the issued and outstanding share capital of Sgddatding Corp. (“SHC”) from Homeland Security CtdiCorporation (OTCBB: HOMS.OB) (“HMSQ”
and other minority shareholders (collectively, ‘18ed”) for approximately $4,335 in Vuance ordinary shgeexl direct expenses of approximately $€
The closing date was August 28, 2007. SHC is aweala corporation engaged, directly and througisutssidiaries in the business of manufacturing
distributing RFIDenabled solutions, access control and security geanant systems. As consideration for the acquistfoSHC, the Company issuec
the sellers 1,097,426 ordinary shares of the Comparich were subject to certain lock up mechanistMSC further agreed that at the Closing it
grant an irrevocable power of attorney to the Ghair of the Board of Directors of the Company, tereise all voting rights related to its Vuance $k
until the sale or transfer of such Vuance ShareHMSC to an unaffiliated third party in an armé&gth transaction. According to the Purct
Agreement, the Company guaranteed all of the ofitigs of Vuance Inc under such agreement.

During the fourth quarter of 2007, the acquired pamies (SHC and its subsidiaries) were mergedvofnce Inc.

On March 25, 2009, the Company, through its subsydiVuance Inc., completed the acquisition ofaerassets and liabilities of Intelli-Site, Inclr(telli-
Site”). The purchase price was $262 payable in cash asHares of the Company (which were subject to aitelbck up mechanism) and include
contingent consideration of up to $600 based ugotain conditions.

The results of operations of Inteflite were included in the consolidated financiatesnents of the Company commencing April, 2009. elav, durin:
the first quarter of 2010, this activity (includinige contingent consideration related to it) walsl smd presented among discontinued operationsb
below.

On November 8, 2006, the Company entered into aseagent with On Track Innovations Ltd. ("OTI") (NRBQ: OTIV), under which OTI agreed
acquire the assets of the Company'Debivision (including, inventory, fixed assets amtangible assets) for consideration consisting? &27,201
restricted ordinary shares of OTI. The transacti@s completed on December 31, 2006. At the clodimg,parties entered into a service and st
agreement pursuant to which the Company agreedrttintie to provide services and receive revenuemoertain existing ID and I® contracts fo
governmental and commercial projects in Europea/sid Africa. OTI agreed to serve as a subcontréatahese projects. The shares of OTI which\
subject to certain lo-up agreement were sold by the Company during 26872808. See also Note 3 belc
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VUANCE LTD. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Cont.)

U.S. dollars in thousands (except per share data)

NOTE 1:- GENERAL (Cont.)

b.

Discontinued operatior

During the fourth quarter of 2008, the Company edabe operations of distribution of locks (whidnmmenced during 2008). The assets attributed §
discontinued operations, mainly inventory, weralshiring 2009

The results of the discontinued operation forytears ended December 31, 2008 and 2009, is preseal@w:

Year ended Year ended
December 31 December 31

2008 2009
Revenue! $ 5 §$ 15€
Cost of revenue $ 4 $ (19€)
Selling and marketing $ 273 $ (25)
Net loss $ (272) $ (65)

On January 28, 2010 (the “Closing Datéle Company and its subsidiary Vuance, Inc. corefleéhe sale of certain of the assets (includingam
accounts receivable and inventory) and certairhefliabilities (including certain accounts payatdé)uance Inc. (the “Saledelated to the Compan
electronic access control market (the “Vuance EAGIiBess”), pursuant to a certain Agreement for frage and Sale of Business Assets (fPer¢has
Agreement”), dated as of January 9, 2010 betweeanv@ Inc. and OLTIS Security Systems Internatiob&lC (“OSSI”). On the Closing Date,
consideration for the Sale of the Vuance EAC Bussn®SSI paid Vuance Inc. $147 in cash. In addit@8SI paid off (the “Bridge Bank Payment)
certain Business Financing Agreement (the “Lodméjween Vuance Inc. and Bridge Bank, National Agdimn in an amount of $290. Further to
Bridge Bank Payment, the Loan was released, anc€tmpany and Vuance Inc. no longer have any ligsliassociated with the Loan. The Purc
Agreement includes an indemnification clause purst@which, Vuance Inc. agrees to indemnify antti@SSI harmless from and against any clail
liability of Vuance Inc. or the Company, which miag asserted against OSSI, excepting only to trenext any business debts and other liabilitiesch
OSSI expressly agrees to pay or assume at thengldsite.

On January 29, 2010 (the “Closing Date)e Company and its subsidiary, Vuance, Inc., cetegl the sale of certain of the assets and ceofaihe
liabilities of Vuance Inc. (the “Sale”) related tlee Company's Government Services Division (thedivte CSMS Business"pursuant to a certain as
purchase agreement (the “Purchase Agreement”) datedary 29, 2010 between the Company, Vuance WidePoint Corporation (“WidePoint"anc
Advance Response Concepts Corporation.

On the Closing Date, as consideration for the SAfliedlePoint paid Vuance Inc. $250. In addition, WRdét agreed to pay Vuance Inc. a maximum
out of $1,500 over the course of the calendar y2ai®, 2011, and 2012, subject to the performahcentain financial requirements of the Vuance C¢
Business during each of those years. The Purchgssefent includes an indemnification clause pursteawhich, each of the parties shall indemnify
hold harmless the other party in the event of thistence of certain circumstances stipulated inRbiechase Agreemer
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VUANCE LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Cont.)

U.S. dollars in thousands (except per share data)
NOTE 1:- GENERAL (Cont.)
b. Discontinued operations (cont.)
The activities sold meet the definition of a com@oenunder ASC Topic 2080. Due to the fact, that as of December 31, 2606h components met 1
requirements to be classified as held for salecaoadance with the provisions of ASC Topic 3BD-the results of operations of these componerdgta

assets and liabilities attributed thereto weresifesl as discontinued operations. In addition,réults of operations for the prior period (2008ye bee
re-classified accordingly

The assets attributed to the discontinued opermtoa as follows:

As of
December 31

2009
Restricted cash depos 75
Trade receivable 724
Other account receivabli 11E
Inventories, ne 477

Intangible assets, n 517(*)

Property and equipment, net 88
Total $ 1,99¢

(*) Based on the consideration of the sale transactiah the fair value estimation of the componentsl,stile Company recognized in 2009
impairment in a total amount of $1,119 with resptcthe balance of goodwill attributed to the solimponents ($685) and to certain o
intangible asset:

Following the sale of the activities and as ecBmber, 31, 2010, the Company does not have anjvément with respect to the activities sold.

The liabilities attributed to the discontinued agteans are as follows

As of
December 31

2009
Shor-term bank credi $ 29C
Trade payable 907
Accrued expenses and other liabilit 37¢€
Employee payroll accruals 26
Total $ 1,59¢

The results of the discontinued operations ar@ksis:
Year ended December 31

2008 2009 2010
Revenue! $ 2541 $ 494, $ 541
Cost of revenue (1,50%) (2,52)) (497
Research and developme (839 (930) (96)
Selling and marketin (2,019 (2,950 (205)
General and administrati\ (68¢€) (761) (28)
Financial expense (26) (124) 4)
Impairment of goodwill and other intangible assets (3,235) (1,119 -
Net loss $ (5,767 $ (2,460) $ (18¢)




VUANCE LTD. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Cont.)

U.S. dollars in thousands (except per share data)

NOTE 1:-

GENERAL (Cont.)

C.

Sale of subsidiary:

During October 2010, the Company sold its entireitgginterest in its wholly owned Hong Kong subsigi, SuperCom Asia Pacific Limited (i
“Subsidiary”),for no consideration. As part of this sale, the @any assigned to the purchaser certain outstarldemgs due to the Company by
Subsidiary in the amount of $1,400. As result &f sale of the Subsidiary, the Company realizechéalagain of $272 in the fourth quarter of 2010.

Extinguishment of liabilities

On November 3, 2010, the Company submitted to tsict court in PetacHkva, Israel, a request to summon meetings ofitoedlof the Company,

order to approve a proposed arrangement betweeBdhmany and its creditors (including convertibém® holders) in accordance with Section 350 o
Israeli Companies Law 575B999. The proposed arrangement involves an allatroBordinary shares or warrants to purchase orglishares of tr
Company to certain of its creditors, at a priceb6f09 per ordinary share against 40% of the tasgdtanding debt to the creditors, to the effectotél
satisfaction of the entire debt owed to the Compamyeditors (thus forgiving and waiving 60% of ttweal outstanding debt of the Company).

proposed arrangement is based on the one whichap@oved by the general meeting of the shareholdetsd September 12, 2010. The Com;
convened the meetings of its creditors to apprbeeproposed debt arrangement during February amdhvep11. On March 15, 2011, the Company

an application with the Petach-Tikva District Cqumtlsrael, for the approval of the creditor agament presented to creditors at the creditorstingse

As of the Balance Sheet date, based on the opufidts legal advisors, the Company has repaid tedeeditors with total outstanding debt of $27
connection with arrangements that are not subgeeiny further approvals or other conditions. ThenPany granted for those certain creditors a tot
1,206,142 warrants to purchase ordinary shareBeo€bmpany (see also Note 14f2). In accordance A Topic 470-50-40the Company recorded
amount of $124 as a gain from extinguishment otslbbsed on the difference between the carryinguatnaf the liabilities repaid ($271) and the faddwe
of the warrants granted ($147), which was crediliegictly to additional paid-in capital.

As described above the Company proposed the saraegament to certain other creditors with a totabtdamount of approximately $5,954 as
December 31, 2010.

The completion of such arrangement is subjectrial fapproval of the District Court, pending theolaton by the District Court to an objection tce
proposed arrangement filed by one of the Comparrgditors (see Note 13).

Concentration of risk that may have aificant impact on the Company:
The Company derives most of its revenues from oa@mntustomer. See also Note 16c.
The Company purchases certain services and prodsetsby it to generate revenues in its projeatissates from several sole suppliers. Although tlaee

only a limited number of manufacturers of thosdipalar services and products, management belleateather suppliers could provide similar serviaee
products on comparable terms without affecting afieg results.
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VUANCE LTD. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Cont.)

U.S. dollars in thousands (except per share data)

NOTE 1:- GENERAL (Cont.)

f.

The Company has incurred substantial losses anatimegash flows from operations since its inceptibne Company had an operating cash flow di
in each of the three years period ended Decemhe2(®D. As of December 31, 2010, the Company haacanmulated deficit of approximately $49,
and the total shareholders' deficit amounted t8 &I, The Company incurred net losses of approxim&E2,358, $5,085 and $1,965 in the years e
December 31, 2008, 2009 and 2010, respectively.Gdrapany may continue to have an annual net opgrédsses and negative cash flows for the
future, and expects to spend significant amountsagftal to enhance its remaining products andisesy develop further sales and operations and
expansion. As a result, the Company will need toegate significant revenue to achieve profitahilEyen if the Company does achieve profitability
Company may not be able to sustain or increasét@bdity on a quarterly or annual basis. Continotof the Company's current operations afteraitig
its current cash reserves and other current assdependent upon the generation of additionahfired resources. As described in Note 1d, the Cary
wishes to complete the credito@rangement and also is seeking to raise fundsrelih equity issuances or by receiving banking itrénks. Thes
matters raise substantial doubt about the Compaaiyliy to continue as a going concern. The finahstatements have been prepared assumir
Company will continue as a going concern. The faianstatements do not include any adjustmentsrttigiit result from the outcome of this uncertail

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have beguaped in accordance with accounting principles gahyeaccepted in the United States ("US GAAF

a.

Use of estimates:

The preparation of financial statements in confoymiith generally accepted accounting principleguiees management to make estimates
assumptions that affect the amounts reported irfitteancial statements and accompanying notes. Acasults could differ from those estimates.
applicable to these consolidated financial statésyéhe most significant estimates and assumptielage to allowances and contingenc

Financial statements in U.S. dollars:

Most of the revenues of the Company and its suésedi are received in U.S. dollars. In additiosphstantial portion of the costs of the Company its
subsidiaries are incurred in U.S. dollars. Thefonanagement believes that the dollar is the sayref the primary economic environment in whick
Company and its subsidiaries operate. Thus, thetimal and reporting currency of the Company dasdubsidiaries is the U.S. dollar.

Monetary accounts maintained in currencies othan the U.S. dollar are maeasured into U.S. dollars in accordance with thadards of the Financ

Accounting Standards Board ("FASB"). All transaatigains and losses from the measurement of monetary balance sheet items dextesf in th
statements of operations as financial income @miial expenses as appropri
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VUANCE LTD. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Cont.)

U.S. dollars in thousands (except per share data)

NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES (cont.)

C.

Principles of consolidation:

The consolidated financial statements include tbeoants of the Company and its subsidiaries (unfeesnoneontrolling shareholders have cen
approval or veto rights) in Israel, the United 8taand Hond<ong (see Note 1c). Material intercompany transactiand balances were eliminated
consolidation. Material profits from intercomparajes, not yet realized outside the group, were elistinated.

Cash and cash equivalents:

The Company considers unrestricted shentn highly liquid investments originally purchasedh maturities of three months or less to be casth cas
equivalents

Restricted cash deposits:

Restricted cash includes a deposit which is usegdtare agreement with account pays

Marketable securities:

The Company accounts for investments in marketsdberities in accordance with ASC Topic 320-1fyestments - Debt and Equity Securiti¢sASC
Topic 320-10"). Management determines the appropriate classifitaifoits investments in marketable securities aochmercial paper at the time
purchase and reevaluates such determinations latadsnce sheet date.

The marketable securities held by the Company du2B08 consisted of marketable securities receivembnnection with the OTI transaction (see I
1a). Such securities were classified as availatiesdle and were stated at fair value, with unrealigaiohs and losses reported in "accumulated

comprehensive income". During 2008, the Compang ablits OT’s shares and recognized a loss in an amount of.

Allowance for doubtful accounts:

The allowance for doubtful accounts is determindth wespect to specific amounts the Company haerohéted to be doubtful of collection.
determining the allowance for doubtful accounts, @ompany considers, among other things, its pasrince with such customers and the informi
available regarding such custome

Inventories:

Inventories are stated at the lower of cost or miavalue. Inventory write-offs are mainly providem cover risks arising from slomoving items ¢
technological obsolescence. Cost is determined|esis:

Raw materials, parts and supplies - using the “mp@iverage cost" method or the “first in first ootéthod.

Finished product- on the basis of direct manufacturing cc

Investment in a certain majority-owned sukzgigt

The investment in a certain majority-owned compamypresented using the equity method of accountingccordance with ASC Topic 323 -

"Investments - Equity Method and Joint Venture due to substantive participation rights held hg minority, which impact the Compayability tc
exert control over the subsidiary. See Not




VUANCE LTD. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Cont.)

U.S. dollars in thousands (except per share data)

NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES (cont.)

i

k.

Property and equipment:

Property and equipment are stated at cost, netafnaulated depreciation.

Depreciation is computed using the stra-line method, over the estimated useful lives, atftiilowing annual rate:

%

Computers and peripheral equipm 33
Office furniture and equipme! 6-15
Leasehold improvements Over the shorter of the

term of the lease or tt
life of the asse

Impairment of long-lived assets and intatgydssets:

The Company's lontived assets and certain identifiable intangibleets are reviewed for impairment whenever eventshanges in circumstanc
indicate that the carrying amount of an asset natybe recoverable. Recoverability of assets to édd bnd used is measured by a comparison ¢
carrying amount of an asset to the future undistamlicash flows expected to be generated by the. d6seich asset is considered to be impaired
impairment to be recognized is measured by the amwmuwhich the carrying amount of the asset exsdkd fair value of the asset. Assets to be disj
of by sale are reported at the lower of the cagymount or fair value, less costs to <

Convertible Bond:

1.

Beneficial conversion feature:

The Company has considered the provisions of ASQICT®15-40,"Derivatives and Hedging - Contracts in Entity's @®&quity", and determine
that the embedded conversion feature of the cobleronds should not be separated from the hadtument because it qualifies for eq
classification. Furthermore, the Company appliedCABopic 470-20,"Debt - Debt with Conversion and Other Optiohsvhich clarifies thi
accounting for instruments with beneficial conversfeatures or contingency adjustable conversitoga

The beneficial conversion feature has been caledlby allocating the proceeds received in finan¢éfagsactions to the convertible instrument
to any detachable warrants included in the trafmactnd by measuring the intrinsic value of thenaatible instrument based on the effec
conversion price as a result of the allocated prdse

The amount of the beneficial conversion featurenwéspect to convertible bonds was recorded aseoudint on the convertible bonds wit
corresponding amount credited directly to equityadditional paidn capital. After the initial recognition, the d@ment on the convertible bonds
amortized as interest expenses over the term didhes.

Issuance costs of convertible bonds — dedecharges:

Costs incurred in respect of obtaining financingtigh issuance of convertible bonds were deferretiexpensed as financing expenses ove
contractual term of the bonc




VUANCE LTD. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Cont.)

U.S. dollars in thousands (except per share data)

NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES (cont.)

Convertible Bonds (cont.
3. Modification (or exchange) of a convertiblends

The Company applied the provisions of ASC Topic 480, "Debt -Modifications and Extinguishments”, with respextiie modification of tern
of convertible debt instruments. According to AS@pic 47050, the Company concluded that the modificatiorarivertible bonds that occurn
during November 2007 did not result in a debt eqdishment and the modification that occurred ineJ2A808, August 2009 and November 2
was determined to be a debt extinguishment. See N

4. Refinance on a long-term basis

The Company applied the provisions of ASC Topic 4710 — 45 “Debt — Other Presentation Mattewith respect to a financing agreement sic
after the date of the balance sheet but beforéstumnce of the financial statements and accorglipgésented certain convertible bonds in a
amount of $4,262, as a long term liabili

Accrued severance pay and severance pay fund

The liabilities of the Company for severance payt®fisraeli employees are calculated pursuansiteel's Severance Pay Law. Employees are entd
one month's salary for each year of employmenpaotion thereof. The Company's liability for als iemployees is presented under "accrued seve
pay". The Company deposits on a monthly basis ters@ce pay funds and insurance policies. The vaflubese policies is presented as an asset «
Company's balance sheet.

The deposited funds include accrued income up ¢éoblance sheet date. The deposited funds may thelrawvn only upon the fulfillment of tl
Company'’s obligation pursuant to Israel's Severd&aelLaw or labor agreements.

Severance expenses for the years ended Decemb#Z0(@8,,2009 and 2010 amounted to $108, $22 andrés@ectively
Goodwill and Intangible assets:

Intangible assets are amortized over their uséfeslusing the straight line method of amortizatioat reflects the pattern in which the economicefigs
of the intangible assets are consumed or othemgied up, in accordance with ASC Topic 336tangibles - Goodwill and Other."

Goodwill represents the excess of the aggregathpae price over the fair value of the net assefaieed in a purchase business combination. Good
not amortized, but rather is tested for impairmarieast annually or between annual tests, if tegeents or indications of impairment occur. Godtis
tested for impairment at the reporting unit levas. required by ASC Topic 350, the Company comp#redair value of each reporting unit to its camg
value ("step 1"). If the fair value exceeds thergag value of the reporting ung’'net assets, goodwill is considered not to be iragaand no furthe
testing is required. If the carrying value excetfisfair value of the reporting unit, then the ireglfair value of goodwill is determined by subtiag the
fair value of all the identifiable net assets fréime fair value of the reporting unit. An impairmeass is recorded for the excess, if any, of theyasg
value of the goodwill allocated to the reportingtwver its implied fair value ("step 2"
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VUANCE LTD. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Cont.)

U.S. dollars in thousands (except per share data)

NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES (cont.)

n.

Goodwill andangible assets (cont.):
During 2008, the Company recorded an impairmerfoafdwill in an amount of $3,235. See Note 8.

Due to the sale of activities in January 2010 (et 1b), the Company recorded in 2009 an impaitrues of the entire remaining balance of the gabh
which was attributed to the components sold inranunt of $685 and certain other intangible assetmiamount of $434.

Revenue recognition:

The Company and its subsidiaries generate the@mess from the sale of products, maintenance, iegand long term contracts (including training
installation).

The sale of products involves the sale of activdDRproducts and existing ¥ project. The Company sells its products in thg through a loci
subsidiary, and directly in the rest of the world.

Product sales are recognized in accordance wififi &taounting Bulletin No. 104, “Revenue Recognitio“SAB No. 104"), when persuasive evidence
an agreement exists, delivery of the product hasimed, the fee is fixed or determinable, colletiigbis probable, and inconsequential or perfumg
performance obligations remain. If the product ieggispecific customer acceptance, revenue is rdefemtil customer acceptance occurs or the aceeg
provision lapses.

The Company recognized certain long-term cont@e¢mues in accordance with ASC Topic 605 8®nstruction-Type and Production-Type Contracts"
Pursuant to ASC Topic 6085, revenues from these contracts are recognizedruhe percentage of completion method. The Compaeasures tl
percentage of completion based on output or inptdri@, such as contract milestones, percentagmgineering completion or number of units shipe
applicable to each contract. Provisions for estiddbdsses on uncompleted contracts are made dilméngeriod in which such losses are first iderdifig
the amount of the estimated loss on the entireraontAs of December 31, 2010, no such estimatesk®were identified. As of December 31, 201Gha
long-term contracts were completed and their rdlaé@enues were recognized in full.

The Company believes that the use of the percerdbgempletion method is appropriate, since the Gany has the ability, using also an indepen
subcontractor's evaluation, to make reasonably riigide estimates of the extent of progress madarttsvcompletion, contract revenues and cor
costs. In addition, contracts executed includevigions that clearly specify the enforceable rightshe parties to the contract, the consideratmipe
exchanged and the manner and terms of settlenreatl tases, the Company expects to perform itéractual obligations and the parties are expea
satisfy their obligations under the contract.

In contracts that do not meet all the conditionstiomed above, the Company utilized zero estimafgsrofits; equal amounts of revenue and cos
recognized until results can be estimated withisieffit accuracy.

Revenues and costs recognized pursuant to ASC BOBIB5 on contracts in progress are subject to manageesémates. Actual results could differ fr
these estimates.

The Company is not obligated to accept returnedyts or issue credit for returned products, urdegsoduct return has been approved by the Comipi
advance and according to specific terms and camditiAs of December 31, 2010, the Company had lawahce for customer returns in the amour
$13.




VUANCE LTD. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Cont.)

U.S. dollars in thousands (except per share data)

NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES (cont.)

0.

Revenue recognition (cont.):

The warranty period is usually 12 months. Basedharily on historical experience, the Company doesprovide for warranty costs when revenu
recognized, since such costs are not material.

Deferred revenues and customer advances includargmeceived from customers for which revenue® mt been recognized.
Shipping and handling costs:

Shipping and handling fees billed to customersrafiected as revenues while the related shippirytemdling costs are included in cost of reventie
date, shipping and handling costs have not beeariaht

Research and development costs:
Research and development costs (other than softaerexpensed as incurred.

Research and development costs incurred in theepsoaf software production before establishmeneédinological feasibility, are expensed as incu
Costs of the production of a product master inaisabsequent to the establishment of technolofgeaibility are capitalized according to the prpiet
set forth in ASC Topic 985-20Costs of Software to Be Sold, Leased, or Market&Hsed on the Company's product development pspteshnologici
feasibility is established upon completion of aailetd program design or a working model.

Capitalized software development costs are amartiwea product-byroduct basis commencing with general product seldsy the greater of the amo
computed using: (i) the ratio that current grosenelies from sales of the software product beandddtal of current and anticipated future grosenee
from sales of that software, or (ii) the straiginelmethod over the estimated useful life of thiéveare product (three years).

Income taxes:

The Company and its subsidiaries account for inctares in accordance with ASC Topic 74come Taxes" This Statement prescribes the use o
liability method whereby deferred tax asset antility account balances are determined based derdiices between the financial reporting and tase!
of assets and liabilities and are measured usiagettacted tax rates and laws that will be in effeleen the differences are expected to reverse
Company and its subsidiaries provide a valuatitowaince, if necessary, to reduce deferred tax asseheir estimated realizable value.

The Company accounts for uncertain tax positionadeordance with ASC Topic 74, which prescribes detailed guidance for therfoi statemel
recognition, measurement and disclosure of uneetéd positions recognized in an enterprise’s fai@nstatements. According to ASC Topic 740- tay
positions must meet a more-likely-than-not recdgnithreshold. The Compars/accounting policy is to classify interest andgiges relating to uncerte
tax positions under income taxes, however the Comgal not recognize such items in its fiscal 208809 and 2010 financial statements.
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VUANCE LTD. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Cont.)

U.S. dollars in thousands (except per share data)

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (cont.)

S.

Concentrations of credit risk:

Financial instruments that potentially subject @@mpany to concentrations of credit risk consigqpally of cash and cash equivalents, restrictast
deposits and trade receivables. The Company's temgévables are derived from sales to customeetda primarily in Europe (including Eastern Eurg
the United States and Israel. The Company perfamg®ing credit evaluations of its customers' finahcondition. The allowance for doubtful accouis
determined with respect to specific debts thatGbmpany has determined to be doubtful of collectigee Note 2g.

Cash and cash equivalents and restricted cashitlepos deposited with major banks in Israel ardUhited States. Management believes that such
financial institutions are financially sound andeardingly, minimal credit risk exists with respéstthese financial instruments.

The Company has no significant off-balance-sheptentration of credit risk, such as foreign excleogntracts, option contracts or other foreign heglg
arrangements.

Basic and diluted loss per share:
Basic loss per share is computed based on the teeigiverage number of ordinary shares outstandiniggieach year. Diluted earnings (loss) per share
are computed based on the weighted average nurhbetipary shares outstanding during each yeas thle dilutive potential of stock options and
warrants outstanding during the year using thestrgastock method and the dilutive potential, ij,aof convertible bonds using the “if-converted hoat".

The net loss and the weighted average number oéshaed in computing basic and diluted loss paresfor the reported periods are as follows:

Year ended December 31,
2008 2009 2010
Net loss used for the computation of basic andelloss per share (12,35¢) (5,08E) (1,96%)

Year ended December 31,
2008 2009 2010
Weighted average number of shares used in the daiguof basic and diluted loss per sh 5,171,401 5,511,94: 6,177,86:

All outstanding stock options, warrants and corbkrtbonds have been excluded from the calculatiothe diluted net loss per share for the yearee
December 2008, 2009 and 2010, since the effetteo§hares issuable with respect of these instriawead anti-dilutive.

The number of potential shares from the conversfaonvertible bonds, options and warrants thaehzsen excluded from the calculation were 2,826
3,189,071 and 4,557,840 for the years ended Deaedih@008, 2009 and 2010 respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Cont.)

U.S. dollars in thousands (except per share data)

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (cont.)

u.

Fair value of financial instruments:

The following methods and assumptions were useithéyCompany and its subsidiaries in determiningdivevalue disclosures for financial instruments:
At December 31, 2010 and 2009, the carrying amoahtsash and cash equivalents, restricted cashsitspaurrent trade receivables, other accc
receivable, trade payables, other accounts pay@ieh are not included in the proposed arrangendestribed in Note 1d) and financial assets
liabilities attributed to discontinued operatiorpapximate their fair value due to the short-terntumisy of such financial instruments.

As of December 31, 2009 the fair value of the catibie bonds was approximate$§2,850. Such amount was calculated based on preakrg of th
principal, interest and penalties payment underathended terms of the bonds, using discount rafe’ &% which represent, according to manage
estimate, the interest rate that the Company wagsine to pay for such bond as of December 31, Zk8@| 3).

As of December 31, 2010 the Company is unable sesasthe fair value of the convertible bonds aherdiabilities subject to the proposed arrangel
due to the uncertainties involved with respech®mdompletion of the arrangement. The terms optbposed arrangement are described in Note 1d.

Accounting for stock-based compermsati

Sharebased compensation, including grants of stock apfis recognized in the consolidated statemenpefations as an operating expense, based
fair value of the award on the date of grant. Tdievalue of stock-based compensation is estimasiuly an option-pricing model.

The value of the portion of the award that is uéttely expected to vest is recognized as an expevesethe requisite service periods in the Compgany’
consolidated statement of operations.

The Company estimates the fair value of employeeksbptions using a Blac&echoles valuation model. The Company amortizes emisgtion costs usi
the graded vesting attribution method over theinggteriod, net of estimated forfeitures.

Advertising costs:

The Company expenses advertising costs as inculigertising expenses for the years ended Decer®be?008, 2009 and 2010, were approxims
$58, $12 and $15, respectively.

Comprehensive Income:
The Company has no comprehensive income compongrgsthan net loss in the reporting periods.
Reclassifications:

Certain comparative figures have been reclasstiiedonform to the current period presentation. Thanges did not affect net income, cash flo)
shareholders' deficit.
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NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES (cont.)

Z.

aa.

Fair value measurements:

The Company applies ASC Topic 820-10 which defifa@svalue, establishes a thresarel valuation hierarchy for disclosures of faglve measureme
and requires disclosures for fair value measures.

In accordance with ASC Topic 82, the Company measures and discloses fair vakesmements for certain financial and nonfinanagdets ar
liabilities. Fair value is an exit price, represagtthe amount that would be received to sell @egr the amount that would be paid to transiethlity in
an orderly transaction between market participatthe measurement date. As such, fair value isaekehbased measurement that is required t
determined based on the assumptions that markitipants would use to determine the price of eseter a liability.

As a basis for considering such assumptions, tinevédue accounting standard establishes the fafigwair value hierarchy, which prioritizes the irg
used in the valuation methodologies in measuriirgvidue:

Level 1 -Quoted prices (unadjusted) in active markets @nataccessible at the measurement date for agd@bilities. The fair value hierarchy gives
highest priority to Level 1 inputs.

Level 2 - Observable prices that are based on snpott quoted on active markets, but corroborateshasket data.

Level 3 -Unobservable inputs are used when little or noketadata is available. Level 3 inputs are considere the lowest priority under the fair ve
hierarchy.

In determining fair value, companies are requireditilize valuation techniques that maximize the w$ observable inputs and minimize the us
unobservable inputs to the extent possible asagetb consider counterparty credit risk in the sssent of fair value.

Discontinued operations:

The Company applies ASC Topic 205-28resentation of Financial Statements - Discontohi®@peration”. According to ASC Topic 2020, when
component of an entity, as defined in this standhad been disposed of or is classified as helddte, the results of its operations, including gaé o
loss on the disposed component, required to beifieh as discontinued operations and the assetdiatilities of such component should be clasdifée
assets and liabilities attributed to discontinupdrations if both of the following conditions areina) the operations and cash flows of the compioimave
been (or will be) eliminated from the ongoing optienas of the company as a result of the disposaistaiction, and b) the entity will not have any gigant
continuing involvement in the operations of the pmment after the disposal transaction. (See alde Muo).
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U.S. dollars in thousands (except per share data)
NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (cont.)
ab. Recently issued accounting pronoumcesn
A. ASC Topic 605 - 25 “Revenue Recognition -INple-Element Arrangements”

In October 2009, the FASB issued amendments taticeunting and disclosure for revenue recognitidrese amendments, effective for fis
years beginning on or after June 15, 2010 (fiseary2011 for the Company), with early adoption pted, modify the criteria for recognizi
revenue in multiple element arrangements and requ@mpanies to develop a best estimate of thenggilice to separate deliverables and allc
arrangement consideration using the relative gplfince method. Additionally, the amendments elaténthe residual method for allocal
arrangement considerations.

The adoption of the new guidance is not expectdthte a material impact on the Comg’s financial position, results of operations or céstvs.
B. ASC Topic 985 - 605, "Software - Revenue dgtion”

In October 2009, the FASB issued Accounting Stasslaipdate (ASU) 2009-14, Certain Revenue Arrangésnénat Include Software Elements —
a consensus of the FASB Emerging Issues Task Far@mend the scope of arrangements under ASC3#fyare, 605, “Revenue Recognition”
to exclude tangible products containing softwarenponents and non-software components that fund¢tigather to deliver a produstessenti
functionality. Such components shall be subje@$& Topic 605 - 25 “Revenue Recognition - MultifilEement Arrangements”.

The amended guidance in ASC 605-25 and ASC&IEbis effective prospectively for revenue arrangets entered into or materially modifiec
fiscal years beginning on or after June 15, 201@h wearly application and retrospective applicatiparmitted. The Company expects
prospectively apply the amended guidance in ASG&#, concurrently with the amended guidance in A86-25, beginning on January 1, 2011.

The adoption of the new guidance is not expectdthte a material impact on the Comg’s financial position, results of operations or clstvs.
C. ASC Topic 820, “Fair Value Measurements Bigtlosures”

In January 2010, the FASB updated the “Fair Valueabirements Disclosureatcounting standard. This update will require (a)eatity tc
disclose separately the amounts of significantsfiens in and out of Levels 1 and 2 fair value meaments and to describe the reasons fc
transfers; and (b) information about purchasegssabsuances and settlements to be presentechtedpdi.e. present the activity on a gross t
rather than net) in the reconciliation for fair walmeasurements using significant unobservableadnjhevel 3 inputs). The update clarifies exis
disclosure requirements for the level of disaggtiegaused for classes of assets and liabilitiessmesl at fair value, and requires disclosures
the valuation techniques and inputs used to medairrealue for both recurring and nonrecurring feélue measurements using Level 2 and L
3inputs.

As applicable to the Company, the update becanextéfé as of the first interim or annual reportipgriod beginning after December 15, 2(
except for the disclosures of the Level 3 roll fard information, which is required for annual repay periods beginning after December 15, 2
and for interim reporting periods within those yeéiscal 2011 for the Company). The adoption ef tiew guidance did not have a material im
on the Company financial position, results of operations or clistvs. Moreover, the adoption of the provisionatttvill be effective in 2011 is n
expected to have a material impact on the Con’s financial position, results of operations or cfisivs.
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NOTE 3:-

NOTE 4:-

NOTE 5:-

NOTE 6:-

MARKETABLE SECURITIES

During the fourth quarter of 2006, the Company res@ as consideration for the sale of théDebivision (see Note 1a), 2,827,200 ordinary skaoé OTI
(hereinafter — "OTI shares") (of which 212,040 glsavere received by the Company but related woitsultants).

During 2008, the Company sold the remaining, 1200,0T| shares, for a total amount of $3,192 amneed net realized losses in an amount of $862h
amounts were presented in the statement of operaithin the financial expenses, net.

The Company did not hold marketable securitiesratien OTI shares in the reported periods.
OTHER ACCOUNTS RECEIVABLE AND PREPAI D EXPENSES

December 31

2009 2010
Prepaid expenst $ 16 $ 8
Government authoritie 10¢ 88
Advance payment to supplie 55 19z
Others 13E 98
$ 31 $ 38¢

INVENTORIES, NET

December 31

2009 2010
Raw materials, parts and suppl $ 17 $ 14E
Finished products 65 52
$ 82 $ 197

As of December 31, 2009 and 2010, the inventoprésented net of allowance for slow inventory ia #mount of approximately $51 and $108 respectively
INVESTMENT IN A CERTAIN MAJORITY OWNED SUBSIDIARY

In December 1997, the Company set up SuperCom givawned equally with another thighrty investor, in order to execute a transactidth the Ministry o
Interior of the Slovak Republic.

In March 2000, the Company purchased an additia6&b of SuperCom Slovakia, at a nominal value of $1, and grantechshard-party investor a loan in
amount of $275, bearing interest of 0.7% per moftthany amounts outstanding. Interest is compodratethe outstanding principal balance of the laad is t
be repaid under the same conditions as the outs@gpdncipal balance.

The third-party investor has an option to buy b&6% of the shares, for $1, upon repayment of tha to the Company.

The Company currently owns 66% of SuperCom Slovaldatstanding shares and accounts for the investosng the equity method of accounting, due &
substantive participation rights held by the nontoalling interest, which impact the Company’s #@bito exert control over the subsidiary.
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NOTE 6:- INVESTMENT IN A CERTAIN MAJORITY OWNED SUBSIDIARY ( cont.)

During 2006, the Company wrote down the entire Ibatance in that company due to litigation develepta regarding this issue and due to low probabdf
collection. See Note 11c2. During all the reportedods, the subsidiary had no operating activity.

NOTE 7:- PROPERTY AND EQUIPMENT, NET

December 31

2009 2010
Cost:
Computers and peripheral equipm $ 32C % 262
Office furniture and equipme! 19¢ 197
Leasehold improvements 46 45
564 504
Accumulated depreciatiol
Computers and peripheral equipm 27C 244
Office furniture and equipmel 11C 12C
Leasehold improvements 27 3C
407 394
Depreciated cost $ 157 $ 11C

Depreciation expenses for the years ended DeceBih@008, 2009 and 2010, were $73, $77 and $4Fectsely.
NOTE 8:- OTHER ASSETS, NET
a. Goodwill
The changes in the carrying amount of goodwilltfer years ended December 31, 2009 and 2010 aci@sd:

December 31

2009 2010
Balance as of January $ 685 $ -
Impairment loss (685) -
Balance as of December 31 $ - $ -

The goodwill resulted from the acquisition of SHse¢ Note 1a).

The Company received market indication with resgecthe fair value of the U.S. subsidiary in thestfiquarter of 2009. Based on the above the Con
recognized in 2008 an impairment loss in the amofif$B,235.

During 2009, the Company recognized an impairmérih@ remaining balance of goodwill which attribaiteo the components (as described in ASC 360
have been classified as of December 31, 2009 asrtiaued operations. As a result, the impairmess wlassified in the statements of operations @®92withir
the loss from discontinued operations.
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NOTE 8:- OTHER ASSETS (Cont.)

b.

@)

Intangible assets and deferred charge

December 31,

Cost Amortization perioc 2009 (%) 2010
Deferred charges (i Over the contractual life of the bon $ PASTSI 25E
Patents (b 3 Years 104 104

$ 35¢ $ 35¢

Accumulated amortization

Deferred charge $ 258 $ 25¢
Patents 98 104

$ 352 $ 35¢
Amortized cost $ 6 $ -

Due to sale of activities in January 2010, the Camypclassified as of December 31, 2009 certaimgitde assets in an amount of $517, attributedhé¢
activities within the balance "Assets attributedliscontinued operations". (See Note :

The deferred charges were incurred in respectefgbuance of convertible bonds during Novembe®62@n additional amount of $52 was recogn
during 2007 with respect to those convertible bynBsie to a breach of certain convertible bond cawgs in 2008, among other things, the Compan'
to accelerate the remaining deferred expensesdsmlarthe amount of $138. See Note

During February 2007, the Company purchased thaireng 20% of Vuance RFID from the minority for amount of $100, which was attributec
patents

Amortization of intangible assets and deferredrges amounted to $737, $632 and $6 for the yeatsd December 31, 2008, 2009 and 2010,
respectively

NOTE 9:- BANK CREDIT

a.

As of December 31, 2009, Vuance Inc had an acomggivable line of credit from Bridge Bank in argeggate amount of up to $ 1,000, and as of
date the amount of the credit utilized was $29G Weighted average interest rate on the creditdéef December 31, 2009 was approximately 7.5%
to sale of activities in January 2010 (see Note tH® Company classified the bank credit balancef @&ecember 31, 2009 to discontinued operatian
August 2010, Vuance Inc. closed its account in @gi@ank.

As of December 31, 2010, the Company did not hayecaedit line from banking institutions.

Regarding the credit line that was received byGbenpany after the balance sheet date, see Not¢

Regarding guarantees and lie see Note 11t
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NOTE 10:- ACCRUED EXPENSES AND OTHER LIABILITIES

@)

December 31

2009 2010
Deferred revenue $ 20 $ =
Accrued expenses (° 2,77¢ 2,241
Other 23 3
$ 2,82: $ 2,24

As of December 31, 2009 and 2010, includes $386 40P, respectively, related to marketing expen$881 and $368, respectively, relate
subcontractors of long term contract and $398 &%2 $respectively, related to litigation accru.

NOTE 11:- COMMITMENTS AND CONTINGENT LIABILITIES

a.

Lease commitments:
The Company's facilities and those of certain glibses are rented under several operating leaseagnts for periods ending in 2011 - 2015.

On April 18, 2005, the Company signed a lease &w offices in Qadima, (Israel). The lease was fpegod of five years commencing on Novembe
2005. The Company subleased a portion of thesedetilities until October 31, 2010. On November2R10, the Company signed an Additic
Agreement to the lease agreement according to whielCompany will lease only a part of the arethefinitial lease agreement for a period of one
commencing November 1, 2010 and ending OctobeP@11, with a notice period of at least 60 daysveilig each party to terminate the lease period.
monthly lease amount of the additional agreeme#7 ig.

The Company's subsidiary in the USA leases a faditi Peachtree City, GA. The average monthly fé¢he facility is $2.8. The lease commencec
March 1, 2008 until February 28, 2013.Vuance, &iso leased a facility in Rockville, Maryland far average monthly fee of $5.0 which was subleask
a monthly fee of $4.2. The lease commenced on Deeefy 2007 and ended on February 28, 2011.

In 2009, Vuance Inc. signed additional lease agesgrin Oak Creek, Wisconsin. The average monttdgdeamount for the facilities is $3.8. The I
commenced on April 1, 2010 until March 31, 2015.

Future minimum lease commitments under non-cantetgterating leases excluding subleases for thesysaled December 31, are as follows:

2011 $ 16€
2012 78
2013 50
2014 45
2015 11

$ 35C

Rent expenses, net of rent income from subleaseghé years ended December 31, 2008, 2009 and, 204@ approximately $440, $331 and $:
respectively.
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NOTE 11:- COMMITMENTS AND CONTINGENT LIABILITIES (cont.)
b. Guarantees, indemnity and liel

1. The Company issued a Letter of Credit with a badawfc$325 as of December 31, 2009 to a suppliéate® to a certain project of the Comp
with a European country. As a condition of thisteetof Credit, as of December 31, 2009, the Commeposited $330, which is presente
restricted cash deposits. The Letter of Credit xpion December 31, 2010 and the remaining restrideposit of $130 was released du
January 2011

2. Under the sale agreement of the e-ID Divism OTI, the Company agreed to indemnify OTI fay &reaches of the Compasy'epresentatior
warranties, covenants and obligations for twelventh® from the closing date (December 31, 2006). iidemnification also covers any cle
based on the Comparyalleged infringement on the intellectual propestyany third party. As of the date of the approwélithese financii
statements there was no claim for breach from the

3. Pursuant to the Amendment Agreements with the atible bonds holders (see also Note 13), in exchdog security in certain assets of
Company, the Company and the investors agreedit@wampliance and amend certain provisions oBbed.

4. See also Note 1b.
c. Litigation:
1. In April 2004, the Department for Resources Supmflthe Ministry of Ukraine (the "Department”) filedclaim with the International Commer

Arbitration Court at the Ukrainian Chamber of Commageand Industry (the “Arbitration Court”) to dedaContract No. 10/82 (the “Contragt”
dated April 9, 2002, between the Company and theidtty of Internal Affairs of the Ukraine (the "Mstry"), as void due to defects in -
proceedings by which the Company was awarded ther&az. In July, 2004, the Arbitration Court deelh the Contract as void. On April
2005, the Company appealed the decision to the Biginmercial Court of the Ukraine. In May 2005, thepartment filed a new statemen
claim with the Arbitration Court for restitution &fL,048 paid to the Company by the Department utide€ontract. On September 27, 2005
Company received a negative award issued by thératibn Court in the second claim (the "AwardQ®n December 12, 2005, the Company
informed that the Ukrainian Supreme Court had diseid its appeal regarding the July 2004 decisiond@e 29, 2006, the Ukrainian Supr:
Court held that the Arbitration Court award wasdiand legal under applicable law.

On September 28, 2008, the Department filed aipetiithe "Petition") in the Central District Cousf Israel (the "Court"), under which t
Department requested the approval of the Award\asia foreign arbitral award under the laws of Btate of Israel.

During November 2008, the Company filed with theu@an objection to the Petition and a petitiond&zlare the Award null and void. T
Company's objection and petition rely on what tleenpany believes to be wdlased evidence which the Company has against theenande
which the arbitration proceedings were conductethieyArbitration Court and against their validnassl legality. The Company believes that
arbitration proceedings were conducted partiallg propardized its basic rights. The Company's daame also corroborated by a contrary |
opinion written in the scope arbitration decisigndme of the arbitrators ("Arbitrator"
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NOTE 11:- COMMITMENTS AND CONTINGENT LIABILITIES (cont.)

C.

1.

Litigation (cont.):

(cont.)

On February 16, 2009, the Department filed its oasp to the Company's claims (the "Response"). Oéwartment raised procedural and o
claims in its Response, including a monetary cldiat the Company filed which is based on the Awaard the filing of such claim basically affiri
the Companys acknowledgment that the Award is valid. On Ma2& 2009, the Company filed a response to the Dewast's response an(
requisition to order the Arbitrator to testify inet scope of the Petition proceedings.

On June 6, 2009, a preliminary court session whkregarding the Petition. During the session,Dlepartment's counsel claimed that one of the
machines that the Company previously supplied @nsto the Contract (which machine is priced highan the amount of the Department's cli
was not supplied to the Department and was tramrsfdyy the Company to another Ukrainian governmentthority. It is noted that the Comps
has documents that evidence that, contrary to #aBment's claim, the Company supplied both ofithehines directly to the Department.

At a hearing held on September 23, 2009, the Cao#pted the Company's application to summon thérAtor as a witness. At the hearings wl
took place on November 29 and November 30, 2019 Attibitrator testified in Court. In his testimorijie Arbitrator described procedural fle
which occurred, in his view, during the arbitrat@mnd also related to threats which were made aglaiimsby the Secretary of the Ukrainian Chan
of Commerce and Industry in the course of the eatiitn session.

Following the testimony of the Arbitrator, the Dejpaent asked the Court to summon the other two idiaa arbitrators as witnesses. The C
accepted the request and scheduled hearings fotehBmonies in September 2011.

Based on the opinion of its legal advisors, the Gany believes that the above mentioned Ukrainidnittation Court decision is incorrect, a
matter of law, that the Ukrainian governmentlaim has no merit and that the Ukrainian Arlitra Proceedings were legally defective.
Company, based on its legal counsels, further \edighat there is a good chance that the Petitiirbes denied. Therefore no provision has t
made in the financial statements in respect otthien for restitution of $1,048.
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NOTE 11:- COMMITMENTS AND CONTINGENT LIABILITIES (cont.)

C.

2.

Litigation (cont.):

On October 30, 2003, SuperCom Slovakia, a subgiq&6%) of Vuance Ltd., received an award from lhiernational Arbitral Center of tl
Austrian Federal Economic Chamber, in a case ag#iasMinistry of Interior of the Slovak Republitti{e Ministry”) relating to the Agreeme
on Delivery of Technology, Cooperation and Servisigsied on March 17, 1998. Upon the Arbitral Awatee Ministry of Interior of the Slov:
Republic was ordered to pay SuperCom Slovakia theuat of SKK 80,000,000 (approximately $3,519 a®etember 31, 2010) plus intel
accruing from March 1999. In addition, the Minist¥/Interior of the Slovak Republic was ordereg#y the costs of arbitration in the amour
EUR 42,716 (approximately $57 as of December 310P@nd SuperCom Slovaks&legal fees in the amount of EUR 63,611 (approtefyeh8s
as of December 31, 2010). The Company has begenfamcement proceeding to collect the arbitral rawa The Ministry of Interior of tt
Slovak Republic filed a claim with the Commerciad €t in Vienna, Austria on February 10, 2004, whgré challenged and requested to
aside the arbitral award. During September 20 Qommercial Court of Vienna dismissed the cla®m October 21, 2005, the Ministry of
Interior of the Slovak Republic filed an appealn Sugust 25, 2006, the Austrian Appellate Courécegd the appeal and ordered the Minist
reimburse Supercom Slovakia’s costs of the appgliaiceeding in the amount of EUR 6,688 within &¢sd On October 3, 2006, the Comg
was informed that the Ministry had decided notil® &n extraordinary appeal to the Austrian Supr&oart’s decision rejecting its appeal.
date, the Compar's efforts to enforce the Commercial C¢s decision have been unsucces:

On December 16, 1999, Secu-Systems Ltdl &lé&awsuit with the District Court in Tel-Avidaffa jointly and severally against the Company
its former subsidiary, InkSure Ltd. (“InkSure’§eeking a permanent injunction and damages arfsimg the printing method applied to cert
products developed by InkSure. In its lawsuit, S8gatems asserted claims of breach of a confidéptagreement between Se8ystems ar
the Company, unjust enrichment of the Company ak8ure, breach of fiduciary duties owed to S8gstems by the Company and InkSure
misappropriation of trade secrets and damage ta-Sgstemsproperty. On March 15, 2006, the Court deniedittemch of contract claim, t
upheld the claim for misappropriation of trade séxrand ordered InkSure and the Company to ceasectality involving the use of tt
confidential knowledge and/or confidential inforioat of SecuSystems. In addition, the court ordered the Compamy Inksure to provide
report certified by an accountant setting fortHut the income and/or benefit received by InkSarel the Company as a result of the infrin
activity through the date of the judgment, and cedehe Company and Inksure, jointly and severatlypay to SeciBystems compensation in
amount of NIS 100,000 ($28 as of December 31, 2@h@) legal expenses as well as attoradges in the amount of NIS 30,000 ($8 a
December 31, 2010) (which was paid during 2006¢uS®ystems has filed an appeal, and the Companyn&Sdire filed a counteappeal, on tk
above ruling.

During the years thereafter several court sessi@ne held, judgments were made and appeals werkHi each of the parties.

On December 15, 2009, the court suggested thagatiees try a mediation process in order to endetovoome to an agreement. All the parties
agreed to the suggestic
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NOTE 11:- COMMITMENTS AND CONTINGENT LIABILITIES (Cont.)

C.

Litigation (cont.):

3.

(cont.)

In the course of the mediation process, during 2@hCagreement in principle was reached, accoringhich the mediator will be authorizec
determine the sum, within the range between NISGED(approximately $211 as of December 31, 20h6)NIS 1,000,000 (approximately $2
as of December 31, 2010), which the Company slaalltp Secusystems. Pursuant to such agreement in principdeamount determined by -
mediator will be paid by the Company during 2011 @equal, consecutive monthly installments.

As of December 31, 2009 the Company made an allogvamthe amount of $230 related to this litigation

Following the said agreement in principle, a bigdmediation agreement was signed by the partie$,oanSeptember 1, 2010, a media
session was held. On November 30, 2010, the mediatermined that the sum the Company will havedp to Secusystem is NIS 893,0(
(approximately $252 as of December 31, 20

Somet HaSharon ("Somet") is the owner of the officélding in Qadima where the Company's offices lamated in accordance with a le
agreement from 2005.

The Company has discovered that there are disccegsabetween the leased area as it appears ireéise lgreement and the space aci
possessed by the Company. Consequently, the Confizengent to Somet a s#f-notice regarding the excess lease payments dbabrding t
the Company, Somet has collected from the Compiacg she commencement of the lease period.

The entire dispute has been submitted to an agrped-Arbitrator.

On June 28, 2010, the arbitral award was receipegisuant to which the claim against the Company aesepted and the Compat
counterclaim was rejected. In addition, legal exgesnin the amount of NIS 20,000 (approximately $&faDecember 31, 2010) were awarde
favor of Somet.

The Company settled its entire debt in respechaf dispute in October 201

Vuance Inc. was the defendant in an action filedvtamch 26, 2010 in the Circuit Court for Milwauk€aunty by two former employees, wh
are also shareholders of the Company . The twafiffaiin that matter claimed that each was a ptotgn Employment Agreement with Vua
Inc. and that Vuance Inc. was in breach of thogeeagents. Each of the Employment Agreements preyideer alia, that any disputes aris
under or in connection with the Agreement shallrésolved by thirdparty mediation and, failing that, by binding ariton. Accordingly
counsel in the matter have agreed to have the wispediated by a third party. Counsel has agreatltife time for Vuance Inc. to answe
otherwise respond to the complaint in the mattémdefinitely extended. Together, the Plaintiffaioied they have been damaged in an amot
$168. Vuance Inc. made an allowance of $168, irb268t reflects the expected expenses relatedsditigation.

On July 15, 2010, the two Plaintiffs voluntarilysdiissed the case without prejudice. As of Decen3ier2010, the Company reassesset
allowance and decided to set the allowance at auatof $100, since the Company assumed that thebogee!’ claim remained valic
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NOTE 11:- COMMITMENTS AND CONTINGENT LIABILITIES (Cont.)
d. In a certain transactions, the Company is obligatguhy a certain percentage of the revenues ttd fiairties

e. The Company is obligated, under certain contradth wne of its manufacturers, to purchase certdamket orders from such manufacturer, witk
specific time requirement

NOTE 12:- INCOME TAX

a. Measurement of results of operations for tax puepasider the Israeli Income Tax Law (Inflationamgjéstments), 198¢
Until December 31, 2007, the results of operatifamgax purposes in Israel were measured in terfirmamings in NIS after adjustments for change
Israel's Consumer Price Index ("CPI"). Commenciaguary 1, 2008, this law is void and in its pldoeré are transition provisions, whereby the resf
operations for tax purposes are to be measured rmmanal basis. As explained in Note 2b, the finahstatements are measured in U.S. dollars.
difference between the annual change in Israellsa@® in the NIS/dollar exchange rate causes &durdifference between taxable income and inc
before taxes shown in the financial statementsadocordance with paragraph 25-3f of ASC TOPIC 74@30Income Taxes the Company has r
provided for deferred income taxes on the abovierdifice between the functional currency and thé#eses of assets and liabiliti

b. Reduction in corporate tax rates:

On July 25, 2005, the Israeli Parliament passedra@ndment to the Income Tax Ordinance (No. 14005, gradually reducing the tax rate applicab
the Company as follows: in 2008 - 27%, in 200%%2and in 2010 and thereafter - 25%.

On July 23, 2009, as part of the Arrangements LavitHe period 2009-2010, article 126 of the Incorag Ordinance (New Version) 1961 was amende
whereby the corporate tax rate would be graduauced commencing in the 2011 tax year and thereas follows: 2011 — 24%, 2012 — 23%, 2013 —
22%, 2014 — 21%, 2015 — 20% and 2016 and thereaft@ft.

C. Non-Israeli subsidiaries:

Non-Israeli subsidiaries are taxed according tatdtxdaws of the countries in which they are lodate
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NOTE 12:- INCOME TAX (cont.)
d. Deferred income taxes:

Deferred income taxes reflect the net tax effedtteemporary differences between the carrying ameufitassets and liabilities for financial repor
purposes and the amounts used for income tax pesp&gnificant components of the deferred taxtassethe Company and its subsidiaries at

follows:
December 31
2009 2010

Operating loss carryforwal $ 9,80¢ $ 9,81«
Reserves and allowances 721 73¢
Net deferred tax asset before valuation allow: 10,53( 10,55
Valuation allowance (10,530) (10,557)
Net deferred tax asset $ - $ -

Deferred income taxes consist of the followi
Domestic $ 5701 $ 5,59:
Valuation allowanct (5,70]) (5,5979)
Foreign 4,82¢ 4,96(
Valuation allowance (4,829 (4,960
$ - $ -

As of December 31, 2010, the Company and its sigyged have provided a valuation allowance in altamount of $10,553 in respect of deferrec
assets resulting from tax loss carryforwards atémotemporary differences. Management currentljelres that since the Company and its subsidi
have a history of losses, the deferred tax assetsa considered more likely than not to be realin the foreseeable futui

e. Carryforward tax losse:

Vuance Ltd. has accumulated losses for tax purpases December 31, 2010, in an amount of approeiyn&28,319, which may be carried forward
offset against taxable income in the future forirsatefinite period. Vuanceltd. also has a capital loss in an amount of $13®@hich may be carrie
forward and offset against capital gains for arefimite period. Losses carryforwards in Israel measured in NIS.

As of December 31, 2010, Vuance's subsidiariehénUnited States have estimated total available/feaward tax losses of $13,873. In the U.S,,
losses can be carried forward for 20 years. Howawdization of U.S. net operating losses may bbject to a substantial annual limitation due te
"change in ownership" provisions of the Internav&sue Code of 1986 and similar state provisiongs€hannual limitations may result in the expire
of net operating losses before utilization. An amtoof $3,413 of the carryforward tax losses of @@mpany's subsidiary in the U.S, is subject to
limitation, due to the SHC acquisitic
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NOTE 12:- INCOME TAX (cont.)
f. Vuance Ltd has assessments which are consideffethbantil the tax year ended December 31, 2(

Vuance's subsidiaries in the United States and Israel haveeceived final assessments since their incatjom.

g. Loss before taxes on income consists of the folhawn
Year ended December 31
2008 2009 2010
Domestic $ (4,85) $ (2,017 $ (1,275
Foreign (1,329 (477) (4573
$ (6,182 $ (2,48¢) $ (1,726
h. Reconciliation of the theoretical tax bet&fithe actual tax benefit:

A reconciliation of theoretical tax expense, asswgrall income is taxed at the statutory rate applie to the income of companies in Israel, ancatttea
tax expense, is as follow

Year ended December 31,

2008 2009 2010

Loss before taxes on income, as reported in thedatimated statements of operations $ (6,182 $ (2,48¢) $ (1,72€)
Statutory tax rate in Israel 27% 26% 25%
Theoretical tax benef $ (1,669 $ 647 $ (432
Carryforward losses and other deferred taxes fachvé full valuation allowance was

recordec 2,04t 502 48€
Tax expenses related to withholding tax at so 137 31 39
Differences in taxes resulting from rate applicabléoreign subsidiary and others (37€) 184 (43)
Actual income tax $ 137 $ 71 $ 50

F-34




VUANCE LTD. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Cont.)

U.S. dollars in thousands (except per share data)

NOTE 13:-

CONVERTIBLE BONDS

In November 2006, the Company raised $3,156.5 girdhe issuance of Units consisting of Convertlbdsnds and Warrants. Units valued at $2,500 wereeibsc
Brevan Howard Master Fund Limited (“BH"), and Unitalued at $656.5 were issued to Special Situdfiomds (“SSF”) based on the participation rights provi
in a private placement during 2005, which were texgsshareholders of the Company. According tortbeiginal terms, the Convertible Bonds mature ¢hyear
from the date of issuance and bear interest ahanal rate of 8% (which was updated as describ&WeAny withholding and other taxes payable widspect t
the interest will be grossed up and paid by the Gamyg (approximately 3% of the principal of the bspdgayment of interest will be net of any tax. feabtc
certain redemption provisions, as described betbe/,Convertible Bonds may be converted at any taméhe option of the investors, into the Compawytinary
shares at an original conversion price of $5 pearesiisee amendment below). The investors weregatsded warrants entitling them to acquire a tofal34,15:
ordinary shares at an original exercise price op&b share during the next five years (see amentnteiow). In respect of this transaction, the Camyppaic
approximately $215 cash as issuance expenses antédran option to acquire up to 25,000 shareseo€ompany to a third party, exercisable at anralgh5 pe
share. The fair market value of this grant optias\840.

If the Company fails to fulfill certain conditionthe investors may accelerate repayment of thesipah amount of $3,156.5 of the Convertible Boridsyhich cas
all interest payable until maturity date will immatély become due and payable.

The Company has determined that the embedded ordeature should not be separated from the inestument because it qualifies for equity classifion
Therefore the transaction was accounted for inr@eswe with ASC Topic 470 - 2WDebt - Debt with Conversion and Other Options”

In November 2007, due to a breach of certain canditof the convertible bonds, the investors hadripht to accelerate the repayment of the prin@paount o
the bonds with all the interest payable until thatumity date of the bonds. However, the Compangpesigan amendment to the agreement with the investute
which the Company was required to pay to one ofitivestors the abovementioned interest amount ($8¥idh any withholding and other taxes payableh
respect to the interest (approximately 3% of thirgypal of the bonds)) and in respect of the otheestors, the Company changed the conversion oétioe bond
to $4.25. In consideration, the investors waivedrthight to accelerate the repayment of the boiitie. Company accounted for this amendment as afitettitn of
the bonds.

In June 2008, following a breach of the amenderhseof the convertible bonds, the Company reacheaiga@ement with BH (with a principal amount of $X0}
under which, among other things, the investor wéie Company's compliance with certain covenantietits Convertible Bonds, in exchange for:

a. Increasing the interest rate to 10% starting M&th2008. Any withholding and other taxes payabiih wespect to the interest will be grossed up paid by
the Company (approximately 3% of the principall® bonds)

b. Reducingthe exercise price of the bond and the warrang8tand $2.8, respectivel

c. The Company undertook to place a fixed charge bim@me and/or rights in connection with a certBiiropean Airport Project. This charge shall beeo
any indebtedness and/or other pledge and encundyrbatshall, however, be subject to certain rigithe Company to use part of the incoi

d. Certain an-dilution rights with respect to the warrants hejdthe investor
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NOTE 13:-

CONVERTIBLE BONDS (Cont.)

In addition, under certain circumstances, the itoresight have the right to demand early paymenpatial or full amount of the Convertible Bondg (to the
$2,500 as mentioned above). The Company accouotgtd amendment as an extinguishment of the Bonds.

Due to the breach of certain convertible bond cawngs the Company had to recognize, in 2008, fish@xpenses in the amount of $553, to accelereteridc
expenses in the amount of $138 and to accelerateethaining discount amounts (attributed to wasamd the beneficial conversion feature) in the amof $724
In addition, as of December 31, 2008, the Convieriond was classified as a current liability

On August 12, 2009, the Company entered into a Bondndment Agreement (the “Amendment Agreemewith BH, with principal amount of $2,500, pursu
to the Amendment Agreement, in exchange for securitertain assets of the Company, inter aliaralbmes and/or rights in connection therewith tdchtthe
Company and its Subsidiaries are and shall belehtiis a result of the Slovakian Project Arbitralakd, and on all amounts in connection with thgemorelated t
the arbitration, the Company and the investor ajteavaive compliance and amend certain provisafrtke Bond to, among other things, (i) increageapplicabl
rate of interest to 12% and by 0.5% every 180 ddieward, (ii) release the Company from certaiprpants upon the completion of certain paymentsrioicipal
and interest due under the Bond, (iiij) make mongidyments of $41 against the total amount due uti#eBond over an eight (8) year period, and (icyease tt
number of warrants granted to 159,375 and amendekercise price to $0.40 per share . The modificawas determined to be a debt extinguishment.

On November 9, 2009, the Company entered into aediment Agreement (the “Amendment Agreemewith SSF, the other investor (with a principal ambat
$624), pursuant to the Amendment Agreement, in axgh for security in certain assets of the Comp#rg Company and SSF agreed to waive complianc
amend certain provisions of the Bond to, amongrathiags, (i) increase the applicable rate of ies¢to 12% and by 0.5% every 180 days afterwai)die{fease th
Company from certain payments upon the completforedain payments of principal and interest dudarrthe Bond, (iii) make monthly payments of $1@iag
the total amount due under the Bond over an eBj)hydar period, (iv) reducing the exercise pricéhef bond and the warrants to $3 and $0.40, respgcand, (v
increase the number of warrants granted to 31,288 modification was determined to be a debt extistyment.

As of December 31, 2009, in light of the above admeents, total principal amount of $430 was preskataong current liabilities and a total principaiaunt o
$2,624 was presented among |degm liabilities. In addition, an amount of $1,6@8cluding interest and penalties that it was adreebe paid after the princif
amount is paid), was presented among long-term doanothers.

As of December 31, 2009, the Company was in comgdiavith covenants under the amended ConvertibfelBgreements.

In January 2010, the Company received the inveéstorsent to sell its EAC and CSMS businessesdasrihed in Note 1b.). In addition, the Companyated
specific (fixed) charge in favor of the investorstbe intellectual property rights belonging to teenaining RFID business of the Company.
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On August 24, 2010, BH entered into an Absoluteigxsaent and Transfer of Bond and Warrant (“Assigntf)ewith Sigma Wave Ltd. (“Sigma”)an Israel
company and a major shareholder of the Companysu@at to the Assignment, BH absolutely transfessigas and makes over unto Sigma all of its rigfitls,
obligations and interest in the Convertible Bonds avarrants accruing or growing due and outstandim@t the Closing Date (which later was determias
September 16, 2010) to BH, and BH effective asnaf fiom the Closing Date further assigns and tiemssfinto Sigma all of its rights and interestshie €Compan
pledged rights and/or assets, and BH effectivefaand from the Closing Date further assigns andsfers unto Sigma all of its rights and interestsléed:s
documents, writings, papers, books of account dherdooks relating to or being records of the Gutible Bonds and warrants or by which the Conbé&tBond:
and warrants are or may hereafter be secured, resede acknowledged or made payable.

The Company gave its consent to the Assignmentiyn28, 2010.
The Assignment had no impact on the Company’s assdiabilities or its financial results.

On March 30, 2011, the Company entered into a @imgnagreement with Sigma that entitles the Comptanyefinance the shoterm obligations under tl
Convertible Bonds held by Sigma on a lalegm basis. Pursuant to the agreement, and sulgjemrtain conditions and covenants, Sigma posgb@tlematur
amounts relating to principal and interest as ofédeber 31, 2010, to January 1, 2012. As of the dfatiee agreement the Company met the requirednzous an
according to management assessment it is not amesicorobable that the Company will fail to meethsgovenants until December 31, 2011. In additibs
agreement requires that interest amounts with oegpediscal 2011 will become due during July 2Giid thereafter. As a consequence of the finanaingeanen
as of December 31, 2010, the Companigtal outstanding debt to Sigma under the CoiblerBonds is $4,262, of which $2,453 is presergetbng convertibl
bonds (long-term balance) and $1,810 is presenmtexhg long-term loan and others.

As of December 31, 2010, the Company was in compdiavith the covenants under the amended ConweiBibhds agreements with respect to bonds held By SS

As of the filing date of these financial statemenie Company was not in compliance with the coménander the amended Convertible Bonds with resj
bonds held by SSF due to the legal proceeding inetlde District Court related to the creditors’argement (see also Note 1d). The Company intends¢tude
the Convertible Bonds held by SSF within the craditarrangement. The petition, however, is subjectrtal fapproval of the District Court, pending theakitior
by the District Court to an objection to the propdsarrangement filed by SSF.

NOTE 14:- SHARE CAPITAL

a. The Company’s ordinary shares were listedride on the Euronext Brussels stock market, utite symbol “SUP”, gince October 23, 2003) whi
became “VUNC"after the Company's name change on May 14, 200&.Cdmpany applied for delisting of its shares friti@ Euronext Brussels stc
market, and its application was approved on Mag(88, effective August 4, 2008. Since November@42 the Companyg’ ordinary shares have &
traded on the OTC Bulletin Board under the symiS#CBF.OB" which, following the recent name chanfjthe Company became “VUNCF.OBSince
August 23, 2007, the ordinary shares of the Compearg approved for trade on the NASDAQ Capital Manknder the symbol “VUNCand trading o
the OTC Bulletin Board cease
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NOTE 14:-

SHARE CAPITAL (Cont.)

a.

(cont.)

On September 29, 2009, the Company received a NAZB#aff Determination letter indicating that thengmany failed to comply with the minimt
stockholders’equity requirement of $2.5 million as set forthlirsting Rule 5550(b) (formerly Marketplace Rule 48d)(3)). As a result, NASDA
notified the Company that its securities will bdisted from The NASDAQ Stock Market and tradingits shares will be suspended effective at the
of business on October 1, 2009.

Following the delisting from the NASDAQ as of thpeming of business on October 1, 2009, the Compasyadvised by Pink OTC Markets Inc., wt
operates an electronic quotation service for séeartraded over-theeunter, that its securities are immediately elgitor quotation in the Pink She
effective that date. The common stock of the Comppauguoted under the ticker symbol “VUNCF”.

On May, 14 2007 a 1 for 5.88235 reverse split ef@mpany’s ordinary shares became effective &aliig purposes. Pursuant to this revetsare spli
each 5.88235 ordinary shares of NIS 0.01 par adoame 1 ordinary share of NIS 0.0588235 par v.

During 2010, the Company increased its authoribedescapital to 52,000,000 ordinary sha

During 2009 and 2008, 168,865 and 104,513 ordisheyes, respectively, were issued as consideratisattle liabilities to an officer and other pales
in an aggregate amount of $63 and $249, respegtarel 3,550 ordinary shares were issued during 20@8to the 2007 reverse split. Regarding ordi
shares that were issued during 2010, see Note

Shareholders' rights:

The ordinary shares confer upon the holders the tig receive notice to participate and vote in ge@eral meetings of the Company, and the rig
receive dividends, if declare

Stock options

1. In 2003, the Company adopted a stock ogtlan under which the Company issues stock optithes“Option Plan”)The Option Plan is intend
to provide incentives to the Compasyemployees, officers, directors and/or consultéytproviding them with the opportunity to purch
ordinary shares of the Company. Subject to theipimvs of the Israeli Companies Law, the OptionnFadministered by the Compensa
Committee, and is designed: (i) to comply with 8ettl02 of the Israeli Tax Ordinance or any prawisivhich may amend or replace it and
rules promulgated thereunder and to enable the @oynand grantees thereunder to benefit from Sedi@nof the Israeli Tax Ordinance and
Commissiones Rules; and (ii) to enable the Company to gratioop and issue shares outside the context of @edd2 of the Israeli T:
Ordinance. Options granted under the Option Pldhbgcome exercisable ratably over a period ofdhiefive years or immediately in cert
circumstances, commencing with the date of grané dptions generally expire no later than 10 y&ars the date of grant. Any options wh
are forfeited or canceled before expiration becanwglable for future grant:
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e. Stock options (cont.’

1.

(cont.)

As a result of an amendment to Section 102 of sheeeli Tax Ordinance as part of the 2003 Israglrédorm, and pursuant to an election mad
the Company thereunder, capital gains derived bipoges arising from the sale of shares issuedupatsto the exercise of options grante
them under Section 102 after January 1, 2003,geiflerally be subject to a flat capital gains tag of 25%. However, as a result of this elec
the Company will no longer be allowed to claim asexpense for tax purposes the amounts creditstich employees as a benefit wher
related capital gains tax is payable by them, asCtbmpany had previously been entitled to do uSéetion 102.

On June 27, 2007, the Compensation Committee aawdibaf directors of the Company approved a newoopgilan under which the Comp:
may grant stock options to the U.S. employees efGompany and its subsidiaries. Under this newoapplan, the Company may grant t
qualified (for preferential tax treatment) and rgumelified stock options. On August 15, 2007, thevnaption plan was approved by
shareholders of the Company at the general shatetsoieeting

During 2008, the Board of Directors approved graftsptions as follows

Number of
options granted Exercise price

2,00 3.3¢
43,00( 1.8¢

In addition, in September 2008, the Board of Dimestapproved a rpricing of options for 3 executive officers for atal of 149,600 option
which had exercise prices ranging between $2.47 $i#d8235. The rericing changed the exercise price of the optian$1.86. The tot.
incremental compensation cost at the date of theifioation was $66 of which $59 was recognized dgr2008 and the remaining during 2009.

In December 2008, the Special General Meeting ajgorthe repricing and the extension (if applicable) of 354,&ibtions held by related parti
The total incremental compensation cost at the dathe modification amounted to $44 and was recasghas an expense since all the opi
were fully vested.

On January 9, 2009, according to the board resslutn October 27, 2008 and the Special General iMgelated December 21, 2008,

Company issued to: a) the Chairman of the Boar®icéctors; b) a member of the Company's Board ak®ors who is also one of the co-

founders; c) one of the dounders of the Company and d) another member @fGbmpany's Board of Directors options to purchasdo
256,456, 179,966, 126,944 and 42,121 shares dConepany, respectively. The options have an exemise of NIS 0.0582235 per share, ve
immediate and will expire after ten years. The apdi (the fair value of which was estimated to $286)e issued as a partial payment for ce
liabilities to the terms of their appointment witre Company.

On March 12, 2009, the Company issued options tolyase up to 161,718 shares to several employeesxamployees as a partial paymen
their payroll. The options (the fair value of whialas estimated to $67) have an exercise price 8f N0582235, vested immediately and
expire after ten years.

During 2010 no options were granted.
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e. Stock options (cont.’
3. A summary of the Company's stock option activitd aslated information is as follow
Year ended December 3
2008 2009 2010
Weighted Weighted Weighted
Number of average exercis Number of average exercis Number of average exercis
options price options price options price(*)
Outstanding at beginnirof year 1,076,75 $ 4.4z 981,46: $ 2.55(*) 1,489,171 $ 1.34
Grantec 45,000 $ 1.9t 767,20 $ 0.01¢ - -
Exercisec (27,03) $ 0.32 (93,05¢ $ 0.01t (11,007 $ 0.01¢
Canceled and forfeited (113,269 $ 6.17 (166,43) $ 3.3C (73,950 3 3.52
Outstanding at end of year 981,46: $ 2.55(%) 1,489,171 $ 1.34(%) 1,404,221 $ 1.2¢
Exercisable at end of year 663,02 $ 2.51(*) 1,413,02 $ 1.2€(*) 1,404,21 $ 1.2¢
*) The weighted average exercise price israfte re-pricing made during 2008, as mentioned/@abo

The weighted average fair value of options grauiiethg the reported periods was $0.88 and $0.43opigon, for the years ended December 31,
2008, 2009, respectively. In 2010 no options grnte

The fair value of these options was estimated @ndéte of grant using the Black & Scholes optioicipg model. The following weighte
average assumptions were used for the 2008, 208®tgyrriskfree rate of 4.24% and 0.75%, respectively, divitigield of 0%, expecte
volatility factor of 52.29% and 193.27%, respedivand expected term of 4 and 2.08 years, respgygtivn 2009, the fair value of 125,1
options were calculated using the Black & Scholeson pricing model. For all other options grantec®009, the fair value of the options iss
(as a partial payment of payroll liability) was bdson the fair value of the shares on the datdefrélated payroll, which equals the reli
payroll liability, since the exercise price wassgdo nil.

The expected volatility was based on the histoncddtility of the Company’s stock. The expectedrtavas based on the historical experience
and based on Management estimate.

Compensation expenses recognized by the Compaatgdeb its share-based employee compensation sawen@ $856, $483 and $14 for the
years ended December 31, 2008, 2009 and 2010 ctesge.

The following table summarizes the allocation &f gtocl-based compensation chal

Year ended December 31,

2008 2009 2010
Cost of revenue $ 16 $ 7% 3
Research and development exper 358 22€ 2
Selling and marketing expens 151 43 3
General and administrative expenses 33€ 207 6
$ 85€ $ 48t $ 14
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e.

Stock options (cont.’

3.

A summary of the Company's stock option dytiand related information is as follows (cont.):

The options outstanding and exercisable as of Dbeefil, 2010, have been separated into rangesafisg prices as follow

Options
outstanding and Weighted average
exercisable remaining

Range of as of contractual life Weighted average Aggregate intrinsic

exercise price December 31, 201 (years) exercise price value
$0.01- $0.06 720,82¢ 7.87 00z $ 38
$1.10-$1.88 476,81 3.6¢ 1.32 -
$2.47-$3.38 31,07¢ 2.17 2.9¢ -
$4.12-$4.90 90,40( 3.71 4.317 -
$5.00-$5.24 68,10( 2.9C 5.07 -
$14.82 17,00( 1.28 14.82 -

1,404,21 1.2¢

The aggregate intrinsic value of the above tahpeesents the total intrinsic value, based on the@my’s stock price of $0.07 as of Decembel
2010, less the weighted average exercise priceapge. This represents the potential amount reddiyethe option holders had all option holc
exercised their options as of that date.

The total intrinsic value of options exercised dgrthe years ended December 31, 2008 2009 andw&4 @53, $36 and $1, respectively, base
the Company’s average stock price of $2.26, $04%h14, during the years ended on those datesceagly.

A summary of the status of the Entity’s neested options granted to employees as of DeceBihe2010 and changes during the year e
December 31, 2010 is presented below:

Non-vested at January 1, 20
Grantec

Vested (including cancelled and exercis

Forfeited
Non-vested at December 31

, 2010

Weighted—
average
grant-date
Options fair value
76,14¢ $ 1.1t
(67,149 $ 1.1C

(9,00 $ 1.64

As of December 31, 2010, there was no unrecognip@dpensation cost related to non-vested shased compensation arrangements gr:

under the stock option plans.
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f. Private placements and warrar

1. During 2008, the Board of Directors approved a godrwarrants to acquire up to 100,000 shares ttaiceconsultants. The exercise price ul
the terms of the warrants range between $0.65 88%3er share. The fair market value of the wasravds $64 as computed using the Blac
Scholes pricing model with the following weightedeeage assumptions: rigkee interest of 3.20%, dividend yield of 0, valiayi factor of the
excepted market price of the Companyrdinary shares of 101.44% and expected terrheofsarrants of 2.90 average years. During 200
warrants were granted.

During 2010 warrants to acquire up to 1,759,988eshavere granted, of which 553,846, with an exerpisce of $0.15 per share were grante
an investor as a part of private placement (seel@v) and 1,206,142 of which, with an exercise @€ $0.00 per share were granted to ce
creditors as part of the extinguishments of lidiedi (see Note 1d). The fair market value of therargs granted under the debt extinguishme
$147, based on the Compi's share market price at the date when the extihmest was determine

2. A summary of the Company's warrants activity toszdtants and investors (including warrants issuedoinnection with convertible bonds
extinguishment of liabilities), and related infortioa is as follows

Year ended December 31

2008 2009 2010
Weighted Weighted Weighted

Number of average exercis Number of average exercis Number of average exercis

warrants price warrants price (*) warrants price
Outstanding at beginnirof year 782,68 $ 4.64 857,18 $ 3.92 658,70t $ 2.7C
Grantec 100,00 $ 1.2C - - 1,759,98! $ 0.0t
Exercisec = = = = = =
Canceled and forfeited (25,500 $ 5.04 (198479 5.91 (261699 $ 3.5¢
Outstanding at end of year 857,18! $ 3.92 658,70t $ 2.7C 2,157,00. $ 0.3€
Exercisable at end of year 763,85: $ 4.217 652,04 $ 2.6¢ 2,157,00. $ 0.3€

* The Weighted average exercise price is aft-pricing of the exercise price related to the cotilikr bond holders

The warrants to consultants and investordyding warrants issued in connection with coniéetbonds and extinguishment of liabilities), oatsting and
exercisable as of December 31, 2010, have beemnateganto ranges of exercise prices as follc

Warrants Weighted average
outstanding and remaining

Range of exercis¢ exercisable as of contractual life Weighted average Aggregate intrinsic

price December 31, 201 (years) exercise price value
$ 0.00 1,206,14. 20C % 0.0C $ 84
$0.15- $ 0.65 824,45¢ 332 $ 0.1¢ -
$2.50-$3.53 25,10( 20 % 3.3¢ -
$4.42-$4.85 71,20( 26¢ % 4.67 -
$5-$5.48 30,10: 08  $ 5.0¢ -

2,157,00: $ 0.3€
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f. Private placements and warrar

3. The fair value of all the warrants granted as dbsdrabove was measured based on the fair valtteedhstruments issued on the date of g
since, based on the opinion of Company Managemsanh measurement is more reliable than the fairevaf services

4. On March 22, 2010, the Company enteredanBubscription Agreement with a private investor, ¥itzchak Babayov (the “Investor"pursuar
to which at a March 23, 2010 closing, the Compassuéd 1,538,461 ordinary shares of the Companypar aalue of NIS 0.0588235 (i
“Transaction Shares”) in consideration of a onet@ash payment in the amount of $200.

Concurrent with the execution of the Subscriptiaréement, the Company and the Investor enteredhivtarrant Agreement pursuant to wt
the Investor received a warrant (the “Warrartt)purchase up to 553,846 ordinary shares of thepgamy for an exercise price of $0.15
share. The Warrant has a term of five (5) years @mains standard adjustments for stock dividestisgk splits, reclassification and sim
events. The Company’shareholders approved and ratified at the angeréral meeting held on September 12, 2010, tkaptimpose of tt
private placement of the Transaction Shares andaffwas to provide the Investor with more thanntydive percent (25%) of the Compasy’
issued and outstanding shares in accordance wéalisaw, which exempts such an acquisition framaéli tender offer requirements

The Transaction Shares and the ordinary shareahifsupon the exercise of the Warrant have not begistered under the Securities Act
may not be offered or sold except pursuant to fecti¥e registration statement or an applicablengxon from the registration requirement:
the Securities Act

g. Dividends:

No dividends were declared in the reported peribdthe event that cash dividends are declaredarfuture, such dividends will be paid in NIS. 1
Company does not intend to distribute cash dividgendhe foreseeable futui

h. Convertible bonds and warrants issued to the caiWebond holder- see Note 12

NOTE 15:- RELATED PARTY TRANSACTIONS

a. On October 1, 2001, the Company entered into autting agreement with a company owned by the for@leairman of the Board of Directors, who ¢
was one of the -founders of the Compan

In consideration of these consulting services,Gbenpany has undertaken to pay $10.5 per monthrpatsr vehicle expenses. In addition the Com|
was required to pay $1.5 per month as a direstf@e. During 2008 and 2009, the Company paid 8h &121 and $32, respectively, pursuant tc

agreement. Regarding the partial payment in optthngg 2008 and 2009, see Note 15d below and dégadebt extinguishment during 2010, see |
15e below

In December 2008, according to the Special Gérdeeting, 296,817 options with an exercise phieaveen the range of $2.4706 to $5 wererieed tc
$1.1 and all such options with an expiration datergo October 27, 2013, shall nonetheless beaisadle until October 27, 201
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NOTE 15:- RELATED PARTY TRANSACTIONS (Cont.)

a.

(cont.)

On July 8, 2010, the Board of Directors acceptedrésignation from the board of directors of theai@han of the Board of Directors, effective July,
2010. The Company recorded during 2010 an expefifséSorelated to the former consulting agreemenaddition, on July 8, 2010, the Company ent
into a Services Agreement with the former Chairméithe Board of Directors and one of the Compamgajor shareholders (the “Service Provider”
effective immediately, pursuant to which the partierminated the former consulting agreement amdeagthat the Service Provider will provide
Company with ongoing consulting services as masebsonably required by the Company, for a consideraf 2% of the Compang’gross receipts fro
a major customer and indemnification of reasonabkts and expenses incurred by the Service Pro

During 2010, the Company recorded an expense ofr88cordance with the Services Agreem

On October 1, 2001, the Company entered into autimg agreement with a company owned by a formemiver of the Company's Board of Direct
who was one of the Company's co-founders and @ipehshareholder. On January 13 2005, the Geisdraieholders Meeting approved, inédig, the
following amendments to the consulting agreem

« As of the date of the approval of the General Sialders Meeting, the consideration shall be an arhofi$7 per month.

« Upon the termination of the car lease agreememanch 2005, to increase the car lease, to a prfiagpdo NIS 4,200 (approximately $1.2 as
December 31, 2010), (excluding tax) per mo

In addition, the Company was required to payp$er month as a director’s fee.

During 2008 and 2009, the Company paid in cashaB#4$22, pursuant to this agreement. Regardingaheal payment in options during 2008 and 2009,
see below Note 15d and regarding debt extinguishohening 2010 see Note 15e below.

In December 2008, according to the Special Geméegting, 37,400 options with an exercise price leefwthe range of $2.4706 to $5 were re-priced to
$1.1 and all such options with an expiration datergo October 27, 2013, shall nonetheless beaisagle until October 27, 2013.

On July 8, 2010, the Board of Directors acceptedrésignation from the board of directors of thewher of the Company's Board of Directors, effec
immediately. The Company recorded during 2010 greese of $53 related to the former consulting ages®. In addition, on July 8, 2010, the Comg
entered into a Services Agreement with the formemiver of the Board of Directors and one of the Camyfs major shareholders (th&érvice
Provider”), effective immediately, pursuant to which the partterminated the former consulting agreement andealgthat the Service Provider \
provide the Company with management services wepect to the Comparg/'certain project for a consideration of (i) a nidytfee of $3, (ii
indemnification of reasonable costs and expensagriad by the Service Provider, and (iii) the Compwill provide the Service Provider with a cellt
phone and an automobile. The Company shall alsat tjie Service Provider options to purchase uto@ ordinary shares of the Company accordi
terms to be determined by the Board of Directotsictvterms have not yet been determined by theafeapproval of the financial statemer

During 2010, the Company recorded an expense ofr88cordance with the Services Agreem

F-44




VUANCE LTD. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Cont.)

U.S. dollars in thousands (except per share data)

NOTE 15:- RELATED PARTY TRANSACTIONS (Cont.)

C.

On October 1, 2001, the Company entered into autimng agreement with a company owned by one oftl-founders of the Compan

In consideration for these services, the Company mequired to pay $4.6 per month plus motor vehésigenses. During 2008 and 2009, the Com
paid in cash $58 and $15 respectively, pursuatttisoagreement. Regarding the partial payment tioop during 2008 and 2009, see Note 15d belov
regarding debt extinguishment during 2010 see Nb&below

The Company recorded during 2010 an expense ofédfed to the former consulting agreement. On 8ul010, the Company entered into a Ser
Agreement with the co-founder of the Company anel @inthe Company’s major shareholders (the “SerRicerider”),effective immediately, pursuant
which the parties terminated the former consultiggeement and agreed that the Service ProviderpnoNide the Company with ongoing consul
services as may be reasonably required by the Coynfioa a consideration of a monthly fee of $3 andeimnification of reasonable costs and expe
incurred by the Service Provider in connection vifib services. The Company shall also grant thei@eProvider options to purchase up to 100
ordinary shares of the Company according to telraswill be determined by the Board of Director$jet terms have not yet been determined by the
of approval of the financial statemer

During 2010, the Company recorded an expense ofratcordance with the Services Agreem

On December 21, 2008, the Special Generaltie®f Shareholders approved that as part of & coling plan, all of the Company's nemterna
directors, will join a temporary arrangement purgua which the remuneration payable to them dhalpaid in fully vested options to purchase shaf
the Company instead of in cash, effective Octoh&0D8, for a minimum period of three months, wathoption to the Company to extend it from tim
time for additional consecutive periods of up telwe (12) months in the aggregate. In additionala)pptions held by such nogxternal directors c
October 27, 2008, shall be peiced so that the exercise price thereof shalbhé (the closing price of the Ordinary Share ad sate), and (b) all su
options with an expiration date prior to October 2013, shall nonetheless be exercisable until t@7, 2013. (See also Note 14¢

As part of the debt extinguishment plan of the Camyp(see also Note 1d) and in accordance with Beivices Agreement, the abovementioned Se
Providers agreed to a partial forgiveness of tHesddue to them under the former consulting agred¢sreccrued from October 1, 2009 until July 8, -
which total amount was $245 and agreed to repayimnehf083,071 warrants to purchase ordinary shafése Company as consideration for the e
debts due. The fair value of the warrants was eséthas $130. The difference between the carryimguat of the amounts due and the fair value o
warrants was recognized as a capital ¢

On July 25, 2010, the Board of directors of the @any elected Mrs. Tsviya Trabelsi to serve as thaittan of the Board of Directors. Mrs. Trabel:
an officer at Sigma Wave Ltd., which is one of thajor shareholders of the Company and the majatenaf a principal amount of Convertible Bo
(see Note 13); and is also the wife of the Compamyirrent chief executive officer and the sisteroné of the members of the Companyoard ¢
directors. On May 12, 2011, the special generalting@pproved the Service Agreement of the Compaalgairman of the board of directors whereby
monthly fee will be calculated every month at 60¢4he Company’s chief executive officermonthly cost. In addition to the above considematthe
Company shall bear all reasonable costs and expémsg&red by the chairman in connection with rewviEes and provide her with an automok
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VUANCE LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Cont.)

U.S. dollars in thousands (except per share data)
NOTE 15:- RELATED PARTY TRANSACTIONS (Cont.)

g. Mr. David Mimon and Mr. Menachem Mirski were nomiied to join as a directors to the Board of Direston July 25, 2010. Mr. Shimon Cohen
nominated to join as an external director to tharmf Directors on September 15, 20

h. As of December 31, 2010, the Company accrued $&k@asnses arising from related party transactioogiging consulting service

i As of December 31, 2009, the Company accrued $85h®loyee and payroll expenses arising from agbridan that the Company received fron
former Chairman of the Board of Directors This loeas paid in full by the Company on January 10

- Regarding a convertible bond held by a major stadehn see Note 1!
NOTE 16:- SEGMENTS, MAJOR CUSTOMERS AND GEOGRAPHIC INFORMATION
a. Summary information about geographic areas:

The Company manages its business on the basiseakportable segment (see Note 1 for a brief detsani of the Company's business) and follows the
requirements of ASC Topic 280, "Segment Reporting".

The following is a summary of revenues from extemestomers of the continued operations within gepbic areas and data regarding property and
equipment, net

Year ended December 31

2008 2009 2010
Total Property and Total Property and Total Property and
Equipment, Equipment, Equipment,
Revenues net revenues net revenues net
Republic of Moldove $ 15,19 $ - $ 8,18( $ - % 6,77C $ =
Hong Kong 31C 7 76 4 - -
Ethiopia and Zanzibe 35C - - - - -
United State: 1,96t 75 97€ 52 53€ 37
Israel 294 13€ 72 101 83 73
$
$ 18,11: $ 21 % 9,30¢ $ 157 $ 7,38¢ $ 11C

- Revenues were attributed to countries based oausteme’s location.

- Property and equipment were classified based ogrgpbic areas in which such property and equipntemts are helc
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VUANCE LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Cont.)

U.S. dollars in thousands (except per share data)

NOTE 16:- SEGMENTS, MAJOR CUSTOMERS AND GEOGRAPHIC INFORMATION (Cont.)

b. Summary of revenues from external customers o€timitinued operations based on products and sen
Year ended December 31,
2008 2009 2010
Raw materials and equipme $ 15,04¢ $ 6,88¢ $ 3,822
Maintenance, royalties and project management 3,064 2,42( 3,567
$ 18,11 $ 9,30¢ % 7,38¢
c. Major customer data as a percentage of total $alesexternal costumers of the continued operati
Year ended December 31,
2008 2009 2010
Customer A 30% 67% 92%
Customer B 54% 21% -

NOTE 17:- OTHER (INCOME) EXPENSES

Year ended December 31

2008 2009 2010
Litigation expense 8 13C -
Gain from extinguishment of dek - - (1249)
Capital gain from sale of subsidiary - - (272)
Net total $ 8 $ 13C $ (39¢6)




VUANCE LTD. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Cont.)

U.S. dollars in thousands (except per share data)
NOTE 18:- FINANCIAL EXPENSES, NET

Year ended December 31,

2008 2009 2010

Financial expense

Interest, amortization of discount, bank chargekfaes (*) $ (2,275 $ (592 $ (621)
Exchange difference - (32 (57)
Realized loss on sale of marketable secur (862) - -
Others (11€) - -
Total financial expenses (3,25%) (624) (67¢€)
Financial income

Exchange difference 62 - -
Interest 10€ 4 -
Total financial income 16€ 4 -
Net total $ (3,087 $ (620 $ (67¢)

*) In 2008, 2009 and 2010, includes expenses of $2&866 and $586_related to convertible bonds, wsmly. (See Note 13 above

NOTE 19:- SUBSEQUENT EVENTS

a. On February 10, 2011 the Company received fronseaeli bank a credit line in an amount of $100. Ttewit line is secured by the personal guarant
the Compan’s CEO and chairman of the board of direct

b. Further to the creditoratrangement described in Note 1d, the Company gexpthe same arrangement to certain other crediitirsa total debt amount
approximately $5,954 as of December 31, 2010. Bmsemmation of such arrangement is subject topipeozal of the District Cour
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ITEM 19. Exhibits.

111 Memorandum of Association of the Compa

1.22 Articles of Association of the Compar

211 Forms of Stock Certificates Representing ordin&ares.

411 The Vuance Ltd. 1999 Employee Stock Option PlarAfagnded and Restated in 200

4.1(a)3 The Vuance Ltd. 2003 Israeli Share Option F

4.21 Stock Purchase Agreement between Vuance and Btadated as of March 4, 20C

4.31 Stock Purchase Agreement between Vuance and ICT3I&¢d as of April 29, 200

4.41 Stock Purchase Agreement between Vuance and-USA, Inc., dated as of September 27, 2(

4.55 Asset Purchase Agreement by and among I-Site, Inc., Integrated Security Systems, Inc., \Ggarinc. and Vuance Ltd. dated as of March 6, 2

4.67 Agreement for Purchase and Sale of Business Absétgeen Vuance, Inc. and OLTIS Security Systeneriattional, LLC, dated as of January 9, 2(

477 égigt Purchase Agreement between Vuance Ltd., 8&jdnc., WidePoint Corporation and Advance Respd@sncepts Corporation, dated as of January 29,

4.86 Subscription Agreement and Warrant Agreement betwaence Ltd. and Mr. Yitzchak Babayov, dated ablafch 22, 2010

4.9 Share Purchase Agreement for the sale of SopeAsia Pacific Ltd. between Vuance Ltd. and Mev@n Slom, Adv. as trustee for an undisclosedimaser,
dated October 21, 201

4.10 Financing Agreement between Vuance Ltd. and SigraaeN td., dated March 30, 2011. (English transtatibthe Hebrew language agreeme

8 List of Subsidiaries of Vuance Lt

11.1 4Code of Ethics

121 Certification pursuant to Section 302 of the Sags-Oxley Act.

12.2 Certification pursuant to Section 302 of the Sads-Oxley Act.

13.1 Certification pursuant to Section 906 of the Sads-Oxley Act.

13.2 Certification pursuant to Section 906 of the Sads-Oxley Act.

15.1 Consent of Fahn, Kanne & Co., a member of Grantfton, dated June 13, 20.

1 Previously filed as an exhibit to, and incorpodaberein by reference from, the Company’s Regisingbtatement on Form 20-F filed on September 084ZFile No.: 0-
50790).

2 Previously submitted to the Securities and Exckadgmmission on, and incorporated herein by reterdérom, Exhibit A to Exhibit 1 to the Company’pmet on Form 6-K
submitted on July 5, 2007 (File No.: (-50790).

3 Previously filed as Exhibit 99.2 to, and incorgechherein by reference from, the Company’s Redgfisin Statement on Form S-8 (File No. 333-1212kHfon December
14, 2004).

4 Previously filed as an exhibit to, and incorporatedein by reference from, the Comp’s Annual Report on Form -F filed on June 30, 2008 (File No.: (-33668).

5 Previously filed as exhibits to, and incorporateddin by reference from, the Comp’s Annual Report on Form -F filed on June 30, 2009 (File No.: (-33668).

6 Previously filed as exhibits to, and incorporatedein by reference from, Exhibit 10.1 and 10.theoCompany'’s report on Form 6-K submitted on Apri2010 (File No.:
001-33668).

7 Previously filed as an exhibit to, and incorporatedein by reference from, the Comp’s Annual Report on Form -F filed on July 23, 2010 (File No.: 0-33668).
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SIGNATURE

Vuance Ltd. hereby certifies that it meets alltef tequirements for filing on Form 20-F and thdtas duly caused and authorized the undersigngidiichis Annual
Report on its behalf.

VUANCE LTD.

Isl Arie Trablesi

By: Arie Trabelsi
Its: Chief Executive Officer

Date: June 13, 2011
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Exhibit 4.9

Share Purchase Agreement

THIS SHARE PURCHASE AGREEMENT (theAgreement”) is made and entered into as of thisstlay of October 2010, by and among:

Q) Vuance Ltd. , a company incorporated under the laws of theeStétisrael, registered with the Companies Registraler number 52-0044Q%-having its princip:
place of business at Sagid Hot“Hg' Sharon Industrial Pa”, P.O.B 5039, Qadima 60920, Israel (“ Seller”);

- Of the First Part -

2) Mr. Steven Slom, Advocatean individual, holder of an Israeli Passport num®@95413, of 8 Abba Eban St, Herzliya 46725, Israeifing in his capacity as a Trus
for an undisclosed purchaser (“ Purchaser”);

- Of the Second Part -

(The Seller and the Purchaser are each referriediitddually as a “Party ” and collectively as the Parties ™).

Whereas: The Seller is the sole beneficial owner of 100%hefissued and paiap share capital of SuperCom Asia Pacific Limit@d,ompany incorporated under
laws of Hong Kong and a who-owned subsidiary of the Seller (t* Company”); and

Whereas: The Seller wishes to sell the Purchased Sharedgfsed herein) to the Purchaser, and the Purcheiséies to purchase the Purchased Shares fro
Seller, on ar“As-Is” basis, all in accordance and subject to the telensity anc

Whereas: The Parties wish to set form herein all of the ®and conditions that shall govern the sale andhase of the Purchased Shares hereu
NOW, THEREFORE, in consideration of the premised imautual promises herein contained, the Partieseags follows

1. Preamble, Annexes and Heading

1.1. The preamble to this Agreement and all Annexed sbaktitute an integral part here

1.2 The headings in this Agreement are for conveniemig and are not to be used in the interpretatiothis Agreement
2. Definitions

The following terms shall have the following meagsr

“ Purchased Share$ - The entire holdings of the Seller in the Canp, constituting 100% of the issued and pgidshare capital of tl
Company and composed t

€)) 99 Shares with a par value of H.K.$1e@@h, held directly by the Seller, constituting 98%the issuedanc
paid-up share capital of the Company; (thBitectly Held Shares” ); A copy of a share certificate of 1
Directly Held Shares is attached heretiAnnex “A” ;




“Liens”

(b) 1 share with a par value of H.K.$ 1.00, held by &osvraham & Co., Advocates, as a trustee for tebe®
constituting 1% of the issued and paid-up sharétaapf the Company (the Trustee Share” ); A copy of ¢
share certificate of the Trustee Share is attableeeto aAnnex“B” ;

- Liens, charges, security interests, debt, obligatidtachment, mortgages, encumbrances, rightsifrBfusal, preempti
right or any other thir-party right.

Purchase and Sale of the Purchased Shar

3.1

3.2

3.3

3.4

Subject to the terms and conditions of this Agreeimihe Seller hereby agrees to sell, transfeigasand deliver to the Purchaser, and the PurcHzaseh
agrees to purchase from the Seller, all of the lfaged Shares, free and clear of all Liens, togetliter all rights attaching or accruing to them (irding
without limitation all rights to distributions tceldeclared or paid by the Company after the dateofie

In full consideration for the purchase bg fPurchaser of the Purchased Shares, and for thignksent of the ShareholdsrLoan (as defined in Sectiot
below), the Purchaser shall pay to the Seller hadSeller shall receive from the Purchaser the amnolUS$ 1.00 (th“ Consideration™).

At the date of signing this Agreement, the Sellalisdeliver to the Purchaser the following docuitse

@

(b)

©

(d)

A share transfer deed in respect of the Directlyjdr&hares, validly executed by the Seller as texosfof the Directly Held Shares, as attached b
asAnnex“C” ;

A share transfer deed in respect of the fEriShare, validly executed by Yossi Avrah&rCo., Advocates, as transferor of the Trustee Sha
attached hereto éAnnex“D” ;

Written letters of resignations of Mr. Eyal Tuchmand Mr. Eli Rozen, the existing directors of thentpany that were nominated by the Se
effective as of the date hereof, as attached hagAnnex“E” ;

A written resolution of the board of diretof the Company, approving the sale and trarsfféhe Purchased Shares, as attached hereAmraesx
=

For the avoidance of any doubt, the actions anws&retions described above shall be deemed to take pnd executed simultaneously, and no actiok Is¢
deemed to have been completed without the othemachaving been complete
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Assignment of the Shareholders Loan

4.1 As of the date hereof and according to tbe@anys financial statements for the period of 31.12.2088 Company is indebted to the Seller in an agggsz
amount of US$ 1,400,000, due to shareholders Igiaes to the Company by the Seller (“ Shareholders Loans’).

4.2 Seller hereby transfer and assign unto thetaser all of Selles'rights, title and interest with respect to ther®@holders Loans, and Purchaser hereby ac
and assumes all of Sel's rights, title and interests with, respect to$areholders Loans, including the right for anydkifi repayment under such Loa

General Releast

5.1 The Seller represents that according taChpany’s financial statements and other repoas fthe Companyg CEO, the company is indebted to some «
employees and suppliers in the aggregate amouaveaf US$ 50,000, and it is currently in a legalpdi® with the Compang’ CEO over a claim for sale
payment and reimbursements of other expenses iagheegate amount of over US$ 250,000 (tfiispute ”). Various information related to the Disput
attached hereto éAnnex G .

5.2 The Seller acknowledges that by receiving the Glmration for the Purchased Shares from the Purghiseleases and forever discharges the Compadyts
parent corporations, subsidiaries, members antla&f, and all of their respective predecessasigas, successors in interest, and past, presentuture
officers, directors, employees, agents, sharehs|deanagers, owners, attorneys, insurers, and (uailigctively, the “Released Parties), from any and a
claims, complaints, suits, damages, actions, caafsastion, losses, expenses, fees including at@'iees and/or demands whatsoever that the Sellerhaes
or may have in the future against the ReleasedeBamcluding, without limitation, claims arisirogit of or in any way connected to the Dispi

5.3 The Purchaser acknowledges that by receiving threl@sed Shares from the Seller, it releases amydordischarges the Seller and its parent cormors
subsidiaries, members and affiliates, and all eirthespective predecessors, assigns, successangeigst, and past, present and future officeirgctbrs
employees, agents, shareholders, managers, ovatnsieys, insurers, and heirs (collectively, theeleased Parties), from any and all claims, complair
suits, damages, actions, causes of action, losgpenses, fees including attornefeets and/or demands whatsoever that the Purchagehas or may have
the future against the Released Parties, includuithput limitation, claims arising out of or inyamway connected to the Purchased Shares and/@dimpany.

Representations and Warranties of the Seller

The Seller represents and warrants towards thenBsec, that

6.1 It is duly and validly exists under the laws of Bete of Israel and has all necessary company ipameeauthority to enter into tins Agreement, torgaut its
obligations hereunder and to consummate the tréioeacontemplated herek




6.2

6.3

6.4

6.5

6.6

The execution and delivery of this Agreement by $edler, the performance by the Seller of its ddtiigns hereunder and the consummation by the Slkxe
transactions contemplated hereby have been dufyerned by all requisite corporate action on the pathe Seller

It is the sole beneficial owner of the Purchasedr&$, free and clear of all Liens, and. is entittedell and transfer to the Purchaser the fulhlesnd benefici
interest in the Purchased Shares, on the ternmisét this Agreemen

The Purchased Shares are duly authorized, valgdlyed, fully paid and nonassessable in compliaritte amy applicable law concerning the issuanc
securities, and have the rights, preferences,lpges, and restrictions set forth in the Comy’'s Articles of Association as of the date her

Except as set forth under any of the terms andigimns of this Agreement, the execution and dejivef this Agreement by the Seller does not, anc
consummation of the transactions contemplated lyeaet thereby will not: (i) constitute a breachaafy law, rule or regulation of any government agaiie tc
the Seller; (ii) require the consent or agreemérany court, governmental body or entity; (iii) late of, or conflict with or constitute a defaulhider an'
agreement, or result in the creation or enforcemé&nty security interest upon any of the Purch&teares

The representations and warranties made by therSelthis Agreement are the exclusive represeatatand warranties made by the Seller in conneetitht
the transactions contemplated hereby. The Sellablyedisclaims any other express or implied reprieg®ns or warranties with respect to: (i) the dhase
Shares; and (ii) the Company, its business contifissets or liabilities

Representations and Warranties of the Purchase

The Purchaser represents and warrants towardsettes, $hat:

7.1

7.2

7.3

7.4

He is authorized and permitted to execute this Agrent and perform its undertakings hereun

He is purchasing the Purchased Shares 6Asals” basis, without any representation on the part efSbller, with the exception of its explicit reprrtation:
in Section 5 above, and it waives any argumentl@mche and/or his affiliates may have now or ie fature against the Seller, in connection with
Purchased Shares and/or the Comp

The execution and delivery of this Agreement anel filifillment of the terms hereof will constituteet valid, binding and enforceable obligations df
Purchaser and will not violate, conflict with ormitute a default under or breach of any agreeraedtor undertaking and/or instrument, judgmerdegrwrit
or decree to which the Purchaser is a party or higlwhe is bound, or any provision of law, ruleregulation applicable to the Purchaser, and doegpiire thi
consent of any person or entity which has not kdstained prior to the execution here

Without derogating from anything to the cany in this Agreement, the Purchabereby represents that it has been furnished bgéfier during the course

this transaction with all information regarding the Camp which it has requested or desired to know, ithtzdis been afforded the opportunity to ask qoes
of and receive answers from duly authorized officer other representatives of the Company concgrthie terms and conditions of this transaction, amy

additional information which it had request




10.

11.

Announcements

No press release or public announcement concethiaghAgreement or the transactions contemplateddyeshall be made without the express written aong&the
Seller.

Expenses

Save as otherwise provided in this Agreement, €&ty shall be responsible for its own expense®imection with this Agreement and the negotiatexgcution an
consummation of the transactions contemplated e

Governing Law and Jurisdiction

10.1. This Agreement and the rights and obligations efRlarties hereunder are governed by and shallristroed in accordance with the laws of Hong Kc

10.2.  Each Party agrees that any legal actigrazeeding arising out of or relating to this Agmeent shall be brought in the courts of Tel Adaffa and irrevocab
submits to the exclusive jurisdiction of such ceL

General Provisions

11.1. If any provision of this Agreement is found to beenforceable by a court of competent jurisdictit, remaining provisions shall nevertheless rerrafmll
force and effect

11.2. This Agreement constitutes the entire understanding agreement between the Parties with regardl tmatters herein. There are no other agreemn
conditions, or representations, oral or writtemress or implied, with regard there

11.3.  This Agreement may be amended only in writing, eijby the Parties herel

11.4. This Agreement shall be binding upon and inuréhtolienefit of the Parties and their respective esgmrs and assigr

11.5. This Agreement may be executed in counterpartfacgimile signatures are acceptable and bindintherParties heret

11.6. No failure to exercise, nor any delay in exercisimy right or remedy under this Agreement shallrafgeas a waiver, nor shall any single or parti@reise o
any right or remedy prevent any further or othegreise or the exercise of any other right or remddhe rights and remedies provided in this Agreenaee
cumulative and not exclusive of any rights or refeggrovided by lawn

11.7.  All notices, requests, reports, consents @her communications hereunder shall be in mgjtiand shall be delivered either (i) by hand, i§i§) email or

facsimile transmission, with a written acknowled@enof the recipient, (iii) by courier, @iv) by registered mail, return receipt requestddtil changed by
written notice given by either Party to the othartf, the addresses of the Parties shall be dssein.




IN WITNESS whereof this Agreement has been executed by th&eBPan the day and year first above written.

AN il

Vuance Ltd. Steven Slom, Adv




Exhibit 4.10

30.3.11

Subject: Agreement to Defer Bond Repayments

1. Sigma Wave Company, Ltd.$igma") is a party to the Issuance and Note Agreemetit Wisance Ltd. (the Company "), dated November 18, 2006, including
those amendments dated Novembeth, 2007, June 3th, 2008, August 1", 2009, and January 19, 2010 (trAgreement").

2. As of December 31, 2010, the Company was in violation of the terrhthe Agreement includingnter alia, due to non-timely payment of all repayments thete
scheduled for 201(

3. Pursuant to the terms of the Agreementp¥atig breach of the terms of the Agreement by tben@any, Sigma has the right to accelerate the atitig and demand
immediate and full payment of the entire debt be¢atiue under the Agreement.

4. Sigma, out of responsibility and considemafior the Company's employees, shareholders,toredand for the sake of allowing the Companydmplete its
rehabilitation process, has agreed to implementdai@wving changes to the terms of the Agreem

« Postponement of all mature debt amounts (due Deee81lst, 2010) in the amount of $4,265,300 until Januaty, 2012.
« The 2011 accrued interest, pursuant to the terntiseofAgreement, to be paid to Sigma, as follows:
1. The amount of accrued interest from Januast, 2011 until June 3th, 2011, to be paid on Julyst, 2011.
2. Beginning August 3t, 2011 and every month thereafter, the Companypayl for the accrued interest of the preceding mc
« Non-timely payment of any of these interest paymeriliscanstitute immediate breach of the terms of Aggeement and will result in acceleration of teenaining
balance of the Loan, as detailed in the Agreen

5. In addition to the terms relating to breaélthe Agreement and acceleration of paymentsetaldd in the Agreement, any claim by another itoe@gainst the
Company, and/or demand for the realization of thenGany's property and/or attachment and/or seiaiutiee Company's property and/or liquidation of @@mpany
and/or request for a creditors arrangement by thragany or any its creditors, will constitute a lmteaf the terms of this document and the terméi@fAgreement, and
will give Sigma the immediate right to demand intha¢e repayment of the remaining balance of the iheluding realization of the assets pledged gn&i, as detaile
in the Agreement

6. The Company will not undertake any new pédgn its property, including any intangible pndypeand/or will not sell assets and/or will nosug new equity to a third
party and/or will not implement changes in the Camys structure, without the prior written consehSigma.

7. No part of this understanding shall constitute aeraof any of Sigma's rights under the terms ef Agreement. All of the remaining terms of the Agreent shal
remain in fully and completely in forc

Sigma Wave Ltd.

Vuance Ltd.




Exhibit 8

SUBSIDIARIES OF VUANCE LTD. AS OF MAY 31, 2011

Name of Subsidiary Jurisdiction of Organization Percent Owned

Vuance Inc United State: 100%
Vuance RFID Inc.’ United State: 100%
S.B.C. Aviation Ltd. Israel 100%
SuperCom Slovakia A.¢ Slovakia 66%
PureRFid Inc United State: 100%

*Vuance RFID Inc. has an Israeli wholly-owned sdizy, Vuance RFID Ltd.




Exhibit 12.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT T O
SECTION 302(a) OF THE SARBANES-OXLEY ACT OF 2002

I, Arie Trabelsi, certify that:
1. | have reviewed this annual report on Form 2tf-Fuance Ltd.;

2. Based on my knowledge, this report does notaiemny untrue statement of a material fact ortdmstate a material fact necessary to make #gtersents made, in
light of the circumstances under which such statemeere made, not misleading with respect to téod covered by this report;

3. Based on my knowledge, the financial statememtg other financial information included in théport, fairly present in all material respects fihancial condition,
results of operations and cash flows of the regyigtas of, and for, the periods presented in gpsnt;

4. The Company’s other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures (as defined eh&mge Act Rules
13a-15(e) and 15d-15(e)) and internal control dvemcial reporting (as defined in Exchange Actédul3a-15(f) and 15(d)-15(f)) for the Company aadeh

a) Designed such disclosure controls and procsgorecaused such disclosure controls and procedorge designed under our supervision, to ensatenaterial
information relating to the Company, includingdtsnsolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod in which this report
is being prepared;

b) Designed such internal control over financ&gdarting, or caused such internal control overrfaial reporting to be designed under our supemigio provide
reasonable assurance regarding the reliabilitynaficial reporting and the preparation of finanstatements for external purposes in accordandegeiterally accepted
accounting principles;

c) Evaluated the effectiveness of the Companyssldsure controls and procedures and presentdisineport our conclusions about the effectiverndésbe disclosure
controls and procedures, as of the end of the pedwered by this report based on such evaluatiod;

d) Disclosed in this report any change in the Canys internal control over financial reporting tlecurred during the period covered by the anredrt that has
materially affected, or is reasonably likely to evélly affect the Company’s internal control ovke financial reporting; and

5. The Company'’s other certifying officer(s) anllve disclosed, based on our most recent evatuafimternal control over financial reporting,ttee Company’s
auditors and the audit committee of the CompanyarB of Directors (or persons performing the edergfunctions):

a) All significant deficiencies and material weakses in the design or operation of internal coptrer financial reporting which are reasonablelikto adversely
affect the registrant’s ability to record, processnmarize and report financial information; and

b) Any fraud, whether or not material, that innedumanagement or other employees who have a sigmifiole in the registrant’s internal control ofiaancial
reporting.

Date: June 13, 2011
[sl Arie Trabelsi

Arie Trabelsi
Chief Executive Officer




Exhibit 12.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANTT O
SECTION 302(a) OF THE SARBANES-OXLEY ACT OF 2002

I, Mickey Ben Harush, certify that:
1. | have reviewed this annual report on Form 2tf-Fuance Ltd.;

2. Based on my knowledge, this report does notaiemny untrue statement of a material fact ortdmstate a material fact necessary to make #gtersents made, in
light of the circumstances under which such statemeere made, not misleading with respect to tégd covered by this report;

3. Based on my knowledge, the financial statememts other financial information included in théport, fairly present in all material respects fihancial condition,
results of operations and cash flows of the regyigtas of, and for, the periods presented in gpsnt;

4. The Company’s other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures (as defined eh&mge Act Rules
13a-15(e) and 15d-15(e)) and internal control dwemcial reporting (as defined in Exchange Actédul3a-15(f) and 15(d)-15(f)) for the Company aadeh

a) Designed such disclosure controls and procsgorecaused such disclosure controls and procedoree designed under our supervision, to ensatenaterial
information relating to the Company, includingdtsnsolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod in which this report
is being prepared;

b) Designed such internal control over financ&darting, or caused such internal control overrfaial reporting to be designed under our supemigio provide
reasonable assurance regarding the reliabilitynaficial reporting and the preparation of finanstatements for external purposes in accordandegeiterally accepted
accounting principles;

c) Evaluated the effectiveness of the Companyssldsure controls and procedures and presentdisineport our conclusions about the effectiverndésbe disclosure
controls and procedures, as of the end of the pexdwered by this report based on such evaluatiod;

d) Disclosed in this report any change in the Canys internal control over financial reporting tlecurred during the period covered by the anredrt that has
materially affected, or is reasonably likely to evélly affect the Company’s internal control ovke financial reporting; and

5. The Company'’s other certifying officer(s) anllve disclosed, based on our most recent evatuafimternal control over financial reporting,ttee Company’s
auditors and the audit committee of the CompanyarB of Directors (or persons performing the edengfunctions):

a) All significant deficiencies and material weakses in the design or operation of internal cotrer financial reporting which are reasonablelikto adversely
affect the registrant’s ability to record, processnmarize and report financial information; and

b) Any fraud, whether or not material, that innedumanagement or other employees who have a sigmifiole in the registrant’s internal control ofiaancial
reporting.

Date: June 13, 2011

/sl Mickey Ben Harush
Chief Financial Officer and Principal Accountingfioér




Exhibit 13.1
SECTION 906 CERTIFICATION

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to section 906 of the Sarbanes-Oxley A2062 (subsections (a) and (b) of section 135@ptdr 63 of title 18, United States Code), eacthefundersigned
officers of Vuance Ltd. (the “Company”), does herekrtify, to such officer's knowledge, that:

The Annual Report on Form 20-F for the fiscal yeaded December 31, 2010 (the “Form 20-F") of thenfany fully complies with the requirements of Sewctl3(a)
or 15(d) of the Exchange Act of 1934, and the imfation contained in the Form 20-F fairly preseintsll material respects, the financial conditiordaesults of operations of
the Company.

Dated: June 13, 201 Isl Arie Trabelsi

By: Arie Trabelsi
Title: Chief Executive
Officer

A signed original of this written statement reqditey Section 906 has been provided to the Compadyl be retained by the Company and furnishetheéoSecuritie
and Exchange Commission or its staff upon request.




Exhibit 13.2

SECTION 906 CERTIFICATION CERTIFICATION

PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to section 906 of the Sarbanes-Oxley A2062 (subsections (a) and (b) of section 135@ptdr 63 of title 18, United States Code), eacthefundersigned
officers of Vuance Ltd. (the “Company”), does herekrtify, to such officer's knowledge, that:

The Annual Report on Form 20-F for the fiscal yeaded December 31, 2010 (the “Form 20-F") of thenany fully complies with the requirements of Sectl3(a)
or 15(d) of the Exchange Act of 1934, and the imfation contained in the Form 20-F fairly preseimsll material respects, the financial conditiodaesults of operations of
the Company.

Dated: June 13, 201 /sl Mickey Ben Harush

By: Mickey Ben Harush
Title: Chief Financial Officer and Principal Accounting Officer

A signed original of this written statement reqditey Section 906 has been provided to the Compadyl be retained by the Company and furnishetheéoSecuritie
and Exchange Commission or its staff upon request.




Exhibit 15.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We have issued our report dated June 13, 2011 g@ooying the consolidated financial statements ohetlin the Annual Report of Vuance Ltd. on FormRP2for the year endt

December 31, 2010. We hereby consent to the iocatipn by reference of said report in the RegigtraStatements of Vuance Ltd. on Form S-8 (File BR3121231
effective December 14, 2004).

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

Tel-Aviv, Israel
June 13, 2011




